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Not taking risks may 


_ the > bigges 


You have to leave the cozy and comfortable if you 
want to move ahead. 

Make an acquisition, build a plant, tackle a 
new market. Rewards most often flow from risk. 

That’s where Bankers Trust comes in. 

Our entire firm has a unique single focus: 
dealing with global risk. And turning it to your 
advantage. 

We bring all our merchant banking strengths 


to bear on the problems of risk. Analytical strength, 


be 


st risk sk of f all. 





to evaluate risk. Intellectual strength, to create ideas 
that make risk work for you, not against you. Market 
strength, to accomplish everything we propose. 

And the financial strength to keep the 
commitments we make. 


So take the risk you can profit by. We'll help 


you deal with the risk you can’t. When Bankers 


‘Trust is beside you, risk is not to be feared. 


ABankers Trust 


EAD FROM STRENGTH. 


economic history. The last 
shed was in 1949. In 1949, Hongkong 





LETTERS 


Watershed year 

I believe future historians will look on 
1992 as a great watershed in Hongkong's 
great water- 


obtained control of its own economic 
affairs from an interventionist government 


_in Britain. Britain went on to socialism, 


whether of the Labour or Tory type, with 
redistribution of wealth, massive govern- 
ment bureaucracy and the throttling of all 
initiatives by businessmen whose profit- 
making was excoriated. Britain's position 
in the world declined. Hongkong's status 


7- Hina followed a totally different 
course to that of Britain: it followed the 
policy of "positive non-interventionism." 
Government rules and regulations were 
minor because government was very small; 
there were few bureaucrats and few forms 
to fill. 

For the past few years we have seen the 
bureaucracy grow and grow. The proli- 
feration of forms and regulations is every- 
where evident. The stifling effect of too 


-~ many bureaucrats is daily felt by business- 


men in all sectors. We now have more bu- 
reaucrats as a proportion of our working 
population than Singapore. 

And now the financial secretary has 


decided to put into words what has long 


been the creed of Lower Albert Road: 

"Down with Positive Non-interventionism. 
Long Live Big Government and Big 
Taxes." 

The decline of Hongkong as a lively 
entrepreneurial place will most likely be 
timed, by future generations, from 1992, 
the year when the evil policy of interven- 
tionism was formally espoused by the 
government at a time when the rest of the 
world has realised the folly of too much 
government. 


Hongkong W. A. T. CRAWLEY 


4 P 
Coconuts and cartels 


Your coverage of the Philippine presiden- 
tial elections [Power of the purse, 20 Feb.] 
focusing on the “king copra” (should have 
been cobra) was well written. I have a few 
observations. 

Why do coconut industry leaders think 
that a coconut cartel will benefit the indus- 
try? Cartels work only if there are no cheap 
substitutes and there are few producers, as 
in the petroleum industry. This is not the 
case for coconut which accounts for a small 
percentage of the world market for vegeta- 
ble oils. 

The UCAP study erred in concluding 
that the dismantling of the coconut cartel 
resulted in coconut oil losing its price pre- 
mium over soybean oil. With or without 
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the cartel, the - p uium- would narrow 
down because coconut oil lost its advan- 
tage over other oils as food. The choles- 
terol-scare campaign in the West clearly 
made its mark. 

To suggest that creating cartels is a way 
out of our economic weaknesses is stupid. 
We only have to look at existing monopo- 
lies, government or privately owned (e.g., 
power and telephone monopolies), to see 
that it may lead to more problems. 

That (Eduardo) Cojuangco is a g 
businessman is true. Depositing the 
nut levy funds interest-free in his own 
United Coconut Planters Bank makes 
business sense. Further, the current value 
of the stocks he bought using coconut levy 
funds has risen significantly. But part of 
the credit should go to his cousin President 
Corazon Aquino, during whose adminis- 
tration stock prices soared. 

Manila MANUEL E. MAYO 


Congratulations on your fair and honest 
article on Eduardo Cojuangco in your 20 


February issue. Your readers should note a 


striking fact — Cojuangco's critics can only 
dwell on rumour, innuendo, misconcep- 
tions and misperceptions. Clearly, they do 
not know the man they are attacking. 

Cojuangco's track record, on the other 
hand, is real; his accomplishments, espe- 
cially in the coconut industry, are solid and 
visible and starting to bear fruit. Cojuangco 
is the brightest prospect for president the 
Philippines has ever had. Millions of Filipi- 
nos realise that and they will vote him into 
office come 11 May. 
Manila 


Pure pique 

In your COVER STORY of 19 March, you 
quote presidential candidate Ramon Mitra 
as saying: "I have talked about many of 
them [members of the Makati Business 
Club] as being tax evaders." 

On behalf of the members of the Makati 
Business Club, I deny Mitra's charges as 
being baseless. Our members, in fact, pay 
some of the highest taxes in the Philip- 
pines. Actually, Mitra’s gratuitous asser- 
tion is an old one. It was made out of pique 
since the House of Representatives always 
came last in surveys conducted by the 
Makati Business Club among its members. 
Manila RICARDO J. ROMULO 


VICENTE T. UY 





I am amazed that in your COVER STORY, 
Front runner Mitra [19 Mar.], there was 
not a single mention of Ramon Mitra's 
well-known close ties with logging inter- 
ests in his home province of Palawan. In- 
deed, candidate Mitra has openly ac- 
knowledged that one of the biggest con- 
tributors to his campaign is the logging ty- 
coon Jose "Peping" Alvarez. Under Philip- 
pine election laws, a candidate may not re- 
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executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia’s leading hotels, 
The Island Shangri-la Hotel 
understands that the frequent 

business traveller needs to keep 

in touch with what's going on in 

the Asian region. | 
That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 
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For more than a century and a half, Patek Philippe has been known a 
the finest watch in the world. The reason is very simple. It is made 

differently. It is made using skills and techniques that others have lost 
or forgotten. It is made with attention to detail very few people would 
notice. It is made, we have to admit, with a total disregard for time. If 


rue up aa co esce particular Patek Philippe 





movement requires four 
vears of continuous work to 





bring to absolute perfection. 
we will take four years. The 
result will be a watch that 
is unlike any other. A watch 
that conveys quality from 





d, 
g 
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"irst glance and first touch. 
A watch with a distinction: 





generation after generation 
it has been worn. loved and 
collected by those who are 
very difficult to please: 
those who will only accept 
the best. For the day that 
you take delivery of your 





Patek Philippe. vou will have 
acquired the best. Your watch 
will be a masterpiece, quietly 
reflecting your own values. 
A watch that was made to 





be treasured. 
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ceive contributio | 


idividuals or or- 
ganisations which | ndulge i in the exploita- 
tion of natural resources. 

The irony is that a win by Mitra in 
May's elections would be good for the en- 
vironmental cause in the Philippines. Mitra 


would come under close scrutiny by the 


rest of the world, particularly by environ- 
ment-conscious donor countries. 
Sin gapore NIKKI RAYNOR 


metn emet t tenter mi i RTA e reet n t e tiennent 


Pacific havens 
I refer to your story on the South Pacific's 
Treasure Islands [FOCUS on offshore in- 
vesting, 5 Mar.], and I feel I must write to 
correct the totally wrong impression you 
have given to your readers. My main ob- 
jection is the way in which you have put 
down Western Samoa as an offshore finan- 
cial centre. You do not seem to appreciate 
that while Vanuatu and the Cook Islands’ 
centres have been established for 20 years 
and 10 years respectively, the offshore cen- 
tre in Western Samoa has only been estab- 
lished for three years. 

It is therefore unfair to compare the 


three offshore centres solely on the basis of 


total numbers of company incorporations. 
I do not know the exact figure but I would 


suggest that if one were to compare the 


number of incorporations within the past 
three years in each jurisdiction, it would 
clearly show that Western Samoa has de- 
veloped much more than either the Cook 
Islands or Vanuatu in that period. 
Futhermore, every indication is that the 
Western Samoa offshore centre is devel- 
oping at a faster rate than the other Pacific 
havens. This is despite the difficulties a 
new centre faces in building up credibility 
and confidence in a very competitive field. 
Also I do not think it is correct to say 
that there are 400 lawyers, accountants, 
bankers and financiers in Port Vila. This, I 
would suggest, is the total number of per- 
sons employed in the industry. And it is 
also not true to say that the Bank of West- 
ern Samoa, (which is a commercial bank), 
regulates the offshore centre. It should 
have been the Central Bank of Samoa. 
Apia, S. UREN 
Western Samoa Central Bank of Samoa 


Talk to the Tigers 

It is evident from your recent article on the 
Sri Lankan conflict [Sinhalese backlash, 20 
Feb.] that the twin-track policy of the Sri 
Lankan Government — talking peace 
while continuing with military offensives 
— is most likely to exacerbate rather than 
end the conflict. The crux of the conflict 
lies with the inability of the past and 


present Sinhalese governments to accept 
n the d and inalienabl rights of the Tamils. 
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rights as the Sri Lankan milita 
government believes. 

Instead of foot-dragging with the 
productive all-party conferences and 
liamentar y penis tees, ae Sri La 





the Tamil Tigers under “the a 
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No words allowed 
The military junta in Burma proc 
they wish to have their own b 
mocracy suited to their own 
their own conditions. One really 
what kind of democracy they w 
tablish. No one is allowed t 
mouths and Perd who. | 








concepts of democracy anyi 

the international commu nity | d 
interest in the happenings in- 
helped those hapless people lz 
jails under the heels of the. 
name of the Burmese bran 
Bangkok | 
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From the mid-1970s 
onwards the oil-rich 


East attracted huge 
numbers of migrant 


‘Southeast Asia. Now Asia itself is 
: Jabour. Slow population growth in 


Korea, coupled with the increasing 


ilippines. In Southeast Asia, 
esians are flocking to work on 
an plantations while highly 
alaysians take jobs in 


1 Washington, opinion is sharply 
'ided about the benefits of labour 
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Suicide Note 
| Prime Minister Kiichi Miyazawa's 


. ruling Liberal Democratic Party (LDP) 








lefeated twice in upper house by- 





azawa has dropped to less than 


elections around 
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oter disenchantment with the ruling 


... cabinet may resign en masse and allow 
<< the opposition Japan Social Democratic 
Party (ISDP) form a government if the 


suffers a serious defeat in July's upper 
ouse elections. The LDP lost its upper 
Youse majority three years ago, has been 


‘lections so far this year and is likely to 
t least 10 more seats in July. Recent 
so show that public support for 


The resignation plan assumes the 
government could be forced to hold 


shadow on the presidential election due 
by the end of the year 10 


Burma : Insurgency 

Karen rebels in their holdouts on the 
Thai-Burmese border brace for a final 
assault by Burmese troops 10 


Thailand : Election 

Following an inconclusive election result 
the military-backed parties reassess their 
tactics while the search for a new prime 

minister continues 11 


China : NPC 

Premier Li Peng's speech to the NPC 
pays lip service to Deng Xiaoping/s 
reforms but also stresses conservative 
ideological measures 13 


F 


Hongkong : Crime 
A surge in violent robberies is blamed 
on criminals from China and has 

led to widespread calls for 
greater cooperation with 
the Chinese security 
authorities 15 


Foreign Relations : Mekong 
Committee 

Differences between 
Thailand and Vietnam 
over administering the 
Mekong River have soured 
relations between Bangkok 
and Hanoi 16 


Afghanistan : Peace 
Process 
President Najibullah offers 


September, and party strategists believe 
the LDP could quickly regain control of 
the government with a strengthened 
mandate after the jspp shows it is 
incapable of forming an effective 
administration. 


Keeper of the Purse 


In an effort to ensure the Philippine 
election campaign does not trigger an 
inflationary surge in the money supply 
arising from politically motivated 
releases of government funds, the IMF — 
in conjunction with the country's 
financial authorities — has been 
monitoring budget deficits on a monthly 
basis since January. According to an IMF 
official, monthly ceilings have been set 
and so far the government has kept 
within those limits. However, there has 
been pressure on the money supply 
do from abnormal inflows of ad 
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to step down to make way for an interin 
regime, but ethnic conflicts mar his peaa 
offers 18 


Pakistan : Foreign Militants 
Islamabad decides to expel foreign 
Islamic militants who have flocked to th« 


country to fight along with Afghan 
mujahideen 18 


Malaysia : Judiciary 

A failed attempt to heal the four-year rift 
between the Malaysian Bar Council and 
the head of the judiciary leaves lawyers 
concerned over what some see as a no- 
win situation 27 


Focus : Indonesia 1992 





How long Indonesia can press ahead 
with a modern, export-oriented: economy 
without a relaxation of political rules is 
one of the crucial questions the country | 
must answer in the 990s 33 | 





Bangkok's inconclusive election (11). 


exchange into the country during the 
past several months, the official said. 


Reprisal Raids ` 
Two Inner Mongolian independence 
activists have been sentenced to prison 
terms by a secret tribunal in Huhot, 
capital of the autonomous region. 
Mangtai and Khuchuntegu, both school 
teachers, were sentenced to two years 
and three years respectively. A third 
activist, Ulaanshubuu, had been earlier 
sentenced to eight years by a different 
tribunal. In each case, the charge was 
“splittist propaganda.” The judges, all 
Han Chinese, were sent from Peking 
and the courtrooms were reportedly 
packed with police. Inner Mongolian 
sources ascribed the latest crackdown to 
police frustration at the escape from 
house arrest of another leading. activist, 













Arts & Society 


Thailand : Artists 

Is there a Thai style and should artists 
express it? This question of identity 
opens old wounds for some artists but 
inspires others. When asked to explore 
Thai identity, most artists turn to a 
repertoire of Buddhist motifs and 
symbols 58 


South Korea : Banking 

The collapse of a leading fashion 
retailer has exposed 22 foreign banks 
to bad debts. Unlike in past cases, 
however, the government probably 
will leave them to fend for 
themselves 62 


China : Budgets 

Despite talk of reform, the leadership's 
state-spending plans show little change 
in practice, and the deficit will 

grow 63 


Philippines : Companies 

Robert Coyuito, head of both Oriental 
Petroleum and the Manila Stock 
Exchange, is fighting two battles to keep 
control of Oriental, and to enlarge his 
interest in the West Linapacan oil 

well 66 

Heading for courts 68 


Region : Shipping 
Freight rates seem almost certain to rise 
as a new grouping of Asian shipping 


Gunning for Qaddafi 
Libyan dissidents 
opposed to the 
regime of Moamar 
Qaddafi are 
receiving military 
training in the 
Kana district of 
Nangarhar 
province in 
Afghanistan. About 
30 Libyan guerillas 
from Ikhwani 
Musilmeen, led by Sheikh Nuraddin, are 
being trained by the Ittehad-i-Islami 
Afghan group, led by Abdul Rasul 
Sayyaf. Once their training is completed 
they will be infiltrated back into Libya. 


Passing the Port 
The US Navy, which wants to use 





Qaddafi. 
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lines studies costs 70 


Nepal : Economies 

Kathmandu has been forced to follow 
India in introducing reforms 70 

Japan : Companies 

Saison chief Seiji Tsutsumi has been 
pushed to the managerial sidelines and 
is no longer hailed as a visionary. 
Meanwhile, his flagship Seibu store 
chain is wrestling with heavy debt 72 
Bad blood 72 


Malaysia : Companies 

Former finance minister Daim 
Zainuddin denies allegations that have 
surfaced during Japan's growing Sagawa 
Kyubin scandal 75 


Taiwan : Collectibles 

Sotheby’s first Taipei auction draws a 
good crowd, with local artists as 
favourites 76 


Hongkong : Borrowings 

The ADB's decision to issue a Hongkong- 
dollar bond will help develop the local 
capital market 76 


China : Industry 

Companies in the fast-growing Pearl 
River Delta are increasingly developing 
business with northern provinces 77 


Australia : Economies 
The recession is ended by statistical 
decree 77 


Region : Trade 
East Asia's dynamism offset slower 


Indonesia's PT PAL's shipyard facilities 
for the maintenance and repair of its 
warships after its Philippine bases close, 
is soon expected to complete à 
certification review of PAL. President 
Suharto and armed forces chief Gen. Try 
Sutrisno had said in late 1991 that PAL 
was permitted to service foreign 
warships on a strictly commercial basis. 
The US Navy report on PAL will 
stipulate the type of repairs that can be 
made at the shipyard. 


House of Cadres 


The cash-short Vietnamese Government 
has decided to spend Dong 20 billion 
(US$1.7 million) to buy back houses in 
Ho Chi Minh City which had been 
illegally sold by government officials late 
last vear. The buy-back is an apparent 
attempt to silence public dissatisfaction 
over a scandal in which the city's 
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trading between developed nations last 
year 78 


Singapore : Markets 
Seven foreign brokers are admitted to 
the bourse 78 
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housing department sold roughly 600 
state-owned villas and houses to local 
officials at a fraction of the market price. 
A public uproar erupted when many of 
the new landlords made small fortunes 
by quickly reselling the houses. 


Liberating Words 


Hanoi quietly released one of its most 
prominent political prisoners, Phan Nhat 
Nam, last November. Nam, à former 
captain in the psychological warfare 
department of the defeated US-backed 
southern government, is best known for 
his novel Summer of Red Fire in Quang 
Tri, 1972, which depicts a communist 
offensive across the former demilitarised 
zone separating north and south. Several 
Vietnamese magazines and newspapers 
have been sharply criticised by the 
communist party in recent weeks for 
publishing articles praising Nam. 
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SOUTH KOREA 


trounced at the polls 


Ruling party's setback will also affect presidential stakes 


By Shim Jae Hoon in Seoul 





outh Korean voters dealt a crush- 
ing blow to the ruling Democratic 
Liberal Party (DLP) by denying it a 
majority in the 24 March parlia- 
mentary elections. Analysts attribute voter 
disenchantment to President Roh Tae 
Woo's policies which have resulted in a 
sluggish economy and high inflation. The 
people were also turned off by the cease- 
less jockeying among DLP leaders for the 
party's candidacy in the presidential elec- 
tion due by the end of the year. 

A total of 237 seats were up for election 
in the 299-seat parliament, with the remain- 
ing 62 seats distributed among the major 
parties on the basis of their overall election 
performance. Of the contested seats, the 
DLP won 115; Kim Dae Jung's Democratic 
Party (DP) 75; the newly launched Unifica- 
tion National Party (UNP), under business 
tycoon Chung Ju Yung, 25; and independ- 
ents and a small party secured 22. Of the 
62 seats shared among the parties, the DLP 
was given 33, the DP 22 and the UNP seven. 
This left the ruling party short of a major- 
ity, which will force it to rely on independ- 
ents for support in parliament. 

It was also a moral defeat for the gov- 
ernment, because the opposition parties 
made inroads beyond their presumed 
strongholds and independents scored 
strongly across the nation. The ruling party 
also failed to carry the capital city of Seoul 
and other crucial regions. The opposition 
DP took a heavy slice of the vote in Seoul, 
and retained its control over South Cholla 
province and its capital city of Kwangju. 

In the run-up to the polls the DLP had 
been confidently aiming for a two-thirds 
majority. Its failure to come anywhere near 
that goal is widely seen as a serious set- 
back for the party's executive chairman, 
Kim Young Sam, who had hoped to use a 
landslide victory to secure the party's 
presidential nomination in the coming 
months. Although he declared he had 
learned a "lesson" from the result, without 
specifically saying what it was, the DLP’s 
lacklustre performance is bound to reflect 
on him and throw open the presidential 
contest to his party rivals. 

Kim Young Sam, a former opposition 
leader, had been the moving force behind 
the 1990 merger of three conservative par- 
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ties into the ruling DLP — a move con- 
demned by his rival Kim Dae Jung's DP as 
opportunistic. The Dr's persistent criticisms 
of that merger in the recent campaign cre- 
ated a groundswell against the ruling 
party. 

In an unexpected turn of events, the 
UNP — launched just six weeks ago by 
Chung, founder of the giant Hyundai 
group — won an impressive nationwide 
following with 25 seats. The government 
even used intelligence agents in a covert 
smear campaign against opposition candi- 
dates, including Chung, but the dirty tricks 
backfired and gained sym- | 
pathy for them. The UNP’s 
Kim Dong Gill narrowly 
defeated DLP incumbent 
Hwang Byung Tai by high- 
lighting government cor- 
ruption and economic fail- 
ures. Hwang's defeat was 
especially painful because 
he was Kim Young Sam's 
chief economic adviser. 

The UNP’s emergence as 
the third-largest party 
could spell trouble for the 
Roh government, which 
tried hard to stop the 76- 
year-old Chung from gain- 
ing a political base. Now 





Drive against 
Karen rebels 
By Rodney Tasker in Bangkok 


Karen rebels holding their last two forti- 
fied camps on the Thai-Burmese border 
are bracing for a final assault by Burmese 
roops which could effectively destroy 


their . At the same time, the 
Thais have up their border forces 


to push back any further Burmese incur- 


sions 
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Roh: voters turned off. 


"We are expecting a big blow by Bur- 
mese troops within the next few days," 


Chung appears to hold the balance be- 
tween the DLP on the Right and the pp on 
the Left. Many analysts believe Chung is 
certain to join the race for the presidency, 
thus spoiling the chances of success for the 
two Kims. 

The DLP swept South Kyongsang prov- 
ince and its premier city of Pusan on the 
strength of Kim Young Sam's personal 
popularity. Outside his native political 
base, however, his appeal had limited im- 
pact. Now his prospects have dimmed due 
to substantial retreats in Seoul and other 
key regions, including the east coast region 
of Kangwon and the cen- 
tral agricultural belt of 
Chungchong. Chung con- 
trols Kangwon while 
Chungchong is under the 
influence of Kim Young 
Sam's party rivals. 

Within the DLP, Kim 
Young Sam's successes 
were limited to legislators 
he nominated for Pusan 
and its environs, leaving 
the rest to his two DLP ri- 
vals — former premier 
Kim Jong Pil and Park Tae 
June, who heads the main- 
stream group allied with 
Roh. The situation opens 





said a Western refugee official based in 
liebe pom 
O a border by 27 March, Burma’s 





backed by air support — has been stead- 
ily closing in on the Karen base of 
Kawmoora, a heavily fortified camp situ- 
ated in a loop of the Moei River which 
acts as the Thai-Burmese border, and 
Manerplaw, the headquarters of the 
Karen National Union (KNU). The KNU is 
the Christian-led, ethnic-minority rebel 
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the way for both men to challenge Kim for 
the presidential nomination. 

The government suffered some power- 
ful setbacks in Roh's own political back- 
yard of North Kyongsang province and its 
capital city of Taegu. The victory of inde- 
pendent candidate Chung Ho Yong — a 
retired army general whom Roh had ex- 
iled to the US in connection with Chung's 
suppression of the bloody 1980 uprising in 
Kwangju — over Moon Hi Kap, a former 
assistant minister of economic planning 
and Roh’s personal choice, amounted to a 
snub for the president. 

But elsewhere in Taegu and North 
Kyongsang province, all of Roh’s three 
brothers-in-law were elected. They are 
former trade and industry minister Kum 
Jin Ho, who is widely touted to be the next 
deputy premier in charge of economic 
planning; Park Chul On, the ambitious 
former sports minister who opened the 
way to relations with Moscow; and Kim 
Bok Dong, a retired army general like Roh 
who may emerge as a top DLP leader de- 
pending on how the intra-party struggle 
evolves. 

But outside Taegu, voters angered by 
the economic slowdown and corruption 
dumped Roh’s other choices and opted for 
high-calibre independents such as Ho Hwa 
Pyung, a retired army general running 
against Lee Jeen Woo, a DLP incumbent 
backed by the state-run Pohang Iron and 
Steel Co. A presidential political secretary 
under former president Chun Doo Hwan, 
Ho was the brains behind Chun’s seizure 
of power in a military power-play in 1980. 
Like Chung, Ho stands poised to re-enter 
the DLP in a high-profile role. Players like 
Chung and Ho could complicate the strug- 
gle within the DLP if they competed for its 
top leadership. Such a development could 
further set back Kim Young Sam's hopes 


for the presidency. s 
Saee ay control since 1949. 
ntil 1989 the Thais overtly helped 


the Ķaren rebels, viewing them as a 
buffer between themselves and their 
1989 the Burmese have been giving 
ests in Karen areas. As a result, Bur- 
dee Destin ker po PE 

e current fighting is different, 
however. When Burmese troops cross- 
ed into Thailand's Mae Hong Son area 
in order to strike against Manerplaw 
from the rear, the Thais launched an 
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Regroup and dig in 


Military plans next move after inconclusive election 


By Rodney Tasker in Bangkok 

n the immediate aftermath of the 22 

March general election, it appeared 

that after 13 months of military rule 
Thailand was destined to have a new 
prime minister either drawn directly from 
the armed forces' leadership or a figure 
under the military thumb. A loose coalition 
of three political parties that said they 
would be happy to have a non-elected 
military leader as prime minister, plus an- 
other smaller party, received just enough 
votes to ensure a working majority in the 
House of Representatives. 

The fact that the Palang Dharma “pro- 
democracy" party scored a massive win in 
Bangkok, and that the similarly minded 
New Aspiration Party 
(NAP) — headed by former 
army chief Chavalit 
Yongchaiyut — notched up 
72 seats in the 360-member 
parliament, did not seem to 
worry pro-military political 
leaders. Further, national 
surveys and vocal public 
protest in Bangkok indi- 
cated that most voters pre- 
fer a new move towards 
establishing democracy in 
Thailand, with an elected 
MP as prime minister 
rather than an appointed 
military figure. 

Analysts said that 
among the pro-military ci- 
vilians the possible contenders for the 
prime ministership were: Samakkhi Tham 
leader Narong Wongwan and Chart Thai 
leader Somboon Rahong. 

The December 1991 constitution, passed 
by an interim assembly appointed by the 
ruling military National Peacekeeping 
Council (NPC), allows a "neutral" non- 
elected figure to become prime minister. In 
Thailand this means a military leader, 
given the central role played by the armed 
forces in the country's political structure. 
This influence has been enhanced by the 
military's grip on supreme power since 
their 23 February 1991 coup which ousted 
Chatichai Choonhavan's fully elected civil- 
ian government. 

Following the elections, leaders of the 
three main pro-military parties that jointly 
scooped most of the seats — plus those of 
a smaller party — gathered at the air force 
headquarters to plot their next moves. 
Those „attending the meeting included 
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Chavalit: 
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no military deals. 


leaders of the air force's protegé party, 
Samakkhi Tham (with 79 seats); Chatichai's 
old party, Chart Thai (74 seats); the Social 
Action Party (31 seats) and Prachakorn 
Thai (7 seats). The politicians huddled with 
NPC chairman Sunthorn Kongsompong, 
who has the provisional constitutional 
power to choose the next prime minister, 
and air force commander Air Chief Mar- 
shal Kaset Rojananin. 

This alliance prompted an angry edito- 
rial in Bangkok's The Nation newspaper: 
"Such abasement before the military 
leaders was unbecoming of important po- 
litical leaders in a democratic system. It 
sent the generals the message that they 
could continue to interfere in the parlia- 
mentary system at will." 

Unbecoming or not, the 
parties were prepared to 
accept supreme com- 
mander and army com- 
mander Gen. Suchinda 
Kraprayoon as an unelec- 
ted prime minister. Su- 
chinda, in the mould of à 
figure waiting to be called 
to power, was noticeably 
absent from the air force- 
hosted gathering and 
». avoided the press in subse- 
E & quent days. However, mili- 
tary sources also say that 
Suchinda is reluctant to re- 
linquish his present power- 
ful position in order to take 
over the premiership based 
on a coalition that may well collapse. Such 
an outcome could leave Suchinda mar- 
ginalised by the next military leadership 
and effectively a spent force. 

Nevertheless, Suchinda’s powerful col- 
leagues in Chulachomklao Military Aca- 
demy’s Class 5 seemed to be pushing him 
to take the job. What may propel him into 
the prime minister's chair are moves by 
Kaset, backed by his cohorts in Samakkhi 
Tham, to accept the premiership if 
Suchinda declines the job. Such a power- 
play alarms senior army officers, tradition- 
ally the most politically dominant sector of 
the armed services, who are becoming in- 
creasingly resentful of the air force's efforts 
to usurp their long-held hegemony. 

If neither military leader accepts the 
premiership, however, the coalition parties’ 


options remain limited to Samakkhi Tham - 


leader Narong and Chart Thai's Somboon. 
While the pro-military coalition could 
muster a working parliamentary majority 
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of 11 with their 191 seats, the loose “pro- 
democracy" alliance ranged against them 
have 163 seats. This means the ruling coali- 
tion would be faced by one of the strongest 
oppositions in Thai political history. 

What the pro-military coalition could 
count on if it came to power would be the 
270-member Senate. Members of the upper 
house were appointed by Sunthorn before 
the election. More than half the Senate 
membership are either serving or retired 
military officers, who would doubtless 
support the pro-military coalition. The re- 
mainder are mainly industrialists, former 
bureaucrats and technocrats who could be 
relied on not to rock the boat. 

Under the new constitution, the Senate 
has the power to vote in censure motions 
against the government and on royal de- 
crees. This makes it a powerful force that 
can ensure a government's survival, or al- 
ternatively dismiss a government it dis- 
likes, needing only 46 lower house MPs to 
join it in a majority vote. 

One election imponderable was how 
the NAP would react. Rumours abounded 
before the election that Chavalit had made 


i THAILAND 2 
Where m 
... By Paul Handley in Surin, 
Phisarn Moolasartsathorn had just fin- 
. ished explaining how the New Aspira- 
. tion Party (NAP) — for which he was a 
candidate in Surin province — had real- 
ised that even in Thailand's impover- 
ished northeastern region voters were 
becoming more aware of issues of life 
and democracy, when a dishevelled old 
man shuffled into his bustling campaign 
headquarters. Not recognising Phisarn, 
the man shyly pulled out his identity 
card and mumbled an offer to sell his 
vote. 
.. Embarrassed aides hustled the man 
. aside and gave him enough money to 
. buy a few meals, which is probably all 
he wanted in the first place. The incident, 
more than anything else, represented the 
. realities of the region known as Isarn, 
. Thailand's biggest election battleground. 
. Despite an unprecedented campaign 
against vote buying, and the popular 
.. media's determination to bring real 
. public issues to the centre of the cam- 
M es “Sele | Saad condit olcued that in the 
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. slot in parliament. 

_ With poor soil and a i - 
age of water, Isarn is by far the country’s 
42 


a deal with Suchinda to al- 
low him to fulfil his ambi- 
tion to become prime min- 
ister, perhaps standing 
down in favour of Su- 
chinda in October when 
the annual military reshuf- 
fle takes place. But accord- 
ing to sources close to 
Chavalit, the former army 
commander is sincere in 
his public pronouncements 
that he will have nothing to 
do with the pro-military 
coalition and that he is 
looking forward to becom- 
ing the leader of a strong 
parliamentary opposition. 
If Chavalit fails to be- 
come prime minister, his natural partners 
in the opposition will be the 41 MPs from 
the Palang Dharma. This party is headed 
by Chamlong Srimuang, the ascetic and 
charismatic former two-term Bangkok gov- 
ernor who has endeared himself to the 
capital's elite as an uncompromising force 
for honest and efficient government. 


oney talks 


poorest region. It is also the most popu- 
lous, earning itself 128 parliament seats, 
or 35.5% of the 360 total. The combina- 
tion of poverty and a large voting base 
has for years made the northeast a prime 
target of any party rich enough to buy 
itself into power. 

The 22 March election was no differ- 
ent. It is estimated that, nationwide, the 
parties spent a total of between Baht 3-5 
billion (US$117-195 million) on the polls. 
The two biggest spenders were both new 
parties — Phisarn’s NAP, headed by 
Chavalit Yongchaiyut, and Samakkhi 
Tham. To ensure an impressive debut, 
both parties mounted their biggest ef- 
forts in Isarn. The NAP picked up 40 seats 
from Isarn, of its nationwide total of 72, 
and Samakkhi Tham 33 of its total of 79. 

But, according to official election 
monitors, vote-for-vote the biggest elec- 
tion spender by far was the Social Action 
Party, which fielded half the number of 
candidates than the NAP. They invested 
heavily in Isarn, winning 22 of their 31 
seats there. 

It was not supposed to be this way. 
The Interior Ministry had launched a 
massive campaign to tell people that 
selling their votes was selling their rights, 
their lives and their country. Popular 
entertainers and school children were 
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è Chamlong's party swept 
Bangkok, taking 32 out of 
35 seats, and giving him a 
base from which he felt se- 
cure enough to warn that 
there could be an uprising 
if a non-elected military fig- 
ure became prime minister. 

The other component of 
the pro-democracy group 
is the Democrat Party, 
which gathered 44 seats. 
The party's core support 
was drawn from its baili- 
wick in southern Thailand, 
where it gathered 26 of the 
region's 45 seats. The 
Democrats, Thailand's old- 
est political party, are 
strongly opposed to military political rule, 
and party leader Chuan Leekpai impressed 
many television viewers after the election 
by calling on the armed forces to return to 
barracks. But because of the military's an- 
tipathy towards the party, the Democrats 
are unlikely to be anything other than a 
strong opposition force in parliament. m 


roped in to spread the message. 

But most importantly, and against 
much resistance from bureaucrats and 
politicians, outgoing prime minister 
Anand Panyarachun established Poll 
Watch, an independent volunteer group 
to monitor the elections. Poll Watch was 
to investigate and document election-law 
violations and to pass them on to the 
police. Anand set a deadline of 45 days 
following the election for the police to 
take action. Any successful candidate 
found guilty would lose his seat. 

Poll Watch had at least one notable 
effect. Candidates usually buy their votes 
through a network of hua khanen, or vote 
canvassers. The hua khanen makes the 
payment to the voters and if he delivers 
his area, he gets paid for the job. AI- 
though illegal, the practice was carried 
out openly in previous elections. i 

This time, however, Poll Watch drove 
the hua khanen underground and some- 
times out of business — though new 
methods rapidly evolved to compensate 
voters. In Srisaket town, for example, a 
compliant voter could shop at a desig- 
nated market stall without paying for up 
to a pre-determined value. 

Nevertheless, the monitors did reduce 
the amount of vote buying and other 
election law violations, according to Poll 
Watch head Gothom Arya. He estimates 
that up to 50% of votes cast throughout 
Thailand involved an exchange of 
money, though Poll Watch officials and 
campaigners put the figure at 70-90% for 
Isarn. EI 


2 APRIL 1992 





Tum. ^ 
: MARDLINERS > A ; 


ey = 


RÌ RANS Ua 


CHINA 





Sitting on the fence 


Premiers NPC speech plays down reforms 


By Lincoln Kaye in Peking 


ore interesting than what Premier 

Li Peng said in his annual report 

on the government was what he 
failed to say. The speech keynotes the 
fortnight-long session of the National Peo- 
ple's Congress (NPC), China's parliament. 

Expectations had been raised by a 
drumbeat of reformist sloganeering from 
paramount leader Deng Xiaoping, 88, in 
the months leading up to the NPC. But Li 
and other potential contenders in China's 
imminent succession struggle studiously 
avoided over-commitment to either side of 
the communist party's factional split be- 
tween hardliners and reformists. 

That left analysts to wait until the par- 
ty's plenary congress at year-end for a 
clearer indication of which way the pre- 
vailing political winds will blow — unless 
some of China’s leaders die off sooner, 
triggering an earlier succession scramble. 

In his speech, Li rehashed several of 
Deng's latest crop of reformist catch 
phrases. But he conspicuously omitted 
many of the patriarch’s more pointed pro- 
nouncements. 

He failed to lambast “Left de- 
viationism,” which the ruling party's po- 
litburo had already officially pro- 
nounced to be more dangerous than that 
of the Right. He balked at endorsing 
Deng's 10% GNP growth-rate target for the 
next phase of reform, reasserting instead 
the conservative 6% target of the current 
five-year plan. And he dropped Deng's 
commitment to “a hundred years" of re- 
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form, pledging instead to "make China à 
powerful, socialist country standing firm 
as a rock in the East." 

At the same time, Li went out of his 
way to reassert hardline leftist positions 
that are reportedly anathema to Deng. In 
agricultural policy, he endorsed collective 
service networks and ideological education 
campaigns in the countryside — a far cry 
from Deng's rural policy of family respon- 
sibility and profit incentives 

"Only socialism can save China," Li in- 
toned, so the government had to “be on 
the watch for... bourgeois liberalisation, 
checking it the moment it appears. " Yet 
economic growth and rising prosperity, he 
conceded, were what had spared China 

from the turmoil that had swamped other 
communist countries in the past year. 

Still, the government had to pursue 
"ethical" as well as material progress. That 
means enhanced pay for teachers and uni- 
versity lecturers, but at the same time more 

“moral education" on campus. Censorship 
of pornography should continue, while 
writers should "accentuate the positive" 
and “mingle with the masses." 

Social scientists should "take Marxism- 
Leninism-Mao Zedong thought as their 
guide." But ^proper arrangements" would 
be made to accommodate Chinese students 
and scholars abroad, who should come 


home and "serve the motherland ... no 
matter what their political attitudes in the 
past." 


The fight against government corrup- 
tion, Li said, "is a matter of life and death 
for our nation." Another mortal threat to 
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national security, he added, is "under- 
world activity, whether originating inside 
or outside China." 

Li was evasive on the key question of 
whether some regions should be allowed 
to develop faster than others in the interest 
of accelerating overall economic growth. 
While it was all right for “some regions 
and people to prosper earlier,” he said, the 
government aimed to “bring about com- 
mon prosperity through macro-regula- 
tion.” 

"No wonder Li is sitting on the tence,” 
commented a ranking bureaucrat who has 
been sidelined since the anti-democracy 
crackdown of 1989. "It's all very well for 
old Deng to issue reformist rallying cries, 
taking advantage of his relative good 
health," compared with the other, more 
hardline leaders in China's behind-the- 
scenes ruling coalition. 

"But why should the premier, the gen- 
eral secretary [Jiang Zemin] or any other 
ambitious politician go out on a limb by 
over-enthusiastically endorsing Deng's line 
as long as the other 'immortals' still 
breathe, however feebly. After all, these 
people are all in their 80s; their health could 
take a sudden turn any day and the wheel 
of political fortune could come full circle." 

With these qualms in mind, foreign 
diplomats and journalists in the galleries 
used binoculars to scan the dais of the NIX 
presidium looking for gaps in the line-up. 

Conspicuous in his absence was Li 
Xiannian, 83, hardline chairman of the Chi- 
nese People's Political Consultative Con- 
ference (CPPCC), who was said to be too 
sick to attend. His equally conservative 
vice-chairman, Wang Renzhong, died at 
the age of 75 just as the session was begin- 
ning. 

But, on the other side of the factional 
fence, another no-show legislator also 
sparked speculation. Former Guangdong 
governor Ye Xuanping, who was last year 
kicked upstairs to a CPPCC vice-chairman- 
ship. His non-attendance was less likely 
due to ill-health than to a concern to "con- 
serve political capital," according to the 
sidelined bureaucrat. Ye is sometimes 
mentioned as a possible reformist stand- 
ard-bearer 

Ye's successor as Guangdong governor, 
Zhu Senlin, flatly contradicted Li's cautious 
growth-rate projections, calling instead for 
double-digit growth in his province in à 
bid to catch up with Asia's newly indus- 
trialising countries in 20 years’ time. He 
was one of a succession of provincial fi- 
gures who called news conferences to try 
to reinject a note of Dengist enthusiasm 
into the lacklustre NPC proceedings. 

Henan governor Li Changchun warned 

^if we continue to overly fixate on stability, 
others will be running and we'll still be 
walking and the gap will get bigger and 
bigger . . we have to liberate our thoughts 
yet further.” * 
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. Jakarta leader 


attacks monopolies 


> The Speaker of Indonesia's House of 
Representatives Kharis Suhud has spoken 
out against monopolies held by privileged 
business groups. On 20 March and again 
the following day, Suhud said the 
"common people" were suffering from a 
rash of new business monopolies in the 
hands of private firms. He specifically 
mentioned monopolies on clove trading, 
the collection of television fees and 
trading in oranges. The three agencies 
are held by three sons of President 
Suharto. 


 KGB funding sparks 


Indian party row 

> India's rightwing opposition group, 
the Hindu-based Bharatiya Janata Party, 
called on 23 March for a parliamentary 


inquiry after Indian newspapers 


. published what was said to be a hitherto- 


| Secret KGB document showing secret 
_ Soviet funding to the Communist Party of 
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India. The document, obtained in 
Moscow, said the party had been given 
US$500,000 in 1990 by the former Soviet 
intelligence service. 


Pakistan wins 
backing for UN seat 
> Iran and Indonesia have agreed that 
Pakistan should be the candidate from 
Asia for a seat on the UN Security 
Council. Indonesia has agreed not to 
. press its claim at the next election of 
‘non-permanent members of the Security 
Council. Iran, also an aspirant to the 


. seat, was persuaded to withdraw at a 
. February meeting in Teheran of the 
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Economic Cooperation Organisation, a 


| i group comprising Pakistan, Iran and 
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"Taiwan seeks China 
accord on documents 
> Taiwan's Straits Exchange Foundation, 


. the semi-official body that handles 
. mainland affairs, has dispatched two 


. more delegations to Peking to discuss 


—. document verification and a 
compensation plan for registered mail. A 


senior official from Taiwan said the 
absence of a verification system for 
marriage documents, for instance, had 
resulted in some people being denied 
permission to join their spouses in 
Taiwan. China has said that giving 
reciprocal recognition to Taiwan's 
documents in such matters could violate 
its one-China policy. 
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More money for 
Cambodian refugees 


> The US announced on 19 March that it 
would contribute an additional US$15 
million to support UNHCR efforts to 
resettle 370,000 Cambodian refugees 
living along the Thai border. The US has 
already given US$5 million. Japan said on 
17 March it would donate US$27 million 
more to the UNHCR programme, raising 
Tokyo's total contribution to US$35 
million. 


Businessman freed 

in Manila raids 

> Philippine police launched a series of 
raids in Manila that culminated in the 
release of Michael Barnes, 41, vice- 
president of Philippine Geothermal Inc. 
and director of the American Chamber 
of Commerce, after 61 days in 

captivity. Barnes was seized by gunmen 
in Manila on 17 January. Fourteen 
members of the Red Scorpions, a 
breakaway faction of the communist 
New People's Army, were killed in the 
operation. 
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Fewer chores for 
Burma junta chief 


> Burmese military junta leader Gen. 
Saw Maung has been replaced as 
concurrent defence minister. An 
announcement on Radio Rangoon on 20 
March said Saw Maung has been 
succeeded as defence minister by former 
deputy military commander Gen. Than 
Shwe. After the military takeover in 
Burma in late 1988, Saw Maung became 
chairman of the ruling State Law and 


FAR EASTERN ECONOMIC REVIEW 


" t 3 XL o D 


Order Restoration 
Council (SLORC), 
defence minister and 
foreign minister. He 
yielded the foreign 
portfolio to Ohn 
Gyaw in September 
1991. Diplomatic 
sources say Saw 
Maung is in poor 
physical and mental 
health, and could well be replaced as 
SLORC chief soon, perhaps on Burma's 
armed forces day on 27 March. 


Saw Maung. 


New editor named 

for REVIEW 

> Dow Jones & Co. named L. Gordon 
Crovitz editor of the Far Eastern Economic 
Review effective 1 May. Crovitz, 33, is a 
senior member of the editorial board of 
The Wall Street Journal, also owned and 
published by Dow Jones. He joined the 
Journal in 1980, becoming in 1983 the first 
editorial page editor of The Wall Street 
Journal Europe. He currently writes signed 
articles and editorials on a wide range of 
economic and political issues as well as 
writing a weekly legal column that has 
won five consecutive awards from the 
New York Bar Association. He is a 
graduate of the University of Chicago, 
Yale Law School and Oxford University, 
where he was a Rhodes scholar. Crovitz 
will succeed Philip Bowring, 49, who has 
spent 17 years with the Review as business 
editor, deputy editor and, since 1988, 
editor. He will remain with the Review, 
writing a regular weekly column on 
Asian business and economic affairs. "We 
appreciate the many contributions Philip 
has made to the Review's editorial 
excellence, growth and success," said 
Karen Elliott House, vice-president, 
international, for Dow Jones. "We look 
forward to the Review's further expangion 
under the leadership of Gordon, who, like 
Philip, is a man of great intellectual 
breadth and journalistic integrity." In 
Asia, in addition to the Review, Dow Jones 
also publishes The Asian Wall Street 
Journal, Asia's regional business daily. It 
further serves the Asian business 
community with wire services, including 
AP-Dow Jones, and with immediate 
electronic financial information provided 
by Telerate, another unit of Dow Jones. 
The parent company, headquartered in 
New York, also publishes the global Wall 
Street Journal with a worldwide 
circulation of 2 million, magazines, 
community newspapers, wire services, 
business data bases and global electronic 
financial information provided through 
Telerate. 
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Untamed frontier 


China seen as key to stemming violent crime wave 


By Stacy Mosher in Hongkong 


series of dramatic daylight robberies 
A by armed raiders has sparked 

widespread fears that Hongkong is 
witnessing the start of an unprecedented 
crime wave. If the sheer violence shown by 
the robbers were not enough, both official 
and public disquiet over the raids have 
been heightened by the fact that many of 
the gunmen have crossed into Hongkong 
from China. As a result, the colony's top 
policeman Li Kwan-ha is to visit Peking 
for talks with Chinese security officials in 
an effort to obtain greater cooperation in 
tightening border controls. 

In one of the more dramatic incidents, a 
well-armed gang fired at least 50 shots in 
the course of robbing two gold shops in 
Kowloon on 10 March. On 12 March, shops 
in Hongkong Island’s Central business 
district were closed and the area cordoned 
off for two and a half hours after an armed 
gang opened fire during a jewellery shop 
robbery at the end of the busy lunch hour. 

A by-stander was shot the same even- 
ing when gunmen fired at police carrying 
out a stop-and-search operation. Another 
by-stander and a suspected robber were 
injured in Kowloon City on 21 March, 
when police exchanged shots with three 
men who had hijacked a car, allegedly in 
preparation for another robbery. 

Soon after the robbery in Central police 
arrested three men apparently preparing 
to board a speedboat for China. Weapons 
and bullets recovered after robberies have 
also been identified as those used by the 
Chinese military. Police investigations sug- 
gest that the recent raids were organised 
by a limited number of gangs, with trans- 
port ‘of men and weapons across the bor- 
der an important element in the operations. 

Chinese officials have expressed con- 
cern about the crime wave's effect on 
Hongkong's prosperity and stability, and 
Li's trip to Peking is expected to stress 
cross-border cooperation in controlling the 
movement of men and weapons. But po- 
lice sources privately express doubts about 
how much tangible effect the meeting can 
have. "The upper level people in China 
mean what they say — they really want to 
do something. But the people at the lower 
levels do nothing," a senior local police of- 
ficer said. 

There is widespread belief in Hongkong 
that the Chinese security forces in neigh- 
bouring Guangdong are riddled with cor- 
ruption and have little to gain from assist- 
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ing a crackdown. One local police officer 
says mainland authorities have been sur- 
prisingly slow to respond to messages 
about two of the arrested robbery suspects, 
whose county of origin in China has al- 
ready been determined. 

Another Hongkong police officer ar- 
gued that the Chinese side could easily 
suppress smuggling by following Hong- 
kong’s example in passing tough laws to 
control the four-engined, 60-knot dai fei 
speedboats. “These boats have no other 
purpose than smuggling,” he said. 

The smuggling problem seemed to have 
been eradicated in May 1991 shortly after 
Hongkong began its crackdown. However, 
by September dai fei sightings rose to 349 


o- 


Police road-block after an armed robbery. 


and peaked at around 1,000 in December 
and February. 

Two local delegates to the Chinese Peo- 
ple's Political Consultative Conference 
have suggested forming a special joint task 
force to combine Hongkong and mainland 
efforts against crime. It remains to be seen 
how much input such a task force would 
be given on internal Hongkong matters 
such as legislation, police methods and the 
judicial handling of criminal cases. 

The idea has won the backing of Liu 
Wen, the head of China's Interpol. But 
Guangdong governor Zhu Senlin says 
existing links should be sufficient, though 
he would consider a task force if the idea 
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gained strong support in Hongkong. 

Guangdong security police have be- 
come increasingly defensive about their 
role in controlling Hongkong crime. On 15 
March a Chinese police boat intruded deep 
into Hongkong waters in broad daylight 
while apparently chasing smugglers. 
Hongkong authorities chose to describe the 
action as "over-zealousness, but Guang- 
dong security officials later denied that any 
of their patrols were involved. 

Guangdong's former provincial vice- 
governor, Yu Fei, said in Peking that both 
sides needed to work against smuggling, 
and that exaggerating the problem would 
hinder cooperation. He also questioned 
whether all the arms and gunmen had 
originated from China. In addition, edito- 
rials in local pro-Peking newspapers have 
called on Hongkong to strengthen the po- 
lice, avoid weakening law-enforcement 
legislation for human rights purposes, and 
pass harsher penalties on convicted crimi- 
nals. 

The editorials reflect many Hongkong 
residents’ views. The Legislative Council 
(Legco) is preparing to deal with 
the problem with more money, 
more police on the streets with bet- 
ter firearms and higher pay to im- 
prove morale. The crime wave also 
appears to be bringing a resolution 
to long-standing friction between 
the police and administration over 
pay and benefits. It also brought a 
short-lived rallying of support 
around Li, whom police staff asso- 
ciations had criticised for not ade- 
quately presenting their needs to 
the administration. 

Some local politicians have be- 
gun citing the crime wave as à rea- 
son for discarding human-rights 
reforms in favour of more stringent 
law enforcement and punishment. 
In particular, they question the 
wisdom of a current review of po- 
lice powers and the adequacy of 
punishment for convicted crimi- 
nals. 

The Law Reform Commission is 
expected to soon finalise recom- 
mendations to eradicate controver- 
sial police practices such as arbitrary stop 
and search. A year ago Legco called for the 
removal of the death penalty from Hong- 
kong's books, but the decision has yet to 
be implemented. Human-rights activists 
worry that both reforms could be endan- 
gered by the current panic over law and 
order. 

Less pressure has been brought to bear 
on the jewellery and gold shops — which 
virtually invite being robbed with their 
opulent displays and easy access. Many 
shopowners argue that introducing secu- 
rity safeguards would discourage custom- 
ers, while their losses are covered by insur- 
ance. W 
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_ By Paul Handley in Bangkok and 
. Murray Hiebert in Hanoi 


S. hailand has angered Cambodia, 
EY Laos, and Vietnam by its efforts to 
force a complete restructuring of the 
regional organisation supervising the de- 
_ velopment and use of the Mekong River. 
. The move, designed to end the veto pow- 
. ers the three Indochinese countries have on 
. a project to divert river waters for Thai- 
__ land's own use, threatens to sour improved 
. relations between Bangkok and Hanoi and 
may destroy the Mekong Committee — 
— founded 35 years ago to help settle just 
. such disputes. 
A The issue has been a source of conten- 
- tion since Thailand used Cambodia's 
= newly established Supreme National 
S Council's (SNC) request last June to activate 
. its membership in the four-country 
. Mekong Committee in order to advance its 
- request for a radical change in the group 
. structure. 
— The situation deteriorated at the end of 
. February, when Thailand called off a meet- 
. ing intended to officially readmit Cambo- 
. dia for the second time in four months. 
. This incensed Vietnam, which boycotted a 
à meeting called by Thailand for consulta- 
tions among the four on 15 March and a 
similar meeting the next day which in- 
cluded the two other Mekong riparian 
— countries, Burma and China. 
The impasse threatens the reactivation 
. of the Mekong Committee itself, estab- 
lished by the four lower Mekong countries 
. in 1957 with backing from Western donor 
. nations and the UN Development Pro- 
gramme. The Khmer Rouge takeover of 
Cambodia and rejection of the committee 
_ forced the other three to continue consulta- 
. tions as the Interim Mekong Committee 
-—. (IMC) under an agreement in 1978. It was 
. agreed that the full committee would be 
. reactivated once the Cambodians opted to 
. return to active membership. 
- . Since then, regular consultations related 
. to the river have been held between Thai- 
. land, Vietnam and Laos. In addition, the 
Bangkok-based Mekong Secretariat has 
continued to carry out research on the 
_ river, help develop projects and coordinate 
. member's activities. 
.. Problems started in late 1991, when 
-. Thailand put forward preconditions for the 
. readmittance of Cambodia and the reacti- 
vation of the full committee. In essence, 
. Thailand asked for Cambodia and the oth- 
ers to accept that the 1978 document fully 


"9p: wy «o E A VN rm . 
5 a ' 


RELATIONS 


Hostile undercurrents 


- Dispute deepens over use of Mekong River water 





replace the 1975 agreement, rather than the 
reconstituted four reverting automatically 
to the 1975 agreement. 

The difference is that the comprehen- 
sive 1975 agreement required all members 
to provide each other with detailed infor- 
mation on projects involving the Mekong's 
waters and tributaries. The parties also 
agreed that projects must receive the ap- 
proval of all members before they could be 
implemented. This clause gave any mem- 
ber country a veto over another's projects. 

Bangkok is worried that this clause 
could delay the Kong Chi Moon project, 
intended to divert water from the Mekong 
near Nong Khai/Vientiane to irrigate 
Thailand's arid northeast region. The water 
would be carried in a 200-km canal and 
ultimately drain into the Chi and Moon 
rivers, which flow into the Mekong east of 
Ubon Ratchathani near the Cambodian 
border. 

Hanoi is equally concerned that this 
scheme would divert enough water from 
the river to disrupt its flow in the Mekong 
Delta in southern Vietnam. A reduced flow 
would increase salt-water intrusion that al- 
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ready threatens the delta's fertile rice fields. 

It is against this background that Thai- 
land insists the 1975 document be scrapped 
before Cambodia is allowed to rejoin and 
the Mekong Committee reactivated. The 
Thais argue the document is obsolete as it 
was drawn up by different governments in 
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à different time and that the present politi- 
cal and development needs are now totally 
different. When the SNC, Laos and Viet- 
nam rejected this, the Thais cancelled a 
meeting set for early November 199] in- 
tended to welcome Cambodia's return to 
the committee. 

Although some compromises were 
made over the following months, ulti- 
mately the two sides could not agree and 
Thailand cancelled an 18-21 February 
meeting slated to accept Cambodia's return 
and activate the full committee. 

Thailand then called an informal meet- 
ing of the four on 15-16 March without the 
participation of the Mekong Secretariat. 
The Vietnamese refused to join, saying 
there were no grounds for setting condi- 
tions ahead of Cambodia's return and that 
the meeting should also involve the secre- 
tariat. 

Nevertheless, the Thais used the meet- 
ing to restate their case against the 1975 
document and the 1957 agreement that 
created the Mekong Committee. "We can- 
not go back to these two basic documents," 
Thailand's Deputy Foreign Minister 
Vichien Wattanakul told the REVIEW. 

Vietnamese officials insist their dispute 
with Thailand is over whether Cambodia 
should be readmitted without precondi- 
tions rather than whether Hanoi would be 
willing to revise the principles governing 
the use of water from the Mekong. "We 
realise the necessity for revising the origi- 
nal committee documents, but we have to 
welcome Cambodia back first. Anything 
can be discussed after that," a Vietnamese 
diplomat said. 

In the event, the 15 March meeting 
made little progress. On 16 March, Thai- 
land continued the informal meeting, again 
without Vietnam but this time with China 
and Burma in attendance. The Thais ap- 
pear to want to reconstitute the committee 
with all six Mekong riparian states, which 
could give Thailand some advantage in 
rewriting the basic document. Like Thai- 
land, Burma and China are upper river 
countries who have much to gain, and 
nothing to lose from their own river 
projects. 

Thailand also excluded the Mekong 
Secretariat from the informal meetings. The 
Thais believe the secretariat was attempt- 
ing to be a regulator of the whole Mekong 
area rather than just a coordinator. Bang- 
kok accused the secretariat and its chief 
executive Chuck Lankester of inciting the 
other three countries to side against Thai- 
land. Lankester was asked by the Thais to 
resign and leave the country immediately 
after the 15-16 March meetings. 

Thailand has proposed that another 
round of meetings be held in late April, 
though the two sides remain far apart. If 
they cannot reach a compromise, it now 
appears Thailand is willing to scrap the 
Mekong organisation altogether. z 
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Swissair Customer Portrait 19: Norman Ng, banker, Hong Kong, photographed by Alberto Venzago. 
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AFGHANISTAN 


Pulls and pressures 


Presidents peace offer marred by ethnic violence 


By Ahmed Rashid in Islamabad 


n a move that could boost peace ef- 
[e in Afghanistan, President Na- 

jibullah declared on 19 March that he 
will resign once an interim government 
takes over in Kabul. Even as his announce- 
ment was being welcomed in diplomatic 
circles, recent battlefield developments 
posed new threats to peace. Long-standing 
fears about the fragmentation of the coun- 
try increased last week after Uzbek and 
Tajik militias took over the strategic north- 
ern city of Mazar-i-Sharif and killed doz- 
ens of soldiers belonging to the majority 
Pashtun ethnic group. 

After bitter fighting in the streets of 
Mazar-i-Sharif — located close to the bor- 
der with Tajikistan — local militias belong- 
ing to Uzbek, Tajik and Shia Ismaeli groups 
took over the city and formed an alliance 
with their ethnic brothers among the local 
mujahideen. The area had been tense for 
more than a month since Najibullah re- 
placed local army commanders, who be- 
long to ethnic minorities, with Pashtun 
generals from Kabul. 

Local militias such as the Uzbek Jowz- 
jan unit under Gen. Rashid Dostan and the 
Ismaelis under Sayed Jafer Nadeiri, as well 
as other pro-Iranian Shia groups, attacked 
Mazar-i-Sharif and routed troops belong- 
ing to the Afghan army's 18th Division. A 
mediation team from Kabul headed by 
Deputy Defence Minister Gen. Nabi Azimi 
was also held hostage. 

The militias are being helped by their 
former enemies, in particular the powerful 


PAKISTAN 
. No longer 
welcome 


Thousands of Islamic fundamentalists 


from more than 30 countries, who have 
trained and t along with the Af- 
ghan mujahideen and are settled in 


_ Peshawar, are to be d ed by the Pa- 


kistani internati 


Tajik mujahideen com- 
mander, Ahmed Shah Ma- 
sud. Reports from Kabul said 
that dozens of Pashtun sol- 
diers were killed. The mili- 
tias and the mujahideen 
promptly set up a new ad- 
ministration in the city to 
prevent further bloodshed. 
But this new mujahideen- 
militia alliance is still shaky. 

There have been long- 
standing fears in Kabul that 
the ethnic minorities who 
have been ruled by the 
Pashtuns for centuries would 
refuse to participate in a 
peace process that would once again hand 
power over to the Pashtuns, who com- 
prise some 40% of Afghanistan's popula- 
tion. 

The ethnic divide between Pashtuns 
and non-Pashtuns is also now the main fis- 
sure within the ruling Watan party and 
among the mujahideen. Western diplomats 
confirmed that Iran has egged on the mi- 
norities, even though the bulk of these are 
not Shias, in the hope of advancing Iranian 
influence in Afghanistan against the fun- 
damentalist Pashtun mujahideen who are 
supported by Pakistan and Saudi Arabia. 
In February, Iran set up a new grouping of 
Persian-speaking countries, including Af- 
ghanistan and Tajikistan. 

Events in Mazar-i-Sharif have also cre- 
ated a dilemma for neighbouring Uzbekis- 
tan, Tajikistan and Turkmenistan. They 
would prefer northern Afghanistan to be 
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Najibullah: threats. 


governed by their own ethnic allies, rather 
than Pashtun fundamentalists, but fear the 
demands by some mujahideen radicals for 
a greater Uzbekistan and a greater Taji- 
kistan. 

The ethnic conflict overshadowed a 
major breakthrough in the UN-sponsored 
peace process. After four marathon meet- 
ings with Najibullah in Ka- 
bul last week, the UN spe- 
cial representative for Af- 
ghanistan, Benon Sevan, 
persuaded him to issue a 
public declaration that he 
would step down once an 
interim government was 
formed. All executive pow- 
ers will be "transferred to the 
interim government as of 
the first day of the transition 
period," Najibullah's state- 
ment of 19 March declared. 

Najibullah also said he 
agreed to the interim gov- 
ernment holding free elec- 
tions and that it should have 
the "appropriate powers and authority 
which should guarantee the territorial in- 
tegrity of Afghanistan." 

Najibullah's declaration will help the 
UN persuade the rejectionist mujahideen 
factions to attend a gathering of all Afghan 
groups in Europe in April, which will be- 
gin the process of setting up an interim 
government. Fundamentalist mujahideen 
groups, in particular Gulbuddin Hekmat- 
yars Hizbe Islami, have rejected the UN 
process. Najibullah's offer to resign un- 
dercuts the position of the fundamental- 
ists. If they continue to reject the UN 
process they will become even more iso- 
lated among the majority of war-weary 
Afghans. However, the UN itself is now 
faced with having to step up the pace of 
the peace process before Afghanistan be- 
comes interminably mired in ethnic divi- 
sions. Li 


will not be extended, allowing the gov- 
ernment to slowly deport the radicals. 
According to intelligence sources, 


complaints are known to have been 
lodged by China and the Central Asian 
2. : a! " - u | 


2 APRIL 1992 


Cup, join the 


, and ae alee for Fil year's 5 most. 


do, get frs-hand economic c" polit tical * 
estigious speakers and d powe 4 


: eThe Hea. Ne Bush, President of the United States* 
eThe Hon. Lee Kuan Yew, former Prime Minister of 


ingapore* — 
he-Hon. Anand Panyarachust, Prime Minister of: 


DHL Asia; Hong Kong 


and answer sessions. 


EXPLORE THE — 


e Changing Asian Consustier 
W Markets: IndoChina, Pacific Russia, and 


Tumen Delta / 
. And come away better prepared to seize new 


opportunities. —/ 
sh IT AND Miss OUT 


A limited number of positions remain. Clarify your 
vision of the dawning Pacific Century ~ and your 
the 1992 


leadership position — by reserving your place at 
Pacific Rim Forum today. — Rei is US $3,677 


Call, FAX, or write: The 199 LP cific R 


* Awaiting confirmation 


May 12- 16, Hol dd Cone, San Diego 
(619) 233-2691 


Sponsored by: ABB Asea Brown Boveri Lid., } 
Carroll Parmers International, IBM World de As 





. new is the phenomenon of imported 


REGIONAL 





MIGRANT 


LABOUR 


1 


loilers of the East 


Newly rich Asian countries act as magnet for region’s workers 


By Louise do Rosario in Tokyo and 
Gordon Fairclough in Washington 


When world oil prices rose 
in the early 1970s, sparking 
a dramatic increase in the 
demand for foreign workers 
in the Middle East, many 
Asian countries responded 
by aggressively promoting temporary la- 
bour migration to the region. 

The 1990s could see the same thing 
happening again on an even larger scale, 
but this time the targets are the newly rich 
Asian countries. In fact, given the decline 
in labour demand in the Middle East, Eu- 
rope and North America, some experts see 
the only significant ray of hope for the la- 
bour-rich countries of South and Southeast 





Asia as being within the region. 


As the second decade of large-scale la- 
bour migration from the region draws to a 
close, how and in what ways it is contri- 
buting to the economic advancement of la- 
bour-exporting countries remains unclear. 
Yet governments continue to look to 
such outflows of workers as an im- 
portant safety valve, which helps — 
to a degree — to relieve pressure for 
political and economic change. 

For recipient countries the mes- 
Sage is equally compelling. Labour 
shortages, ageing populations and 
an increasing unwillingness of the 
local workforce to do dirty or dan- 
gerous jobs seem to point to ever 
increasing numbers of migrant 
workers in the wealthier parts of the 
region. 

That does not mean that the 
process will be straightforward. So 


labour to some host countries, nota- 
bly Japan, that they are still grap- 
pling with such basic issues as the benefits 
and penalties of foreign labour at time 
when hundreds of thousands of hopeful 
migrant workers are waiting at the gates. 
Supporting infrastructure such as housing, 
social security and legal protection for mi- 
grant workers has lagged behind in most 
importing countries. As the number of 
migrants rise, these issues — if not prop- 
erly handled — could lead to social and 
international tensions. 

Overall, East Asia still accounts for a 
relatively small proportion of the millions 
of workers in the region who have left their 
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home countries to work abroad. This is 
particularly true of Pakistan, India and 
Bangladesh — the three leading sources of 
migrant workers. But the Middle East, 
which attracted over 90% of Pakistani mi- 
grant workers until the late 1980s, appears 
to have passed its peak as a market for 
unskilled labour. 

The Gulf War temporarily displaced 
half a million Asian workers from the re- 
gion. While many have since gone back, 
the Middle Eastern job market has perma- 
nently tightened despite reconstruction 
projects in Kuwait. With the fall in oil 
prices and the completion of large-scale 
construction projects, the demand for un- 
skilled jobs may be drving up in much of 
the Middle East. Traditional labour export- 
ers in the Subcontinent will be hit hardest 
as the Middle Eastern market shifts to- 
wards semi-skilled workers and female 
domestic servants. 

Otficial statistics, while grossly under- 
estimating the scale in the movement of 
migrant labour, do at least show the way 
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Filipino amahs in Hongkong: demand within Asia. 


markets nearer to home are being tapped 
as replacements. The number of contract 
Filipino labourers working legally in other 
East Asian countries, for example, rose 
from 38,800 in 1984 (12.9% of total over- 
seas contract workers) to 86,200 (24.3%) in 
1989, according to the International Labour 
Organisation. In Thailand, despite a 
booming local economy, the number of 
migrants to East Asian countries rose from 
7,937 (11% of the total) in 1985 to 21,600 
(18%) in 1988. 

These numbers are the thin end of a 
wedge that will get much thicker in the 
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next decade, thanks to demographic and 
economic changes. Japan and South Korea 
are likely to see annual population growth 
ease to 0.4% and 1.8% respectively during 
the decade from 1990 to 2000, according to 
Charles Stahl, an associate professor at 
Australia's Newcastle University. 

During the same period, Bangladesh 
and Pakistan, with estimated annual la- 
bour-force growth rates of 3.6% and 3.7% 
respectively, will need to create 10-12 mil- 
lion new jobs each year. Without a wave of 
foreign investment that would have to be 
larger than that experienced by Asean in 
the 1980s, these countries face either 
rapidly growing unemployment or the 
need to place far more workers overseas. 

China, whose 1.2 billion population re- 
mains largely immobile due to government 
controls over foreign travel, is the wild card 
that could easily throw the supply-demand 
picture into total confusion. Peking has 
started to export some contract workers, 
but the scale is small compared to other 
traditional migrant labour sources such as 
India and Pakistan. That does not 
mean, of course, that it will remain 
so. Reports through the diplomatic 
grapevine in Peking suggest China 
may have sounded out Japan on 
plans involving millions of Chinese 
workers. 

Vietnam, faced with the return of 
tens of thousands of workers who 
had been employed in the former 
communist countries of Eastern Eu- 
rope and the Soviet Union, is a re- 
cent convert to the labour-export 
business. Unemployment presgures 
are acute, with 1.2 million young 
people entering the job market each 
year. At a meeting of Asian labour- 
exporting countries last vear, Viet- 
nam is said to have made it clear 
that it would sign almost any labour con- 
tract, regardless of its terms. 

The huge wage gap between Asia's de- 
veloped and developing countries means 
that even employed workers in many 
South and Southeast Asian nations are 
ready to join the flow of migrants. Monthly 
wages in Bangladesh and Pakistan average 
US$22 and US$64 respectively, Stahl notes, 
while the corresponding figures for Japan 
and South Korea (admittedly not cost-of- 
living adjusted) are US$2,966 and US$868. 
In Vietnam a school teacher earns less than 
one twentieth as much as a foundry 
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worker in Tokyo, while Chinese factory 
workers face a 30- to 40-fold wage differ- 
ential compared with their Japanese coun- 
terparts. 

Remittance flows to Asian labour ex- 
porters are the other side of the coin, and 
the main reason why the governments of 
countries like Pakistan and Bangladesh 
have been keen to promote labour migra- 
tion. According to official estimates, Ban- 
gladeshi workers overseas sent home 
US$771 million in 1989, a sum equal to 
59.1% of the country’s merchandise exports 
that year. India’s US$2.7 billion in remit- 
tances in 1989 were 23.1% of its merchan- 
dise exports. 

The same year, more than US$1 billion 
flowed into Thailand through official 
channels from the country’s overseas 
workers. In all cases, the real value of re- 
mittances probably far outstripped that re- 
corded in government statistics. 

Some economists and development 
specialists say the large amounts of money 
flowing into labour-exporting countries do 
not contribute much to their economic de- 
velopment. “I would never argue that this 
transfer of wealth has made any difference 
in helping any of these countries develop,” 
said Dimitri Papademetriou, director of 
immigration policy for the US Department 
of Labour, and author of a recent book on 
immigration and development. 

The problem, as Papademetriou and 
others see it, is that little of the remitted 
money is channelled directly into produc- 
tive investment. Studies have found that 
this money is mostly spent paying off 
debts, purchasing food and clothing and 
paying for medical care and education. 
Those with money left over tend to buy 
land and housing or use it to start small- 
scale entrepreneurial enterprises. Not 
much is invested in ways that directly in- 
crease the country’s capital stock. 

The vast majority of migrants leave 
home with the goal of raising their family’s 
standard of living, so their spending pat- 
terns should come as no surprise, Papade- 
metrjou says. Another problem contribut- 
ing to this "fundamental disconnect" be- 
tween migration and development, he 
says, is that there are often few profitable 
investment opportunities open to return- 
ing workers. 

Others, like Charles Keeley at George- 
town University's Centre for Immigration 
Policy and Refugee Assistance, argue that 
this view is too pessimistic and does not 
take adequately into account the "trickle 
up" effect of personal consumption. 

While some of the money does leak out 
of the economy to finance imports, spend- 
ing also stimulates domestic industries and 
will eventually end up in the pockets of 
people more likely to invest it, Keeley 
argues. The infusion of overseas earnings 
into the domestic economy does have a 
“multiplier effect,” Keeley said. “The ques- 
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tion is how much of one.” And the short 
answer is, no one is really sure. 

One thing almost everyone does seem 
to agree on, however, is that the benefits of 
labour migration vary widely from coun- 
try to country. Labour exports are most 
useful in fostering development at home 
when they are tied to other exports. South 
Korea, for example, has been particularly 
successful at this. Most of the workers it 
has sent overseas have been employees of 
construction firms that won contracts in the 
Middle East. 

Such an arrangement provides skill and 
earnings benefits to individual workers 
and domestic companies. This type of 
package deal also ensures that more of the 
workers’ foreign-exchange earnings are 
sent home, where — in the case of South 
Korea at least — high savings rates and 


Asia’s migrant workers 


Asian Workers 
in Middle East 
(pre Gulf War figures) 


Source: C. W. Stahl, University of Newcastle, Australia 


ample investment opportunities have 
helped fuel development. 

Other Asian countries are now follow- 
ing the lead of the South Koreans, who 
were the first East Asians to send large 
numbers of workers to the Middle Fast. 
Many Filipino workers in the Middle East, 
for example, are now employed by Philip- 
pine-based companies contracted to man- 
age such services as hospitals. 

Labour specialists also debate the extent 
to which temporary migration can raise the 
skill levels of workers sent abroad and 
thereby increase the home country's stock 
of human capital. As the world labour 
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market has tightened in recent years, re- 
cruiters in Asia have increasinglv selected 
only the best skilled and semi-skilled 
workers for overseas positions. Further, 
any new skills they pick up through on- 
the-job training are likely to be specific to a 
technology that may not be available in the 
home country. 

While the economic benefits of tempo 
rary labour migration for the state may be 
open to question, the benefits for indi- 
vidual migrants are clear. "There's a whole 
generation of Pakistanis, Bangladeshis and 
Filipinos who have lived better" because 
of international labour migration, Keeley 
says. "If a whole generation lives better 
because of this income, that's not to be 
sneezed at." 

Once seen as a simple mechanism for 
absorbing employment pressures, labour 
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migration is now starting to look like a 
force that could reshape social patterns in 
much of Asia — not least in the recipient 
countries. 

The concerns in countries like Japan 
about how the arrival of hundreds of thou- 
sands — if not eventually millions — of 
foreign workers may affect social stability 
could act as a brake on the free flow of 
migrants, though most specialists now see 
the process as permanent. What remains to 
be seen is whether Asian countries can do 
better than earlier labour importers, nota- 
bly in Europe and North America, in how 
they cope with the inevitable. a 
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Sleeping giant 


China makes a late entry as exporter of workers 


By Lincoln Kaye in Suifenhe, Heilongjiang 


When Chinese construction 
and agricultural workers 
ship out through this deso- 
late railway junction to take 
up contract-labour assign- 
ments in Russia, they carry 
everything they might need for months: 
from groceries to gym shoes, antibiotics to 
karaoke tapes. 

Part of the reason is the bleak condi- 
tions they can look forward to in the crum- 
bling ex-Soviet empire. More important, 
though, is the chance to sell off part of their 
provisions at many times their cost in 
China. 

Such profiteering may be their best 
chance of getting compensated for their 
months of toil. Logistic logjams now often 
keep the Russian parties to the bargain 
from delivering on their countertrade obli- 
gations, which leaves the Chinese labour 
contractors unable to pay their workers. 

Compared with the Middle East, 
Europe, Japan or even Southeast Asia, the 
Commonwealth of Independent States 
might not appear the most promising place 
for a contract labourer to seek his fortune. 
But Chinese workers and the state-run 
firms that send them are happy enough to 
put up with the tribulations as a means of 
breaking, belatedly, into the world market 
for contract labour. 

Given that it boasts the world's biggest 
workforce, China has cut a strikingly low 








Chinese workers are willing to be ‘exported.’ 


profile in international labour markets. 
Barely 70,000 Chinese legally work abroad 
— an insignificant number when measured 
against the 200 million workers that Peking 
officially classifies as "surplus." 

During the past nine years, China has 
earned just US$1.1 billion from labour ex- 
ports — less than 2% of what it turned over 
in merchandise exports in 1991. Since 1978, 
when it authorised its first labour export 
contract, Chinese workers have made just 
450,000 authorised tours of duty abroad. 
Illicit migration, however, could well 
dwarf the official labour traffic, though it is 
hard to monitor these flows of people. 

The reason labour exports lag behind 
the rest of China's burgeoning, interna- 


overseas emplo 
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tional trade is that it is one sector where 
the government insists on maintaining its 
monopoly. Business considerations are 
outweighed by Peking's instinct to retain 
ultimate control of its citizens’ movements. 

For the most part, neighbouring states 
are grateful for these restrictions. Chinese 
migration, if unleashed, could swamp the 
economies of countries as diverse as Tai- 
wan or Burma. Even Japan trembles at the 
prospect. 

A well-placed ambassador to China was 
told of a conversation between a Chinese 
cabinet minister and Japanese officials in 
Foreign Minister Michio Watanabe's en- 
tourage during a recent visit to China. The 
Chinese commiserated with Watanabe 
about the influx of "culturally incom- 
patible" illegal migrants from South and 
Southeast Asia. Perhaps, he suggested, 
China could offer some substitute workers 
to help out with the problem. The Japanese 
thanked him and politely asked how many 
he had in mind. Well, came the reply, how 
about 2 million or so? The Watanabe team 
blanched and said nothing. 

Other countries are less reticent about 
their disinclination to accommodate 
potential waves of Chinese labour. Taiwan 
repatriates any mainlanders it catches, 
using the “non-official” channels of liaison 
that have evolved between the two coun- 
tries over the past couple of years. How- 
ever, when Taipei-Peking relations grow 
strained — as they did over Taiwan's 
handling of mainland smugglers last year 
— China deploys its "migrant weapon" 
by closing the repatriation channels. Late 
last year, some 1,200 detainees were 
crowded into the holding camp for illegal 
mainland migrants at Lotung, southeast of 
Taipei. 

These numbers, however, are probably 
just the tip of the iceberg. Police raids peri- 
odically turn up dormitories full of main- 


As of December 1991, there were 679 officially 


Recruit scandals 


... By Frank Jiang in Manila and Suhaini Aznam in Jakarta 


gs The surging tide of migrant labour across much 
È of Asia has created its own huge and lucrative 
r recruitment industry. However, while some 
agencies are professionally and efficiently run, 
many others are at best exploitive and at worst 
extensions of well-organised criminal gangs. 

The Philippines offers an example of the stakes involved in 
the migrant trade. By any standards, the money generated 
through foreign remittances in the Philippines is huge: 
US$3.5 billion annually — or roughly 25% of the country’s 
foreign-exchange earnings ing to Atanacio Maronilla, 
head of the Overseas Workers Welfare Agency (OWWA), a 
. government-run insurance programme. Social Weather 

Stations, an independent polling organisation, reports that 

2.5 million people, or 8% of the workforce, is actively seeking 
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registered 
agencies with the Philippine Overseas Employment Agency 
(POEA), the government body in charge of overseas contract 
workers. These agencies processed some 701,500 contract workers 
during the year, representing recruiting industry revenue of be- 
tween US$100-400 million. 

But Alberto Abalayan of PoEA's Anti-Illegal Recruitment 
Branch estimates at least 700 agencies are currently operating 
outside the law, though other analysts put the number closer to 
1,000. Most of them, he says, simply exploit workers seeking 
overseas jobs by collecting and then disappearing with the 
money. 

Illegal agencies that actually find jobs for workers probably 
make far more money than those who steal applicants' cash. 
With no new official agencies licensed to recruit workers for 
land-based jobs since 1982, running an illegal agency is a 
lucrative business in the Philippines. While officials can 
contract workers no more than P5,000 (US$194) for processing 
visas, passports and other documents, illegal agencies charge 
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land factory workers in southern and cen- 
tral Taiwan. Vice squads haul in “main- 
land sisters” from Taipei brothels. There 
are persistent rumours that the biggest 
brothels may be aboard ships anchored in 
the Taiwan Strait, where Fujianese girls 
entertain Taiwanese customers ferried out 
by speedboats. 

Illegal migration, especially from the 
southern coastal provinces, has already be- 
come big business. An “underground rail- 
road” reportedly smuggles workers as far 
as Europe or the Americas. But the fees are 
so high that they leave the workers effec- 
tively indentured and easy prey for re- 
cruitment into overseas Asian organised- 
crime groups. A Western consular official 
estimates such migrants could number in 
the many thousands. 

As many again could be working illi- 
citly aboard Taiwanese and South Korean 
fishing vessels, though this traffic is start- 
ing to be legitimised. Fujian officials now 
issue seaman's papers for fishermen, and 
the first Sino-Taiwanese fisheries joint ven- 
ture was launched recently. 

While Peking would like to institution- 
alise and expand these labour exports on a 
government-to-government basis, the la- 
bour-importing countries have — prima- 
rily for political reasons — remained cool 
to such an arrangement. 

A major effort to obtain Middle Eastern 
construction contracts had succeeded in 
amassing about US$1.7 billion worth of 
business in 1990 when the Gulf War scut- 
tled most of these prospects. Kuwait later 
reserved its reconstruction contracts as re- 
wards for its allies, rather than for such 
neutral bystanders as Peking. 

But China was in no mood to miss the 
boat again with the ex-Soviet Union, 
according to Yang Fuliang, vice-president 
of Heilongjiang's International Economic 
and Technical Cooperative Corp. Capital- 








ising on their proximity to the labour- 
starved Russian Far East and their readi- 
ness to deal on the basis of barter rather 
than cash, Chinese firms have rushed in 
where more seasoned labour contractors 
have held back. 

In the three years since Sino-5oviet 
relations began to markedly improve, 
Heilongjiang’s labour exports have grown 
"from a few hundred to tens of 
thousands," says Du Xianzhong, the pro- 
vince's vice-governor in charge of eco- 
nomic affairs. However, he notes that the 
extensive two-way trade of recent years 
may be a relatively transient phenomenon, 
lasting just another half-decade or less 
while the ex-Soviet republics rebuild their 
shattered economies. After that, he says, 
the focus of business is likely to shift to 
economic and technical cooperation and 
joint ventures rather than trade. And that 
will entail a much higher contract-labour 
component. 

“The Chinese are always pushing to in- 
clude some labour element in every con- 
tract,” confirms Dimitri Napara, director of 
AsiaNet, a small Russian state-run trading 
company in Blagoveshchensk, just across 
the border from the northern Heilongjiang 
town of Heihe. 

Russians and Chinese alike have not 
forgotten how Manchuria — a former wil- 
derness that includes present-day Hei- 
longjiang — was effectively annexed to 
China by a steady flow of Han labour mi- 
gration from the south. It took a series of 
military actions — including a massacre of 
Chinese at Blagoveshchensk — for Tsarist 
Russia to roll back the migrant tide. 

Nowadays, however, the migrant flows 
are starting to run in both directions. At 
Suifenhe’s only Russian restaurant, Chi- 
nese patrons now pay premium prices to 
be chatted up over their caviar by blonde 
waitresses. a 
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Swamped 
plantations 


Malaysia worries about 
flood of illegals 


By Michael Vatikiotis in Kuala Lumpur 
Labour migration is a tricky 
issue in Asean because of. 
the nationalistic and ethnic 
rivalries which charactere. 
inter-state relations 
Southeast Asia. Manag: 
labour flows is something many gover 
ments have been reluctant to attempt unl 
recently, for fear of sacrificing mutual ec 
nomic gain. But in the face of the increa 
ing volume of migrant labour circulatir 
in the region and the impact this som 
times has on internal politics and racial 
balance, Asean governments are comidngr- 





more than a simple deficit of manpower 
Economic growth has altered the structun 
of indigenous labour forces and generatec 
demand for migrant labour. 

Singapore's immigrant labour force ha 
grown rapidly since the 1970s, mainly b 
cause of the rising cost of local labour. 
1991, per-capita income for Singaporeare 
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was the highest in the region at S$22,000 
(US$13,118). The republic currently has 
170-200,000 foreign workers, accounting for 
10% of the labour force. 
Malaysia and Thailand face shortages 
of unskilled workers because local labour 
is moving upmarket in search of better 
work for higher wages. In Thailand, short- 
ages of local manpower have attracted 100- 
200,000 Burmese to the northern Thai la- 
bour market. In Malaysia, the construction 
sector, once dependent on Chinese la- 
bourers, is now dominated by Indonesian 
migrants. This "escalator phenomenon" is 
a new trend for both countries. Before 
Asean economies attained their current 
high levels of growth, their workers mostly 
migrated to sparsely populated, oil-rich 
Middle Eastern states and to the more ad- 
vanced East Asian countries. 

Some economists see labour migration 
patterns in Asean as a form of social 
stratification. Thus, while Malaysia imports 
semi-skilled and unskilled labour from In- 
donesia, it is also a significant source of 
skilled labour flow into Singapore. 

About 90,000 Malaysians work in Sin- 
gapore, with up to 40,000 of them com- 
muting daily from neighbouring Johor 
state, according to the Malaysian Trade 
Union Congress (MTUC). Large numbers of 
skilled and unskilled Filipinos work in the 
service sector in Malaysia and Singapore, 
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Chiang Mai factory: attracting Burmese. 


while a smaller volume of professionals 
hold middle-management jobs in Indone- 
sia's private sector. 

In Malaysia — where the population 
comprises Malays, Chinese and Indians — 
labour migration has become entangled 
with the complex relationship between 
ethnic pluralism and the struggle for Ma- 
lay-Muslim political hegemony. In the past, 
argues an MTUC official, the political im- 
portance of Malay immigration [from In- 
donesia] was the real reason for encourag- 
ing the import of workers from Indonesia. 

Some analysts believe this explains why 
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Lure of the Gulf 





By Salamat Ali in Islamabad, 
S. Kamaluddin in Dhaka and 
Hamish McDonald in New Delhi 


Carpenters, bricklayers, 
electricians and even exe- 
cutives from South Asia 
have become a common 
sight in the desert cities of 
the Middle East ever since 
the oil boom of the early 1970s opened up 
the labour market in the Gulf. There was 
an earlier flow of thousands of South 
Asian workers to British colonies in East 
Asia, the Pacific islands, the Gulf and the 








Caribbean, but that had been halted by 


World War II and post-war restrictions 
on migrant labour. 

In the past two decades, the oil-rich 
Gulf countries have attracted some half a 
million workers from India, Pakistan, 
Bangladesh and Sri Lanka. And the re- 
mittances sent home by these migrant 
workers have added significantly to the 
hard-currency earnings of the countries 


concerned. Iraq's occupation of Kuwait in 
late 1990 and the subsequent Gulf War 
did substantially affect the labour market 
and the remittances from the Gulf. But 
as soon as the war was over, recruiting 
agents in the Subcontinent became active 
again. 

S acon to an estimate by the Inter- 
national Labour Organisation, foreign 
workers' remittance before the Gulf War 
to India, Pakistan, Bangladesh and Sri 
Lanka amounted to some US$6 billion. 
This figure does not include funds sent 
through unofficial non-banking channels, 
which are not recorded by govern- 
ments. 

Pakistan, because of its traditional 
Islamic and political connections, has 
been the greatest beneficiary in the 
Subcontinent of the Gulf labour market. 
Few countries in the world have relied as 
much as Pakistan on expatriate remit- 
tances to sustain the national economy. 
For two decades these remittances have 
been crucial in financing imports, though 
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the influx of Muslim-Indonesian labourers 
has escaped closer scrutiny until recently. 
Officially, there are 75,000 Indonesian 
workers in Malaysia, mostly in the planta- 
tion sector. But trade union sources say 
800,000 would be a more realistic figure. 

Shared language, religion and customs 
allow Indonesian immigrants to blend 
fairly rapidly into the Malay community, 
many of whom trace their own ancestry 
back to the Indonesian archipelago. Many 
workers have also secured the red identity 
card which grants them permanent resi- 
dence status. Similarly, in the east Malay- 
sian state of Sabah, several hundred thou- 
sand Filipinos from neighbouring Muslim- 
dominated Mindanao province have man- 
aged to secure permanent residence status. 

In labour-surplus countries such as In- 
donesia and the Philippines, efforts to 
channel excess labour overseas are being 
organised by the state, both to relieve pres- 
sures on the labour market and promote 
the flow of remittances. In some receiving 
countries government policy now points in 
the opposite direction. 

Singapore is clearly anxious to limit 
foreign labour, in anticipation of a shift 
away from manufacturing into more hi- 
tech areas of production, and perhaps also 
out of concern for the social implications 
posed by the presence of such a large 
number of immigrants. 


it is arguable whether the money contri- 
buted meaningfully to overall national 
economic development. 

Until the 1970s, Pakistan's immigration 
laws were highly restrictive. Few Pakis- 
tanis could go abroad as were 
not considered a citizen's right but a 
privilege bestowed only after 
and thorough investigation of each appli- 
cation. But the end of military dictator- 

in the wake of Pakistan's defeat by 
India in the 1971 war, and the new 
elected regime headed minister 
ooh err 

Bhutto found himself with scant re- 
sources to redeem his electoral pledge of 
"bread-clothes-shelter for all.” Aware also 
of the opportunity offered by the oil- 
financed development of infrastructure in 
the nearby Gulf, Bhutto not only liberal- 
ised the issue of , but worked 
hard behind the scenes to export unskilled 
and semi-skilled workers. 

The policy was so successful that re- 
mittances from abroad official 
banking channels rose from US$136 mil- 
lion in 1972-73 to US$2.9 billion in 1982- 
83, when they surpassed the country's 
merchandise pos by 10%. Gulf work- 
ers accounted for about 85% of the remit- 
tances in 1982-83. 
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In October 1991, the Ministry of Labour 
said “Singapore is reaching the limits of its 

ability to admit more foreign workers." 

Employers have been urged to reduce their 

dependence on foreign labour by introduc- 
ing more automation, or by relocating 
more labour-intensive operations to neigh- 
bouring countries. To help reduce depen- 
dence on foreign workers, the government 
last year introduced a two-tier levy system, 
with rates ranging between S$300 and 
S$450 per worker per month. 

Malaysia is also moving towards stricter 
controls on foreign workers. But at the 
same time the government acknowledges 
that the demand for them is increasing as 
the economy expands. 

Unemployment in Malaysia fell from 
75% to 4.3% in 1990-91. According to the 
Manpower Department, some 26,000 va- 
cancies were unfilled in 1991. In a move to 
meet demand, the government recently 
announced that foreign labour will be al- 
lowed, on a selective basis, to work in 
broader areas of the service and manufac- 
turing sector. The annual levy on foreign 
workers was set at between M$360 
(US$139) and M$2,000. 

But trade union officials are unhappy. 
The MTUC claims there are Malaysians who 
cannot find jobs because Indonesian work- 
ers are cheaper to hire. There are suspi- 
cions that many employers are exaggerat- 


2 APRI! 1992 


ing labour shortages because they do not 
want to pay the higher wages and benefits 
local workers command. 

For its part, the government is wary of 
encouraging too much reliance on foreign 
labour. The large population of illegal In- 
donesians is popularly perceived as a 
source of crime. A drive to register foreign 
— mostly Indonesian — labour in the 
country has been launched. But with the 
June deadline approaching, only 45,000 
workers have so far registered. 

Malaysia's experience may foreshadow 
what its regional neighbours will soon face. 
The need to balance the demand for for- 
eign labour against local concerns over jobs 
and the social impact of immigration is a 
policy challenge made more complex by 
the scope for illegal immigration. Further- 
more, with Asean determined to move to- 
wards a single market, intra-regional eco- 
nomic forces are becoming harder to ig- 
nore. 

At a recent forum in Kuala Lumpur on 
the future shape of Southeast Asia, a Fili- 
pino participant declared that labour issues 
will become even more crucial if and when 
Asean expands to include the four remain- 
ing countries in Southeast Asia — Cambo- 
dia, Vietnam, Laos and Burma. Certainly 
one of the key variables will be whether 
member states are labour-surplus or la- 
bour-deficient countries. a 
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Lawyers 


verdict 


Move to end boycott of - 
udiciarys head fails — 


By Michael Vatikiotis in Kuala Lumpur - 


judiciary and heal four years of acrimo: 
between the legal profession and the gov- 
ernment. By opting to uphold principle, the 
lawyers drew accusations from the gov- 
ernment of playing politics, and may have 
set the stage for legislative action against 
themselves. 


nual general meeting on 14 March, man 
lawyers were convinced of support for 
reconciliation with the lord president, wh 
is the head of the judiciary. The incum 
bent, Tun Abdul Hamid Omar, has nevi 
been invited to a bar function. Closin 
ranks around him, the country's judgt 
have spurned the Bar Council. 


lution passed by the Bar Council in : 
wake of the suspension of the then lot 
president, Tun Mohamed Salleh Abas, ar 
five Supreme Court j . 
a tribunal which was to recommend 
removal from office. The sacking of Sall 
was widely interpreted in international ài 
Malaysian legal circles as an attack ont 
independence of the judiciary. The mo 
followed a ruling in the High Court whi 
declared the United Malays National € 
ganisation (Umno) - 
in government — unlawful, allowing 
splinter group to challenge the leaders? 
of Prime Minister Datuk Seri Mahat 
Mohamad. 


won a convincing victory in the 1990 ges 
eral elections. But he has had no kim 
words for the legal profession ever sin 
‘If they bash us, we will bash them,” - 
said recently, when asked about the f 
Council's stand on the 1988 affair. 


mind that three resolutions were tabled 
the lawyers’ 14 March meeting. Each 
differing ways sought to put the issue 
hind them by recognising Hamid. Bu 
stead of burying the past, the meeting : 
lied around principle. Many of thi 
present said the motions were badly p 
sented and soon lost support. | 


stand against Hamid, the meeting deg 




















































ALAYSIA 1 


alaysia's lawyers surprised the 
selves by rejecting a move to Te 
ognise the head of the countr 
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Before the Malaysian Bar Councils an- 





Preventing reconciliation is a 1988 re 
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Mahathir consolidated his position ; 
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As lawyers stood up to defend. 
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deeper understanding of Asia 
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Group, we enjoy the support of experienced 
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600 in Asia. All linked by advanced 
nications systems 
No matter where you or your tradi 
may be, your transactions are processed quich 
efficiently. And Hexagon, our global electron 
financial services system, gives you total cont 
your global trading position from your own 
Contact your nearest HongkongBank 
find out why Asia's first bank of yesterday 


first bank of today 
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erated into what one of those present de- 
scribed as "an emotionally charged frenzy 
of feeling." When put to the vote, a single 
surviving motion was rejected 809-52. Bar 
Council president, Manjeet Singh Dhillon, 
who was in favour of reconciliation, re- 
signed. The government's immediate re- 
action was to charge the Bar Council with 
playing politics. "Their action is unlike 
lawyers but of people who are frustrated 
because they cannot come to power," Ma- 
hathir was quoted as saying. 

Some lawyers felt it may have been un- 
wise to bring the subject up at all. A senior 
government official agrees: "It was bound 
to lose and in the process revive the whole 
issue," he said. One speaker at the meeting 
argued that the lawyers were in a no-win 
situation. If passed, the resolution would 
have been interpreted as the Bar Council 
caving in to government pressure. Having 
opted to stand firm, the fear is that the 
government will find ways to undermine 
the Bar Council, which is the bar's own 
regulatory body. 

There is speculation that the govern- 
ment could appoint the attorney-general as 
head of the Bar Council. But prominent 
lawyer Karpal Singh doubts this would be 
effective "because, at the next [annual 
meeting], there would be a vote of no-con- 
fidence against the attorney-general, who 
is the government's chief lawyer." 

Attempts by some Umno officials to in- 
ed 
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Too public 


for comfort 


_ From his office in the imposing Moorish- 
style building which houses the 

.. Court, Lord President Tun Abdul Hamid 

_ Omar is doing his best to shrug off the 

.. burden he bears in not being i 

__ by the Malaysian Bar Council. “The im- 


. age of the judiciary is very good,” he told 
x REVIEW 


Ime 


| . "We are not told how to 
decide a case." 
- . Despite their stand against Hamid, 
some senior lawyers agree. "I do not be- 
lieve there is political interference [in the 
judiciary]," said one senior lawyer. “But 
widespread suspicion that there 
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. is, and this is caused by the conduct of 
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careerist trend, argues this lawyer — 


fluence the Bar Council — — 
by hinting at the possibility 
of government work being 
diverted away from lawyers 
supporting the 1988 resolu- 
tion — apparently had little 
impact on the mood at the 
meeting. Also, there was no 
indication that political af- 
filiations influenced the vot- 
ing. The voting was "totally 
non-racial,” observed a sen- 
ior lawyer, who pointed out 
that the new president of 
the Bar Council, Raja Aziz 
Addrusse, is a Malay. So is 
the vice-president, Zainur 
Zakaria. Both stand by the 
1988 resolution. 

Confronted by another blow to his 
standing as lord president, Hamid declared 
that all lawyers appearing before him in 
court would be asked to state their stand 
on his powers and position. Angered by 
this, the Bar Council retorted with the re- 
minder that the right to appear before any 
court is governed by the Legal Profession 
Act. "No one, including a judge, can ever 
deny or restrict that right," declared a Bar 
Council statement on 17 March. 

The outcome of the meeting has left 
many lawyers with mixed feelings. Some 
see the vote as a vindication of the Bar 
Council's stand against interference with 


judges are old schoolmates and members 
of the same club. "There is sycophancy 
and self-censorship," he claims. 

Most lawyers — even Bar Council of- 

ficials — have no quarrel with Hamid's 
abilities as a judge. More than one law- 
yer has commented on the lord presi- 
dent's skill and fairness in the High 
Court. Compared with his dismissed 
predecessor, Tun Salleh Abas, he is less 
conservative and less authoritarian, they 
say. 
Lately, however, Hamid appears to 
have embraced the great British judge 
Lord Denning's dictum that "silence is 
not an option when things are ill done." 
Earlier this year, Hamid. publicly criti- 
cised judges who were taking too long to 
deliver written judgments. In some cases, 
the delay amounts to years; in one case 
over a decade. “One judge has 70 or 
more cases for which written judgments 
have not been delivered,” says Hamid. 
“T offered to give him leave to write the 
judgments, or resign." 

Hamid has a point, legal experts 
say. In cases where an appeal is 
pending, nothing can be heard in court 
until the written judgment is delivered. 
But whether public castigation of the 
judges is becoming conduct for the 
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Mahathir: lawyer frustration. 


the judiciary. Others believe 
the way the Bar Council has 
taken a stand is too vitu- 
perative and political. ^It is 
as if they are opposed to the 
government," said a senior 
lawyer. 

The unhappiness is 
mostly felt by the younger 
generation of lawyers who 
have joined the profession 
since the events of 1988. 
Proud to have preserved 
their dignity and integrity, 
these lawyers are neverthe- 
less wary of the future. 

One young lawyer 
pointed out that while it was 
important to uphold princi- 
ples, the rift with the judiciary was creat- 
ing problems. “The younger generation is 
in danger of being left out of how legal 
practice is being developed in the coun- 
try," said the lawyer. A more senior law- 
yer agrees: "It is important to find a formu- 
la to settle this issue so that we can bring 
influence to bear on the legal system." 

Above all, the fear is that the Bar Coun- 
cil may now become divided over the 
principle it felt compelled to uphold to 
protect its reputation, but which plainly 
threatens to hinder careers. This disunity, 
argues Manjeet Singh, is what the govern- 
ment may seek to exploit. E 
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country’s leading judge, is another 
question. 

“The lord president should not talk 
in public about judicial affairs. It makes 
him the subject of debate,” opined a sen- 
ior government official. Hamid claims 
that he is trying to rationalise a legal 
system which has become mired in too 
many cases — one veteran lawyer says 
Malaysians are among the most liti- 
gious people in Southeast Asia. In 1990, 
the Supreme Court disposed of 1,035 
cases, almost three times the number in 
1988. Å 

“I have been advocating that more 
cases should be taken out of the court 


disputes. But he adds that the increase 
in the caseload is also a sign of public 
confidence in the court system. 

Behind the earnest desire to reform 
and improve the judiciary, some obser- 
vers see signs of Hamid’s frustration 


with his icament, which may have 
prom his public outbursts. Having 


the confidence of the government but 

not of his colleagues in the legal profes- 

sion does not make for a happy court, 
m Michael Vatikiotis 
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THE 5TH COLUMN 


Sounding the retreat 


uring the past four decades, the 
US has maintained an extensive 
military presence — and fought 
two wars — in East Asia and the 
Pacific as part of its strategy to "contain" 
Soviet communism. Nearly 400,000 mili- 
tary personnel are still stationed through- 
out the Pacific and, despite Congressional 
pressure to pare military spending, the 
. Bush administration seems committed to 
keeping significant forces in South Korea, 
Japan — and even the Philippines if Manila 
changes its mind on hosting US bases. 
Containment lives, but who is being con- 
tained? 
| Ina whirlwind three years, the Soviet 
Union and its East European allies have 
collapsed and the Asian communist states 
| have grown increasingly weak. The fear of 
| a Russian attack on any of its Pacific neigh- 
bours has become no more than à para- 
noid fantasy; a faction-ridden China has 
neither the ability nor the will to pose à 
serious regional threat; Japan has gained 
| through peaceful means all the influence 
and wealth it could ever have hoped to 
| attain through war; continuing instability 
| in Burma and Cambodia pose little danger 
| to anyone else. 

The Bush administration, however, 
does not yet seem to have registered these 
changes. It plans only modest defence cuts 

| in the coming years, spending close to 
| US$290 billion on the military annually 
while maintaining a force of about 1.6 
million personnel and preserving bases 

| throughout the world. But this only takes 

| inflation-adjusted military spending back 

| to 1950s levels, the height of the Cold War, 
and a force level similar to that which 
confronted Joseph Stalin's Red Army in the 
aftermath of World War II. 

With the Soviet Union now dismem- 
bered, however, even the Pentagon recog- 
nises it has to come up with a new justifi- 
cation for maintaining a Cold War-size 

| force. Thus, defence officials argued in a 
recently leaked document that the US 
should seek to maintain its military su- 
premacy and prevent the emergence of ri- 
val superpowers. Containment, it seems, is 
to be replaced by Pax Americana. 

US taxpayers spent US$5.5 trillion and 
sacrificed 113,000 lives to win the Cold 
| War. With the demise of the only super- 

power that genuinely threatened the sur- 
vival of the country and its allies, both di- 
| rectly and through surrogates, the Ameri- 
| can people should not be expected to sur- 
| render ever more money and lives to police 
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By Doug Bandow 


the globe. However much it might be in 
the interests of other nations to have 
Washington defend them, it is not in the 
interests of US citizens for their govern- 
ment to do so. Congress should, theretore, 
make far greater adjustments in US mili- 
tary deployments than proposed by the 
administration to reflect new international 
realities. Defence budgets and military 
force levels should be cut sharply, and all 
personnel in East Asia and Europe should 
be brought home. 

The starting point for a new Pacific 
strategy is to encourage Russia to continue 
reducing its military and settle any out- 
standing disputes with its neighbours. 

The end of Cold War competition be- 
tween the US and the 
Soviet Union also allows 
Washington to take a 
more detached view of 
China. Although the US 
should promote good re- 
lations and continued 
economic reform, it need 
be less concerned about 
bruising Peking's sensi- 
tivities when it pressures 
China to both limit its 
foreign arms sales and 
respect human rights. 

At the same time, 
Washington should 
phase out its forces in Ja- 


d uds 
pan, which no longer sh " ] Id 


faces a serious threat. Of 
course, many countries in 
the region have long 
viewed the US presence 
as containing Japan as © 
well as Russia. But Tokyo 
is unlikely to agree to a 


5 ‘ > e | dy y Y. . 
permanent Foreign occu- and lives to and commitments does 


pation for this purpose, 


and tensions will grow as police the no longer be a Pacific 


the lack of other missions 


for the US forces becomes globe centre its reduced force 


increasingly obvious. 

Although North Ko- 
rea remains a potentially 
dangerous international player, there is no 
need to maintain 39,000 US troops in South 
Korea — which has twice the population, 
11 times the GNP and a vast technological 
lead over the North. 

While the potential for a North Korean 
nuclear bomb is unnerving, US ground 
forces in the South do more to encourage 
than discourage the development of such a 
weapon. The US should work with China, 
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Japan and Russia to discourage the North's 
acquisition of nuclear weapons, while per- | 
haps utilising a carrot-and-stick strategy. 

Washington should calmly accept the | 
demise of its bases in the Philippines, | 
which had become expensive anachro- 
nisms. Without the prospect of war with | 
Russia in sight, the US has few serious in- 
terests in the Indian Ocean. Indeed, Wash- 
ington no longer needs permanent basing | 
facilities in East Asia and should not pres- | 
sure other Asean countries to substitute for 
the Philippines. 

Even less relevant is Anzus. This alli- 
ance was moribund even before the U* put 
it into deep-freeze over the nuclear issue. | 
Neither Australia nor New Zealand require 
US protection, while à 
formal alliance is unnec- 
essary for other forms of 
military cooperation — 
such as augmenting US 
communications and 
monitoring capabilities. 

The Pacific is likely to | 
only grow in importance | 
to the US in coming 
years. However, this 
makes it even more es- | 
sential for Washington to 
reduce the military bur- | 
den on the country's | 
“ITI economy, not least be- 

repr dE cause a high level of de- 
not be fence spending will place | 
SLE a continuing burden on 
US firms and jeopardise 
their efforts to compete 
in — and with — the re- 
gion. 

In any event, jettison- 
ing antiquated alliances 


— — 


— 


not mean the US would 


power Rather, it could 


structure around Wake 
[sland, Guam and Ha- | 
waii. Such a strategy | 
would maintain forces in the Central Pa- 
cific, with an ability to move further west if 
necessary. But the US would no longer be 
subsidising wealthy allies who face fading | 
threats. " 
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Doug Bandow is a Senior Fellow at the Wash- 
ington-based Cato Institute, and served as a | 
special assistant to former president Ronald | 
Reagan. 
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Strains of growth 


A modernising economy needs political liberalisation 


By Adam Schwarz in Jakarta 


ndonesia is struggling mightily to synchronise the different 

parts of its changing economy. Using both monetary and 

fiscal measures, policymakers are trying to put the economy 

on a more even keel and redress the imbalances created by 
unexpectedly rapid growth in 1989-90. Almost in spite of the gov- 
ernment's slowdown tactics, the economy has continued to grow 
at a respectable rate — at least 6% in 1991, and will probably 
match that level in 1992. 

But behind the macroeconomic statistics lies a more worrying 
picture. Some areas of the economy — like banking — have grown 
too fast, while others — like agriculture — have lagged. Econo- 
mists and investors say the government must continue with, and 
indeed accelerate, the process of 
reforming the economy if Indo- 
nesia is to emerge from its cur- 
rent period of consolidation 
into one of long-term, sustained 
growth. 

No one disputes that Indo- 
nesia has come a long way 
during the past half decade in 
laying the foundations of a 
stronger economy. Foreign in- 
vestment has soared, exports 
have jumped substantially and 
the nation's dependence on oil 
has declined. 

Labour-intensive, export- 
oriented industries like shoes, 
textiles and toys have done particularly well. With 2.4 million 
new workers joining the labour force each year, these sorts of 
industries should continue to post double-digit growth for years 
to come. Another success is tourism. Over 2.5 million tourists took 
the advice of 1991's Visit Indonesia Year promotional campaign, 
spending more than US$2 billion in the process. 

Some say, though, that Indonesia has tried to do too much, too 
soon. Foreign debt marches inexorably upward, higher imports 
have chopped away at the trade surplus and the rush of new 
investment has badly strained the nation's physical infrastructure. 
There are persistent complaints that economic reform has achieved 
growth at the expense of equity. 

Unfortunately for economic ministers, there is little time to 
waste. Competition for investment and capital in the region 1s 
heating up. Not only are Asean neighbours like Malaysia, Thai- 
land and Singapore doing well, but economic reforms under way 
in Vietnam, China and India — all countries which share with 
Indonesia large labour forces — will raise 
the stakes for Indonesia. 

Indonesian officials are aware of the 
dangers. Finance Minister Johannes 
Sumarlin rejects the suggestion that the 
momentum of reform is slowing. He 
points especially to new laws on bank- 
ing, insurance, income tax and pension 
funds passed in the past nine months. 
Other officials say a new package of 
trade reforms is forthcoming as well as ^s 
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a relaxation of foreign-investment rules. 

Jakarta surprised some in the region by enthusiastically sup- 
porting the formation of the Asean Free Trade Area, under which 
Asean nations will reduce or eliminate tariffs on intra-Asean trade 
over 15 years. Meanwhile, Indonesia continues to oppose regional 
trading groups like the East Asia Economic Grouping, preferring 
instead to hope that the Gatt multilateral trading system survives 
pressures for more protectionism. 

Politically, there is little threat that instability will turn away 
investors. Stability has been a hallmark of President Suharto's 25- 
year rule. Parliamentary elections, which are scheduled for June, 
are not expected to hold many surprises. The ruling Golkar party 
should win by a comfortable 
majority. 

[n March 1993, the National 
Assembly will appoint à presi- 
dent for the 1993-98 term Most 
political observers believe 
Suharto will request, and be 
granted, a sixth five-year term 
as president Already one of In- 
donesia's three political parties 
and two important Islamic 
groups have pledged their sup- 
port for Suharto remaining at 
the helm. 

Some analysts are keeping a 
close eye on the vice-presiden- 
tial slot. Incumbent Vice-Presi- 
dent Sudharmono is not expected to be retained and some feel 
that his successor will have the inside track to succeed Suharto. 
Others view the 1993-98 vice-president as more of à ¢ are-taker 
and believe the eventual successor to Suharto will only emerge 
closer to the time when a succession takes place 

At the rural level, there are few signs of dissent with the status 
quo, though the battle for land between farmers and industrialists 
may become an increasingly visible pr litical issue. In the cities, 
there is more demand for political liberalisation. The government's 
promises of more openness have borne few results. Ministers con- 
tinue to treat with suspicion all manner of non-governmental or- 
ganisations, labour groups and political activists 

Indonesia's international image was tarnished in 1991 by the 
killing of at least 50 East Timorese youths in November. But a 
government report critical of the army, virtually unprecedented in 
Indonesia, helped stem the damage. Army fears of separatist ten- 
dencies in East Timor, Irian Jaya and in the northern Sumatran 
province of Aceh, will work against further 
political liberalisation in the near term, 
analysts say. How long Indonesia can press 
ahead with a modern, export oriented 
economy without a concomitant relaxation 
of political rules is one of the crucial ques- 
tions Indonesia must answer in the 1990s. 

In the financial sector, banks are suffer- 
ing from too much growth. A big surge in 
lending in 1989-90 was followed by à 
money supply squeeze in 1990-9! LI 
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Counting the 
cost of Timor 


By Suhaini Aznam in Jakarta 


he most significant event of the past year unquestionably 

was the crackdown in Dili, East Timor, where the Indone- 

sian army opened fire on a march by Timorese civilians 
and pro-independence demonstrators on 12 November 1991. Offi- 
cial figures put the death toll at 50, but eyewitnesses estimate as 
many as 100 were killed. Hundreds more were injured and a 
number may have simply disappeared. 

International indignation over Dili marked a serious setback 
for Indonesia's image overseas, giving rise to well-founded con- 
cerns about its future foreign-aid expectations. On a recent world 
tour to explain Indonesia's side of the story, however, Foreign 
Minister Ali Alatas was adamant that Indonesia would refuse any 
foreign aid which was tied to Dili or human rights. As it turned 
out, Canada remains the only country to have suspended new aid 
programmes, including three projects worth US$25 million, be- 
cause of the Dili killings. 

At home, Dili forced the government to publicly acknowledge 
that all was not well in the provinces — that in some regions, 
separatist tendencies were very real. Intellectuals were prompted 
to reassess the country's human-rights record and 
found it wanting. More pertinently, the generals were 
compelled to reassess their own response to civilian 
protests, in an age when much lip service has been 
paid to openness and democracy. 

Unlike in Aceh, Sumatra — where reports last year 
of 1,000 deaths over 18 months of sporadic fighting 
failed to gain world attention for the Aceh Merdeka 
(Free Aceh) guerillas — the international focus on Dili 
in the wake of a Portuguese parliamentary delegation's 
cancelled visit prevented the East Timor killings from 
being swept under the carpet. President Suharto him- 
self appointed a high-level commission of inquiry, 
whose investigations turned up higher casualty figures 
than the 19 dead the military had originally conceded. 

Amid tight security, trials of suspected ringleaders 
have already begun. Eight have been charged in Dili 
and five in Jakarta. Authorities had initially arrested 
308 people in Dili but later released 276. In Jakarta, 70 
were arrested for staging demonstrations outside the 
UN headquarters and foreign embassies, of whom 49 
were later released. 

In the political fallout, three senior military officers 
were dismissed, two taken off active duty and one suspended; 
some junior officers faced court martial. Of the senior officers, two 
were prominent: Maj.-Gen. Sintong Panjaitan, chief of the 
Udayana Military Command, and Brig.-Gen. Rudolf Warouw, 
chief of the East Timor Military Operational Command. 

The accountability at home did not, however, reflect any sof- 
tening towards Western standards or attitudes on human rights. 
By late February, foreign journalists were barred from visiting 
Dili. In March, the Portuguese "peace ship" Lusitania Expresso — 
carrying 100 students and East Timorese activists who had 
planned a wreath-laying ceremony in Dili — was turned back by 
warships soon after it entered Indonesian territorial waters. 

Indonesia's ties with Australia, traditionally scarred with mis- 
understandings, worsened over Dili. Canberra tried to maintain a 
smooth diplomatic facade but the Australian public was less re- 
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strained, reacting with demonstrations outside the Indonesian 
Embassy in Canberra and the burning of the Indonesian flag in 
various Australian cities. 

In that respect, the US was almost muted in its response, en- 
couraged by Indonesia's "serious efforts to make amends” for its 
acknowledged use of force, as a State Department spokesman put 
it. Observers, however, feel the US was no less prompted by wider 
regional security considerations. Thus it was the EC that emerged 
waving the human-rights banner, spurred on by Portugal, the 
current EC chairman. 

The year also saw Indonesia demonstrate concern over mount- 
ing regionalism, the most conspicuous example being the near 
impasse over neighbouring, Malaysia's attempts to set up the East 
Asian Economic Grouping, later watered down to an economic 
caucus, 

Among Indonesia's more constructive achievements were its 
ongoing peace efforts in Cambodia — making possible the sign- 
ing of the peace agreement in Paris last October — and attempts 
to play honest broker in resolving the overlapping claims by six 
Asian countries over the Spratly Islands. Although not itself a 
claimant, Indonesia hosted a Spratlys workshop in Bandung last 
July, providing a neutral forum for discussion. 

On the home front, one of the more notable milestones of the 
last 12 months was Suharto’s courtship of Muslim groups, in the 
wake of his uneasiness with the military’s factional manoeuvres. 
Much was made of his first pilgrimage to Mecca last year, though 
at 70 there was probably as much religious feeling as political 
impetus behind the act of faith. 

A more direct appeal to Muslim hearts, the setting up of the 
Indonesian Association of Muslim Intellectuals (ICMI) in Decem- 
ber 1990, continued to receive his patronage. Observers saw this 





Indonesian troops in Dili: setback to international reputation. 


as Suharto's master stroke in co-opting potential Muslim funda- 
mentalists from the ranks of well-heeled urban professionals. Yet 
another significant concession was the establishment of the Bank 
Muamalat Indonesia, the country's first Islamic bank. 

The only visible blot in the Muslim copybook was a ruckus 
late last year over the state-sponsored lottery. Gambling is forbid- 
den in Islam, and Muslims groups held a series of demonstrations 
against the lottery. Although lottery proceeds are used to help the 
needy and victims of natural disasters, several Muslim schools 
and student bodies returned the money once they discovered its 
source, 

Despite this, Suharto escaped almost unscathed. In urging 
Muslim groups like the ICMI not to split the country along secta- 
rian lines, Suharto has drawn a fine balance between Muslims 
purists and the more secular pan-Indonesian types for whom cul- 
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pobank announces 


1,100,000 
votes of confidence 


Lippobank now manages well 
over a million accounts in 
Indonesia alone. 

Thats a lot of confidence. 
Confidence built on trust. On 
proven efficiency. On products 
like our innovative domestic 
savings programs. 

Confidence built on person- 
alized service through a network 
of 190 domestic branches as well 
as representative offices, subsid- 
iaries and affiliates throughout 
the Asia-Pacific region. 

Confidence built on the 
financial community's percep- 
tion of Lippobank as a house 
with a sound core deposit base, 
risk-averse orientation, consist- 
ently low loan-to-deposit ratios 


and exceptional 
depth. 

Our shares are actively traded 
on the Jakarta Stock Exchange. 

Lippobank isa prime mobilizer 
of funds for investment in 
Indonesia's growth. 

Above all, the trusted pro- 
tection of depositors and in- 
vestors' funds, not the buying and 
selling of money, has endured as 
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more than four decades. 
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Nahdlatul Ulama leaders: political bartering. 


ture takes precedence over religion. Early this month, two tradi- 
tional Muslim groups, the Muhammadiyah and the Syarikat Is- 
lam, endorsed his re-election for a sixth five-year term as presi- 
dent. 

One of those taking advantage of the current political bartering 
is Abdurrahman Wahid, the head of the country’s largest Muslim 
movement, the Nahdlatul Ulama. Wahid had faced a serious lead- 
ership challenge early this year and was anxious to restore his 
credibility in establishment circles. 

To this end, a huge rally was planned for 1 March at which 
Wahid was to get his message heard for a broader interpretation 
of Islam — one more suited, he claimed, to Indonesia’s multi- 
ethnic and religiously diverse population. It was a tacit slap for 
the Islamic purists pushing for stricter adherence to Muslim tenets 
in this 88% Muslim state. In the event, less than 200,000 people 
showed up, denying Wahid the massive reaffirmation of personal 
legitimacy that he had hoped for. 

Interestingly, some of the more vocal champions of change 
towards openness and democracy are retired senior members of 
the Indonesian armed forces (Abri). A clutch of them joined the 
Indonesian Democratic Party (PDI) in a move which upset the 
Golkar government. Some retired generals have also proposed 
abolishing the practice of appointing 100 Abri members to the 
lower house of parliament. Instead, they suggest more direct po- 
litical participation by Abri in open electoral contests. Suharto 
promptly quashed that idea, on the g grounds that it might split the 
armed forces and increase the risk of a military coup. 

Looking ahead to a new generation of leaders, other retired 
generals have suggested limiting presidents to two terms in office. 
The next crop of leaders would not enjoy the same legitimacy as 
the independence generation, they reasoned, so they w ould be 
expected to bring in and live up to more democratic reforms. 
Limits on the presidency would help ensure this. 

Meanwhile, Suharto’s re-election to a sixth term next March is 
almost a given, said one political scientist. The real politicking 
now is for the post of vice-president, and Suharto's eventual suc- 
cessor. At least three names are being bandied about in that con- 
text: Home Affairs Minister Rudini, Abri chief Gen. Try Sutrisno 
and Suharto's brother-in-law, Maj.-Gen. Wismoyo Arismunandar, 
commander of Indonesia's Strategic Reserve Command. 

Thus the succession question is already overshadowing the 
general elections set for 9 June. Given the Indonesian tradition of 
rule by consensus and the absence of any real opposition parties, 
elections are, in any case, less a political watershed than a pro- 
longed exercise in political bartering that culminates in an en- 
dorsement of the status quo. Political observers deem a Golkar 
victory a foregone conclusion, with only the margins of victory at 
stake. Both the PDI and the coalition of Muslim groups in the 
United Development Party claim they will achieve wider mar- 
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gins, while Golkar is trying to hold on to its 73% share of the 1987 
electoral pie. 

Ideological issues are markedly absent except as a philosophi- 
cal ideal. The openness and democracy espoused last year has 
acquired only limited currency in government. Intellectuals want 
to see better direct communication between people and govern- 
ment, more decentralisation, a reappraisal of individual and 
societal rights and a balance between the prosperity approach and 
the security approach to government. This wish list is, however, 
confined to the elite, whose adoption is limited to channels of 
personal influence rather than power. 

Among the majority of the population, land acquisition for 
development projects, tourist resorts and encroachments into ag- 
ricultural land by private industry have left farmers bitter. The 
lack of adequate compensation exacerbates an already touchy situ- 
ation, given the farmers' emotional ties to his land. In the cities, 
unemployment remains the main source of complaint, followed 
by overcrowding, poor housing and inadequate water and power 
supplies. 

Meanwhile, private criticisms of first family business acquisi- 
tions have increased. There have also been allegations of favourit- 
ism towards ethnic Chinese conglomerates. This, and the attend- 
ant dissatisfaction among young Indonesian entrepreneurs who 
want a fighting chance at competing for government projects, have 
increased the stakes for the succession. a 





ECONOMY 


Pressure 
controls 


oping with the problems created by an unexpected growth 
surge in 1989-90 continues to dominate the agenda of Indo- 
nesia's economic policymakers. Imposing monetary and fis- 
cal restraints to slow the rise of imports and debt and take the 
pressure off the nation’s badly overstrained infrastructure remain 
the order of the day, with no changes expected in the near future. 

Despite the concerns of many businessmen and analysts, Indo- 
nesia's economy is not in bad shape. By the sluggish growth stand- 
ards of much of the 1980s, Indonesia’s estimated economic growth 
in 1991 of 6% represented a banner year. But compared with the 
heady 7.4% growth achieved in both 1989 and 1990, 6% growth is, 
to some, a disappointment. 

Medium-term prospects depend to a large extent on how well 
the country’s economic managers — often referred to as the tech- 
nocrats — do their job. Their success will be measured by two 
central questions. Will the slowdown tactics now being employed 
put Indonesia onto a sounder, more sustainable footing for longer 
term growth? Or will the slowdown go too far, debilitate investor 
confidence and stop the momentum of economic reform? 

By any measure, however, Indonesia has come a long way in 
the past half decade. A lengthy series of deregulatory measures 
has curbed the government's domination of the economy, pro- 
moted exports, lessened bureaucratic hurdles to investment, 
spurred massive growth in the financial system and capital mar- 
kets, reduced dependence on oil for foreign-exchange receipts and 
markedly raised the profile of the private business community. 

Despite fiscal and monetary restraint shown by the technocrats 
in the past 12-18 months, Indonesia's macroeconomic picture re- 
mains reasonably strong. While 6% GDP growth may be a bit low 
in the eyes of businessmen, for the government it is just about 
right. 

"The economy grew too fast in 1989-90 and we had no choice 
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bs but to apply the brakes," Finance Minister 
- Johannes Sumarlin told the Review. “I'd be 
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satisfied if we could maintain growth 
around 6% a year,” he said. 

Most private economists estimate 1992 
GDP growth to be 5.5-6.5%. Two key vari- 
ables are the level of interest rates, which 


tral bank’s tight money policy, and the 
strength of the government's tax collection 
drive. 

Growth in 1991 was powered by the 
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export sector, in contrast to past years 2- 
when domestic demand provided the 
greatest impetus to growth. Iwan Jaya  1- 
Azis, an economics professor at the Uni- 


versity of Indonesia, estimates that the ex- : 
ternal sector accounted for more than half 

1991's growth. 

The news from the trade front in 1991 


US$18. billion, a higher than expected level given the economic 


_ troubles in several of Indonesia’s major trading partners. 
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But receipts from exports of oil and gas declined by 7.4% to 
US$10.1 billion, reflecting the drop in oil prices following the Gulf 
War. Minister for Mines and Energy Ginanjar Kartasasmita said 
in February that Indonesia was unlikely to meet its budgeted oil 


2 receipts for the 1991-92 fiscal year ending in March, as these are 


based on an average oil price of USS19 a barrel. Oil is currently 
trading around US$17. 
Imports rose 17.4% in 1991, fuelled by investors’ needs for 


. capital goods and equipment. The import figures, however, could 


Ld 


E 
; 


í 


— 


4. 
i 


have been worse. In September, the Coordinating Minister for the 
Economy Radius Prawiro announced the formation of an Off- 
shore Loan Coordinating Team from which all "public-related" 


projects needed permission before seeking overseas financing. The 
definition of public-related was fairly broad and included all 
projects which bought raw materials or sold goods to state com- 
panies, plus all projects partially financed by state banks. 

A month later, Prawiro issued a list of public-related projects 


.. Which would be given permission to proceed during the next four 


years. At the same time, he said that another US$70 billion worth 
of petrochemical, infrastructural and other projects would be post- 
poned at least until 1995. The news surprised most observers, as 


. many of the larger postponed projects were supported by politi- 


cally powerful business groups. 

Notwithstanding the dent in imports made by the offshore 
loan team, import growth is still considered too high. According 
to official government figures, the trade surplus in 1991 dropped 


. 10.7% to US$3.42 billion. Jardine Fleming Nusantara believes the 


- March 1992 — could drop to US$2 billion, 
. the lowest level in seven years. 


trade surplus in fiscal 1991 — ending in 





Current-account 
deficit 








; Lynch estimates the fiscal 1992 deficit at 
Ng. U553-35 billion, while Jardine Fleming sees 
2 arise to US$5.5 billion. 

The direction of the trade numbers will 
depend partly on the success of investors 
in the postponed “mega-projects” to con- 
vince the government to let their projects 
go forward. A principal test case is the 
fate of the US$1.8 billion Chandra Asri 
petrochemical project. Shareholders, who 
include influential businessmen Prajogo 
Pangestu, Henry Pribadi and President Su- 
harto's second son Bambang Trihatmodjo, 
are currently lobbying the government for 
a waiver from the offshore loan restrictions. 

A resource outflow which can be pre- 
dicted with more certainty is the servic- 
ing of Indonesia's US$65 billion foreign 
debt, of which US$21 billion represents 
private borrowings. The government has 
forecast debt payments of US$7.8 billion in fiscal 1992, consisting 
of US$4.9 billion in principal repayments and US$2.9 billion in 
interest. These payments account for 28% of total government 
spendings in fiscal 1992. 

Indonesia will have to cope with a heavy debt burden for at 
least the next two to three years. Consequently, the technocrats 
will continue to depend heavily on annual aid disbursements from 
the 14-member Inter-Governmental Group on Indonesia (Iggi), 
which meets each June. In June 1991, Iggi members pledged 
US$4.8 billion in new loans and grants, a 5.3% jump over the 
previous year. 

Some Iggi donors threatened to cut off aid to Indonesia in the 
wake of the 12 November 1991 massacre of East Timorese demon- 
strators by Indonesian troops. But most analysts believe the threat 
has passed and that this year's Iggi commitment will again reach 
US$ 4.5-5 billion. 

Concerns about Indonesia's economic health cannot be dis- 
cerned from the latest foreign investment figures. The Investment 
Coordinating Board (BKPM) approved US$8.8 billion in foreign 
investment projects in 1991. That amount matched the level 
achieved in 1990, which was the highest ever recorded. 

Taiwan, Japan and Britain were the top investors in 1991, with 
hotels, chemicals, metal products and pulp and paper receiving 
the most attention. In a November survey by the Indonesian 
branch of the American Chamber of Commerce, 81% of respon- 
dents said they planned to complete business expansions in the 
next one to three years, and 61% said their expectations for profit- 
ability were being met. 

However, only a portion of 1991's approved projects will actu- 
ally come into being. BKPM chairman Sanyoto Sastrowardoya says 
about 65% of approved foreign investment 
eventually goes forward. 

Government efforts to curtail monetary 
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. have also widened Indonesia's current-ac- 0% on domestic investment. Sastrowardoyo 
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. US$5 billion would spell trouble for Indo- 


. government sees the current-account defi- 


_ which ends in March 1993. Private econo- 


for 1991 will probably reach US$4.5 billion, 
against US$3.2 billion in 1990. The deficit 


is likely to deteriorate further to about 
USS5 billion for the fiscal year ending in 
March. 

Sumarlin says a deficit higher than 


nesia. "The deficit is sustainable as long as 
it stays below US$5 billion," he said. The 


cit falling to US$43 billion in fiscal 1992 83i 
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mists vary widely on this score. Merrill 
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was approved in 1991, more than a third 
less than 1990. 

Persistently high interest rates have 
caused enormous problems for Indonesia's 
business community. Lending rates above 
25% have put the cost of credit out of reach 
of many small and medium-size com- 

=~ panies. Large business groups which bor- 
= rowed heavily in 1989-90 to fund expan- 
sion plans are also struggling to maintain 
their debt payments. Cigarette maker 
Bentoel shocked its bankers in June with 
the news that it could no longer meet pay- 
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ments on its US$370 million debt. A large agribusiness concern, 
Mantrust, had the same message for its bankers in March. 

The government will resist easing monetary policy until it is 
convinced inflation is on the way down. "We will not comprom- 
ise in our efforts to keep inflation low," Sumarlin told an econo- 
mists’ association meeting in February. Indonesia recorded 9.5% 
inflation in each of the past two years, well above the govern- 
ment's target of 5%. 

Sumarlin estimates the inflation rate will drop to 8% in fiscal 
1992, a decline most economists believe is attainable. Prices were 
pulled higher in 1989 and 1990 by excessive demand, whereas in 


1991 mandated price rises in electricity, transport and fuel were - 
blamed for pushing up the cost of living. With demand seemingly - 


reined in, and, according to Sumarlin, there being little likelihood 
of significant price rises in utilities and transport in 1992, inflation 
should ease. 

Despite the growth in exports of manufactured products in 
recent years, Indonesia's largest foreign-exchange earner is still 
oil, though its dominance has dwindled. Oil and gas accounted 
for 36% of total exports in 1991, against 82% a decade earlier. 
Indonesia, the world's 14th largest oil producer, is Asia's only 
member of Opec. 

In the first six months of 1991, Indonesia produced 1.6 million 
barrels per day, reversing a long downward trend, according to a 
recent report prepared by the US Embassy in Jakarta. Although a 
record number of production-sharing contractors are now actively 


exploring, Indonesia's days as a net oil exporter are fading. | 


Kartasasmita says rising domestic consumption is likely to make 


end of the century. 

The prospects for the liquefied 
natural gas (LNG) industry are 
brighter. Indonesia, which exported 
about 22 million tonnes of LNG in 
1991, supplies more than half of 
Japan's LNG imports, while markets 
in Taiwan and South Korea are 
growing. Indonesia has estimated 
natural gas reserves of around 140 
trillion ft, according to Kartasa- 
smita. 

The government's desire to see 
the LNG industry grow was re- 
flected in the decision by the off- 
shore loan team to allow construc- 
tion of a new LNG plant — known 
as Train F — to proceed at the natu- 
ral gas complex in East Kalimantan. Kartasasmita told the REVIEW 
that plans for a Train G may go forward in the near future if the 
East Kalimantan offshore gas fields can support it. 

The new stars of Indonesia’s economy, though, are the labour- 
intensive, export-oriented industries which have been principal 
beneficiaries of the economic reforms. Two of the fastest growing 
industries are footwear and textiles, which also have been among 
the top recipients of foreign investment in recent years. 

Some economists worry that the government is placing too 
much reliance on these sorts of industries. Sjahrir, who heads the 
Institute for Economic and Financial Research, notes that footwear 
manufacturers contribute little to Indonesia's manufacturing base. 
Instead, they are attracted mainly by Indonesia's low wages and 
import about 80-90% of their equipment, he says. “They can just 
pick and leave once wages begin to rise. What does Indonesia 
gain from this sort of investment?" Sjahrir asks. 

Wood products are the biggest non-oil exports. Indonesia 
shipped more than US$3.5 billion worth of plywood, blockboard, 
rattan, sawn timber and furniture in 1991, up from US$1.5 billion 
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in 1986. Indonesia is now converting large blocks of land into | 
industrial timber estates which will support a growing pulp and | 


paper industry. 


Indonesia a net oil importer by the - 
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The manufacturing sector has posted solid growth for several 
years running. Exports of manufactured goods jumped 40% from 
January to August in 1991, against an 18% increase in 1990. Ac- 
cording to Industry Minister Hartarto, industrial products cur- 
rently account for about 80% of total non-oil exports. However, 
economists and government officials say much more of the 
economy must be deregulated if Indonesia is to compete interna- 
tionally and grow domestically. “Indonesia has done an excellent 
job in managing its resources with fiscal, monetary and debt 
management policies. But it has not done so well with managing 
individual markets and businesses,” says Dorodjatun Kuntjoro- 
Jakti, another economist at the University of Indonesia. 

Agriculture, despite its importance in the economy, has been 
largely untouched by deregulation. Agriculture accounts for about 
20% of total GDP and employs more than 50% of Indonesian work- 
ers. Last year, the government did free up trade in palm oil, but 
others crops — notably wheat, corn, sugar, soybeans and many 
fruits — are mainly insulated from market forces. In March, the 
government moved to regulate the palm oil industry because do- 
mestic prices for the commodity had risen. 

Only one company, Sarpindo, partially owned by tycoon Liem 
Sioe Liong, has a licence to crush soybeans into meal. A commo- 
dity trader in Jakarta says Sarpindo’s prices are always above 
import prices and sometimes reach double the world price. High 
Soybean meal prices are hurting Indonesia’s poultry industries 
which use soybean products as feed, the trader says. 

A monopoly in the trade in cloves was set up in late 1990 by 
Suharto's youngest son Tommy. The monopoly has sharply raised 
costs for cigarette makers which 
employ some 135,000 people. Prices 
paid to clove farmers have risen 
slightly, but only at the cost of creat- 
ing a huge oversupply situation 
which is certain to depress prices 
again in the long run. Other busi- 
nessmen are attempting to create 
cartels in agricultural products like 
oranges and coffee. 

Indonesia's technocrats say they 
are committed to moving ahead 
with plans to place the economy on 
firmer ground, with the private sec- 
tor as the main engine of growth 
and free market rules as the central 
underlying principle. But before 
long-term economic success is as- 
sured, Indonesia will first have to 
overcome a number of contraints. 
These include improving the na- 
tion's physical infrastructure; creating a pool of managerial talent; 
developing the resource-rich areas of eastern Indonesia; ensuring 
that economic reforms do not disproportionately help the rich at 
the expense of the poor and dealing with powerful vested inter- 
ests who oppose efforts to open the economy. 

Three years of rapid investment have taxed telephone and 
electricity services, and seriously congested ports and roads. Only 
about 25% of Indonesian households has electricity, while 
many new factories are unable to obtain a regular power supply 
from the state utility PLN. The government, late to grasp the seri- 
ousness of the problem, is looking to the private sector for help. 
Although several firms are negotiating with the government to 
build power stations on a build-operate-transfer basis, the process 
is slow and the shortage of electricity will get worse before it gets 
better. 

Finding managers to run Indonesia's many new businesses 
poses another daunting task. Over 80% of Indonesia's 78 million 
workers have an elementary level eduction or less, while only 1% 
are university educated. The rapid growth of private industry has 
put a great strain on the supply of middle and upper level manag- 
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ers. Increasingly, Indonesian companies are importing expatriate 
professionals, particularly from India and the Philippines, to staff 
their middle management ranks. 

The technocrats will also have to make greater efforts to de- 
velop eastern Indonesia. The government has offered some incen- 
tives to invest in the region, though these have yet to produced 
significant results. Businessmen say investing in eastern Indonesia 
is difficult because there is even less infrastructure there than in 
relatively industrialised Java. 

One particularly contentious issue facing Indonesia concerns 
the distribution of wealth. Resentment of wealth accumulation by 
a small but influential group of Indonesian-Chinese businessmen 
lies just below the surface. Even government officials admit eco- 
nomic reforms have disproportionately helped larger businesses, 
many of which are owned by ethnic Chinese. These businesses 
were better able to take advantage of opportunities opened up by 
deregulation because they had a framework already in place and 
well established links with financial institutions. 

There are many views on how to redress the discrepancies in 
wealth distribution. Some leading pribumi, or indigenous, busi- 
nessmen called on the government in 1991 to introduce a Malay- 
sian-style New Economic Policy in Indonesia in order to force 
more of the national wealth into pribumi hands — a suggestion 
flatly rejected by Suharto in August. 

The armed forces are also concerned that wealth inequalities 
will lead to political instability. Defence Minister Benny Murdani 
highlighted this aspect in a March seminar, when he suggested 
the government limit the earnings of the nation's richest citizens 
as one way to break the "poverty 
trap." Technocrats and big business 
counter by arguing that à strong 
economy is the best antidote for 
wealth discrepancies, and warn 
against rolling back the reforms. 

A related issue concerns the in- 
fluence of politically powerful busi- 
nessmen who use their connections 
to obtain preferential access to gov- 
ernment contracts and credits. This 
group includes a number of Su- 
harto's relatives, including some of 
his children, as well as some of the 
top Indonesian-Chinese business- 
men like Liem, Pangestu and Bob 
Hasan. 

The cost of these activities can be 
seen on the balance sheets of the 
state-owned banks, which are often 
the primary financiers for this 
group. The clove monopoly set up by Tommy Suharto has yet to 
make its first payment on Rps 750 billion (US$372 million) in 
cheap credits awarded it by two state-owned banks and Bank 
Indonesia, the central bank. The Chanda Asri petrochemical com- 
plex, 40% owned by Suharto's son Bambang Trihatmodjo, is not 
paying interest on a US$530 million letter of credit issued to it by 
state-owned Bank Bumi Daya. 

Economists also blame politically well-connected businessmen 
for undercutting the spirit of reform. "The presence of vested 
interests discourages entrepreneurs from taking the risks they 
ought to be taking. They convince many Indonesian businessmen 
that the only way to get ahead is to cultivate friendships with 
government officials," one economist said. 

Sumarlin says the way for Indonesia to overcome these con- 
straints is to create a level playing field for all businesses and 
gradually weed out market distortions. "We have to keep moving 
forward with deregulation and reform, especially in the real, pro- 
ductive sectors of the economy. Otherwise, there will have been 
no point in opening up and modernising our financial markets," 
he said. m Adam Schwarz 


-int Ay 


ASSJNN3-4 AH vM 





2 APRIL 1992. 


Our most precious natural fesource. 


Through Freeport’s extensive program of social and educational activities, 
we demonstrate our commitment to the future and to the remarkable power of human potential. 


A commitment that remains strong after 25 years of partnership with the people ol Indonesia, 


=e 


PT. FREEPORT INDONESIA — 


f BE Affiliate of Freeport- McMoRan Copper & Gold 









Welcome | 
to Indonesia... 


... and its wide variety of cultures and people. 

To get a message through to the people, you should arm 
yourself with KOMPAS. 

Because KOMPAS is the national newspaper with the largest 
audited number of circulation. 523,453* copies of KOMPAS 
hit the street each day, and read by 3,120,000 people. 

All over Indonesia. 





Place your message in KOMPAS. 


For further information, contact : 3 


KOMPAS 
Jl. Gajah Mada 104, 
Jakarta 11140. *) Member of the Audit Bureau 








Phone : 62-21-6297809 or pun s; 
Telex : 41216 KOMPAS IA. eu t 


Fax 62-21-6297742. 





vam 


ME 


an 











> 


i 
Wen 





[E 
l 
M 






n w 






\ 
W 






o 


VITHOUT KOMPAS, YOU ARE LOST acm. —— 


i 
aw 









M 







ii 


W 


Í 









ndonesian banking probably reflects the state of the overall 
Indonesian economy better than any other industry. Banking 
was the first beneficiary of Indonesia’s economic-reform 
programme: it grew the fastest but is now struggling to digest this 
growth. The success of banks in strengthening their balance sheets 
and in finding profitable market niches will have a major bearing 
on Indonesia’s economic prospects in the medium term. 
Inevitably, a process of consolidation will have to take place in 
: the banking industry, a process that is not likely to be painless or 
"short. “Consolidation of the industry will take three to five years,” 
~ says Glenn Yusuf, executive vice-president at Bank Niaga. 
© A set of financial-sector deregulatory measures issued in 1988 
Cand known as Pakto kicked off a two-year growth spurt that 
_ began 1989. The Pakto measures paved the way for new private 
ind foreign-owned banks, removed branching restrictions and 
~ created a more competitive banking climate. | 





^  [nthe following three years, 74 banks opened for business — 
- including 18 foreign joint-venture banks — and 2,300 new 
-branches were set up. Money flowed into the system in unpre- 
—cedented amounts. Total bank funds rose m 
- almost two and half times from December 
-.1988 to September 1991. | 
. M1, a narrow measure of money sup- 
“ply, jumped 75% from December 1988 to 
October 1991, while M2, a broader measure 
that includes savings and time deposits, 
„surged 227%. Outstanding, credits in the 
^ banking system increased 247% in the same 
period. The rise of money in circulation, 
well above the rate of growth for the 
economy as a whole, contributed to an 
upsurge in inflation, and in early 1991, the 
government hit the brakes. 

In what is known as the Sumarlin shock, 
Finance Minister Johannes Sumarlin in 
February 1991 pulled Rps 8 trillion 
(US$4 billion) out of circulation by making 
state banks use some of their deposits to 
buy Bank Indonesia (Bi, central bank) 
certtficates. Most of this money was in- 
jected back into the system by BI purchases of promissory notes 
held by banks, but a clear message had been sent. Interest rates 
shot up to around 30% by mid-1991. Rates have slid to 25-27%, 
but they have dropped much less than BI wants. The run-up in 
rates has created major problems for Indonesia's expanding 
businesses and called into question the soundness of banks' 
lending portfolios. 

"Non-performing loans have increased, and one main reason 
is the government's tight-money policy," says Widigdo Sukarman, 
managing director at state-owned Bank Negara Indonesia 1946. 

Private Indonesian banks have been the main winners of fi- 
nancial-sector deregulation. The share of private banks' out- 
standing loans jumped to 36% by October 1991 from 24% at end 
1988. Many of the top private banks, which moved heavily into 
retail banking, opened dozens of branches across Indonesia. In the 


. process, these banks expanded their loan books in some cases by 


wo Or three times, but not without raising a few eyebrows. "Pri- 
ate banks inci 
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xposure,” a foreign banker says. - 
-Private banks’ success in retail banking, previously the 


customers. But for many banks, this strategy has yet to pre 
results on their bottom lines. “In Indonesia, retail banking. 
fund-gathering exercise,” says Ronald Stride, a vice-president: 
consultants Booz-Allen & Hamilton. "Lending opportunities tr 
follow but they are not there yet." | 

The numbers bear this out. About 60% of total funds in circula 
tion are in Jakarta, Bank Niaga's Yusuf says. 

The extent of banks’ troubles is unclear. Provisions for the bad: 
debts listed banks have not risen markedly. But, in the view. oF. 
many analysts, reserves for bad loans are too low. One measure In 
Pakto reduced the required reserve ratio to 2% of assets trom: 15 

BI is making efforts to correct this problem. Last year, | 
tral bank gave banks a schedule to bring their capital uj 
suggested Bank of International Settlements (Bis) level of 8 
assets. Banks must reach 5% by March 1992, 7% by March 1& 
and 8% by the end of 1993. 

Private banks have been given another task. In January 199 G 
said they had to direct 20% of their loan book to businesses w 
less than Rps 600 million in assets. The idea was to take so: 
strain off of the central bank’s subsidised-lending programmes 
small businesses, which had been suffering high levels of nc 
payment. 

But the plan has caused plenty of problems for private 
as there are not enough small, credit-worthy businesse 
20% of the banking svstem's assets. A foreign analyst w 
with rural credit plans says existing small-scale credit progra 
were underutilised to begin with. "Then, you add the 20% 
, quirement,” he explains, "and the mar 
$ becomes awash with liquidity." 

The task of coping with a run-up i 
loans will be made significantly 
the economy keeps growing. "Indones 
banks may be able to grow out of their t 
loans simply be replacing the bad lo 
with better loans," Stride says, “but if 
economy stops growing, banks will hi 
big problems.” 

For the 11 foreign banks operating 
Indonesía before Pakto, banking is n 
easy a business as it once was. The arri 
of 18 foreign joint venture banks — hi 
them Japanese — has increased con 
tion for the banking business of Indore 
top corporate customers. | 

Foreign banks are important insot 
they provide links to internation, 
markets. As of 30 September, the cc 
assets of all 29 foreign banks were or 
higher than those held by Bank Central Asia, the largest priva 
bank. E 

Foreign bankers grumble about Bi efforts to direct their ac! iwi 
ties towards the export sector. Pakto required foreign banks to — 
make at least 50% of total loans to export-oriented industries. In. 
November, BI said foreign banks must direct 80% of all foreign- | 
currency loans to exporters. us 

The 80% rule will stop banks from extending credit to many of 
their current customers. “The 80% rule will hamper our ability, 
make new loans,” says Zareh Misserlian, the country manager f 
Bank of America. “We must comply with the rules, and 
means we won't be able to make new loans to non-export.c 
panies." | 

Foreign bankers say there is not enough demand by expo 
to take up most of their loans. Foreign banks say they are ha‘ 
problems getting business from big exporters such as wood, $ 
and handicraft companies because these sectors either do mos 
their business with state banks or are too small to fit their nor 















The magnificent creature you see above is 
Garuda Indonesia’s sparkling new MD-11. 

And like the traditional Indonesian Garuda 
bird, it is sure to become legendary. 


But more by the virtue of fact than fiction. 


GAI 1425 FCS 


There's nothing mythical 


There is, for instance, nothing at all mythical 


about the power of the three high-bypass turbofan 
jet engines that drive the MD-11. 
Nor with such aerodynamic innovations as the 


distinctive winglets and smaller, horizontal tail. 





about this Garuda bird. 


Innovations that give the MD-11 a greater service than any other comparable airline, both in 


range than any other comparable aircraft. the air and on the ground. 
Combined with an on-going commitment to And that is the stuff legends are made of. 


update its already considerable and advanced fleet, G aru d a In don e si a : — 


Garuda Indonesia also plan to provide a greater Proud to welcome you aboard. 
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Nice, country manager for Chase Manhattan Bank, j 
s the 80% rule is a step backwards in Indonesia's deregula- 
tion drive. “It’s forcing inefficiencies in the system by pushing 
ro policy too far in favour of exports," he says. 
While Pakto benefited foreign banks by allowing them to ope- 
te outside the Jakarta metropolitan area, doing business in some 
reas such as retail banking has become more difficult. In January, 
Chase Manhattan sold its retail-banking arm to Bank Universal, a 
private bank majority-owned by Astra International. 
_. Foreign bankers say an important handicap in doing business 
. in Indonesia is the lack of legal protection. “You just can't count 
. on the legal system to settle a dispute between a bank and cus- 
. tomer,” Bank of America’s Misserlian says. "If those disputes 
_ could be settled, the cost of eapital would go down and there 
; | would be a greater 
willingness by 
banks to assume 
risk." 

The seven state- 
owned banks rep- 
resent the biggest 
hurdle to modern- 
ising the banking 
sector. Heavily 
overstaffed and 
inefficient, these 
banks are saddled 
with huge non-per- 
forming loans. The 
banks will not dis- 
close the size of 
their bad debts, but 
the extremely low 
| yields they produce 
gest the amount is significant. BNI '46, for example, had a re- 
1 on assets of just 0.8% in 1991. 

One analyst estimates that the payment ratios on some state 
IK-lending programmes are as low as 20%. Some of the worst 
ds are in loans to agricultural projects such as plantations 
nd tree estates. Another burden for the state banks is that they 
frequently obliged to provide funds to companies owned by 
itically powerful businessmen and to projects deemed in the 
onal interest, regardless of economic viability. 

In February, the parliament passed a new banking law that 
ill, inter alia, upgrade the status of state banks to profit-seeking 
mpanies. The legal change will give state bankers more say 
rer salary structures and hiring decisions. The law will also force 
ate banks to conduct business in a more transparent manner, a 
ange economists hope will force state banks to make lending 
isions based on business, and not political, criteria. 

To get to that point, state banks will have to be recapitalised. In 
idition to injecting new capital to the state banks up to the BIS 
capital-adequacy standard, the government will also have to 




















interest spread 








consider state banks as price leaders when it comes to deposit 
fates. “This is the dilemma: who will go first?" asks Bank Niaga's 
Yusuf. 

-Not state banks, it seems. "State banks are afraid if they lower 
tes they will lose deposits to other banks,” Bank Negara’s 
igdo says. Losing deposits is a situation the liquidity-short 
> banks are in no position to absorb. 

n the government's view, the situation is serious, but not so 
Ich to warrant intervention in the supply of credit. "There will 
O direct government intervention. Persuasion is the most im- 
ant thing," Finance Minister Sumarlin says. 8 Adam Schwarz 
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(SE) is prompting a glimmer of optimism among battered 

brokers and disillusioned foreign and local investors. The 
JSE, by establishing proper listing regulations and adequate disclo- 
sure, trading and settlement procedures, has lifted participants’ 
hopes that the next run-up in share prices will be something more 
than a bubble waiting to burst. | 

The JsE was first set up in the late 1970s, but it did not take off 
until late 1988, when landmark financial-sector deregulation gave 
the market freedom to work. In the following two years, more 
than 70 Indonesian firms sought public listings, share prices shot 
up and the JSE was hailed as one the world's high flying bourses. 

By April 1990, the market had reached the crest of a specula- 
tive wave, recording a high of 681 points on the jsE index. But the 
bourse proceeded to shed almost two thirds of its value by the 
end of 1991. That year, the index dropped 40%, turning in one of 
the world's worst performances. The stockmarket's capitalisation _ 
fell by more than 10% from the start of 1991 to December — UE 
despite 18 new firms going public. ue x 

Explanations for the market's freefall are plentiful. By pushing . 
up interest rates to counter rising inflation, the government made - 
equity investments relatively less attractive. Local speculative ex- 
cess associated with the wave of initial public offerings also col- 
lapsed as foreign investors took in all the Indonesian exposure - 
they wanted. l P Mw 

But the market's flimsy regulatory framework played the big- 
gest role. Settlement procedures were cumbersome and time-con- 
suming. Companies went public with fanciful projections and in- 
curred no penalty when results were far off the mark. Disclosure 
was something to be avoided by companies, while funds raised 
from initial public offerings were frequently used for other than 
stated purposes. 

Regulators at Bapepam, the market's watchdog agency, had 
neither the tools nor, it seemed, the willingness to enforce rules 
that did exist. Efforts to straighten out the bourse came to centre 
on efforts to privatise it. 

Frequent promises by the Ministry of Finance (MOF) to priva- 
tise the exchange began to take shape in late 1991. In December, — 
the government announced that a company called the Jakarta 
Stock Exchange, to — 
be set up and The bourse 
owned by broker- katrene 
ages, would take 
over the running of 
the bourse. At the 
same time, the gov- 
ernment raised the 
minimum capital 
requirements for 
brokerages and un- 
derwriters. 

Bapepam, which 
previously adminis- 
tered as well as 
regulated the ex- 
change, became 
strictly a supervi- 
sory agency along . 


T he continuing privatisation of the Jakarta Stock Exchange 
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400 YEARS ON... 





NOW ADD MORE SPICE 
TO YOUR INVESTMENT 





"It is visited by a great number of ships and mer- 
chants who buy a great range of merchandise, reaping hand- 
some profits and rich retums. The quantity of treasure in the 
islands is beyond all computation." 


These words were attributed to Marco Polo about 
Java, a place he passed by in 1293 but did not visit: We all 
know what happened after that. In the 16th century, the 
Portuguese, the Dutch and many others gained phenome- 
nal profits from the spice islands, through J akarta, formerly 
called Batavia. 


Today, Indonesia is in a very enviable position. A 
stable government, incredible natural resources in oil, gold, 
timber, coal, with modernisation taking at à rapid 


Call or Fax : Sjahvery Anwar, Vice-President, for ovr Annual Report. 


Jl. MH. Thamrin Kav. 22 , Jakarta, Indonesia. Tel.: (62-021) 3104646, 332008. Fax : 310-4587 


rate as the country prospers. Deregulation measures have 
opened up the economy to foreign investment in a big way 


Bank Internasional Indonesia enjoys the reputation 
of being the strongest privately owned bank nationwide. 
With stability, controlled growth and an eye for profits, B// 
has grown to be a highly respected institution in both the 
commercial and private sectors. 


Returning to the words of Marco Polo ... they could 
be reference to the Indonesia of today ... "Java is still the 
centre of trading interests in Indonesia, and offers all kind: of 
business men an opportunity to share in the wealth of this 
great nation" 


We'd like to be your bank. 








the lines of the US Securities and Exchange Commission. 
Bapepam's flamboyant chairman, Marzuki Usman, was replaced 
by a MOF official, Sukanto Reksohadiprodjo. 

In January, Hasan Zein Mahmud, the new JsE president, said 
205 securities firms had agreed to pay Rps 60 million (US$30,000) 
apiece to become shareholders in the JsE. In early March, Mahmud 
said 16 firms had failed to meet the higher capital requirements 
and their seats on the exchange would be auctioned off. 

At the JSE's offices in Jakarta, change is clearly under way. 
Mahmud, together with officials from Bapepam and the MOF, are 
drawing up new listing requirements, trading regulations and 
membership rules. The exchange plans to move to new offices in 
1994, 

“The biggest problem with the JsE right now is in clearing and 
settlement,” Mahmud says. "That's where improvement must 
start.” At present, brokers must settle trades with the individual 
companies involved. In March, the MOF said a new company, PT 
Kliring, would be set up to handle the settlement of trades. It will 
be majority-owned by five state banks. 

Still, the relationship between the JSE and its shareholders on 
the one side and Bapepam and the Mor on the other remains un- 
settled. The JSE wants more autonomy, but it lacks money and 
resources. Brokers are afraid the JSE will not be given the freedom 
to act in the best interests of shareholders. MOF officials, however, 
are keen to see quick improvements, as a healthy equities market 
is needed as part of its broader economic objectives. 

The new clearinghouse for scrip provides a good example of 
these differing views. "Initially, we wanted to do it ourselves," 
Mahmud says. But he acknowledges that the JsE, with paid up 
capital of only Rps 12.3 billion, could not quickly meet the Rps 15 
billion minimum capital level required by law for the clearing 
company. Mahmud says PT Kliring, with the state banks as share- 
holders, should be operational by September. 

The tension became more apparent in February, when the JSE 
signed a technical assistance agreement with the Stock Exchange 
of Singapore in a deal arranged by the Mor. The Singapore bourse 
will help train JSE executives and advise on trading regulations 
and the computerisation of the exchange. 

On the surface, it looks like a good deal for the JsE. “It’s a really 
big help for us, and a burden for them," Mahmud says. But he 
and some JSE shareholders wonder when the bill will come due. 
They fear that the Singapore exchange's unstated goal is to ensure 
that the automated trading system to be installed at the JSE will be 
compatible with its own. Ultimately, this would allow for the 
cross-listing of shares on the two exchanges — a long-term goal 
among Singapore stockmarket authorities. 

“I don't know what [the Singapore bourse] wants in return. 
But if we crosslist, our business will go away," Mahmud says. An 
MOF official, however, says this fear is unfounded. "We can use 
their experience to improve our regulations, but we aren't com- 
mitted to use their hardware or to cross-list,” he explains. 

Another area of confusion is the role of Indonesia's small, pri- 
vately owned exchange in the East Java capital of Surabaya. JSE 
officials contend they are under pressure to draw up listing re- 
quirements in such a way that about 15% of the currently listed 
stocks would be ineligible to maintain a listing. The reason, the 
officials say, is so that these firms will then list in Surabaya to give 
that market a much needed boost in transaction volume. 

"This is not in the best interests of the JsE, I agree, but we have 
to accommodate ourselves with government policy," Mahmud 
says. Not so, the MOF says. “The JSE should develop an objective, 

professional set of listing requirements. They don't need to worry 
about Surabaya,” an MOF official counters. 

In the meantime, there are many issues needing to be resolved 
on the JSE. An inter-ministerial coordinating group for the capital 
markets, led by former finance minister Ali Wardhana, meets 
monthly to discuss the market's progress. According to Bapepam 
chairman Sukanto, who is a member of the coordinating group, 
items on the current agenda include the establishment of a foreign 
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board, rules for open-ended investment trusts and convertible 
bonds, and guidelines for stock listings on overseas exchanges, 

At present, foreigners are allowed to hold up to 49% of the 
shares of listed companies, but foreign-eligible shares often trade 
at a premium because foreign investors have already reached the 
49% level. These mark-ups are currently done privately between 
brokers. A foreign board would make this information public. 

The prospect of overseas trading of Indonesian shares con- 
cerns brokers in the same way as the prospect of a cross-listing 
arrangement with the Singapore bourse. In February, trading in 
shares of tyre-maker Gadjah Tunggal began in Singapore through 
the guise of Singapore Depository Receipts (SDRs). Other firms, 
such as Tigaraksa Satria and pulp maker Indah Kiat, are believed 
to be considering similar moves. 

“I don't approve of spRs,” Mahmud says. His concern is that 
foreign investors will prefer to trade in SDRs on the more efficient 
Singapore market than in the underlying stocks listed on the JSE. 
This view appears to garner little sympathy at the MOF. “I’ve got 
no problem with SDRs, as long as they are issued by a good 
company," Sukanto says. "It's one way to increase liquidity and 
international exposure of Indonesian companies." 

The JsE, too, has begun to regain some of its lustre among the 
international investment community. The JSE index hit bottom at 
about 225 in October 1991. But a rally in January pushed the index 
up to about 300. It is currently trading around 280. 

But brokers’ views of the JsE's near-term prospects vary 





High interest rates hinder the JSE's resurgence. 


widely. About 10 Indonesian firms are likely to go public in 1992, 
including several state-owned enterprises in cement and planta- 
tions. Demand is said to be very strong for an upcoming flotation 
of the Plaza Indonesia, a major hotel and shopping mall complex 
in central Jakarta. 

Tax changes that render mutual funds more profitable should 
encourage more retail interest in the exchange as well. Liquidity 
also will be boosted by a new law on pension funds, passed by 
parliament in March, which will permit pension-fund managers 
to move at least some of their assets from property and time 
deposits into the capital markets. 

Barton Biggs, an international investment analyst for Morgan 
Stanley, believes Indonesia is ready for a sustained growth surge. 
"Not only are stocks cheap, but the country could be poised for a 
five-year, double-digit spurt of real growth," he predicted in an 
early March report. “All things considered, at this moment, for 
me, Indonesia is the most attractive market in the world." 

Others are not ready to break out the champagne. Many bro- 
kers say two factors are working against a JSE resurgence: high 
interest rates, which are unlikely to fall below 20% in the next 12 
months, and mixed 1991 earnings results from listed firms. 

m Adam Schwarz 
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GROWTH 

In the five years since 1986, the 
Sinar Mas Group has grown to 
become the largest producer of 
pulp and paper in Southeast 
Asia. Today the Sinar Mas Group £’ x 
represents a major force in this 
important product area, and growth * 
projections for the coming five 
years are equally dramatic, 
with Sinar Mas companies 
targeting neighbouring Asia , 
markets, Europe and America for 
continued growth. 

GRANDEUR 

The pulp and paper companies 
of Sinar Mas are not merely big, 
but conceived on a grand scale. 
The Group as a whole will have 
a paper production capacity of 
750,000 tonnes by the end of this 
year, with output expected to top 
one million tonnes in1992. Meanwhile,the Group's 
pulp and paper company maintains a forest site of 
200,000 hectares, equivalent to more than three times 


the size of Singapore. 


BRANCHES 
, The branches of a tree symbolise the benefits of 
diversification. Within the pulp and paper industry 
alone, Sinar Mas Group companies are involved in the 
manufacture of pulp, writing and printing paper, 


photocopy paper, stationery products, soft tissue and 


industrial paper. 
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BEAUTY 
Joyce Kilmer was undoubtedly 
right to enthuse over the 
natural beauty of a tree. The 
world is quickly learning 
that our natural environ- 
ment can not be taken 
for granted. Sinar Mas 
Group companies are 
involved in a variety of 
environment-aware 
projects including the 


manufacture of recycled 


TAM “I think that I shall never see 
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When You Look 
at a Tree 


What 
Do You See? 


A poem lovely as a tree.” paper and paper made from 


Joyce Kilmer 1888 - 1918 


, 





‘bagasse’, an agricultural waste, 
safe-process paper bleaching and 
critical pollution control. 

Tjiwi Kimia's water treatment 
plant at Mojokerto, East Java, ts 
the second largest of its kind in the 
world and is a showcase for other 
manufacturers. And Indah Kiat's 
extensive replanting programme replaces every 
harvested tree with three new trees, ensuring à 
continuing resource for future generations. 


A source of endlessly replenished natural beauty. 


SINAR MAS 
Paper and pulp represent a major part of the Sinar 
Mas Group's activities. Other areas of business include 
banking, land and property, resort management, 
plantations and edible oils, and consumer goods 
manufacture. 


For more information please contact 


the address below. 


Sinar Mas Group 


Wisma BII, 4th floor, |l. M.H. Thamrin Kay. 22, Jakarta 10350, PO Box 4295 JKT 10001, Indonesia, Tel.:(62-21) 310 4648, Fax: (62-21) 310 4465 





LABOUR 


The toll of 


low wages 


ecent years have seen a growing incidence of strike action 

by Indonesian workers, caused both by heightened aware- 

ness of workers’ rights and by increasing desperation over 
their meagre wages. This is despite the Manpower Ministry’s 
constant upward revisions of minimum wages, albeit in small 
doses, to catch up with inflation and alleviate worker poverty. 

Unemployment continues to be a major headache, with the 
workforce expected to expand by 2.4 million each year, a rate 
unmatched by private sector growth. To alleviate the problem, 
some seek work abroad. The government-sponsored Antar Kerja 
Antar Negara programme, (which roughly translates as “Send 
- our workers, send the nation"), has sent 295,037 Indonesians over- 
seas since April 1989 under the current five-year development 
plan, with Saudi Arabia leading the list of destinations. 

Although unemployment is a statistically tiny 2.36%, in real 
terms this means that 1.9 million of Indonesia's 80 million work- 
force are known to be without jobs. Parents in rural areas still 
send money to jobless city youths — the dependency ratio is a 
high 1:4. And almost 78% of 
Indonesian workers have only 
primary education, thus pre- 
cluding most job options. 

Also, some 39.26% of the 
workforce are underemployed, 
or working less than 35 hours 
a week, and therefore earning 
less than a full day’s pay. 
Again, the problem is aggra- 
vated because the bulk are un- 
skilled. For every disgruntled 
worker, employers can hire 100 
willing to work for a pittance. 

Although unskilled workers 
form the bulk of the jobless, 
growing numbers of unem- 
ployed graduates — estimated 
to reach 600,000 during the cur- 
rent five-year plan period — 
are worrying the government 
because of socio-political implications. During 1989-94, local uni- 
versities will have produced 1 million graduates, of which the 
government — trimming down its staffing demands — will ab- 
sorb 350,000. 

Strikes in factories leapt from 61 in 1990 to 112 last year. Taking 
à pragmatic approach, Manpower Minister Cosmas Batubara has 
encouraged labour leaders to be more courageous in fighting for 
workers' interests, preferably without resorting to strikes, and 
urged employers to observe minimum wage standards. 

"We from the government want workers to learn about their 
rights," said a Director-General of the Manpower Ministry, 
Payaman Simanjuntak. "The government realises that wages are 
low and we want to increase them. Workers look at the big cars 
driven by management, while it takes one and a half hours for 
them to get to work by bus. They feel themselves to be victims of 
the rich men." 

Apart from rising expectations, there is the external influence 
of foreign trade unions “who raise very vocal voices,” conceded 
Simanjuntak. American and Australian unions work with non- 
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government organisations in Indonesia, even providing financial 
assistance. 

In a dramatic incident last year, Jeffrey Ballinger, the repre- 
sentative of the Asian American Free Labour Institute, was re- 
called after he — acting in his personal capacity — printed and 
distributed 2,000 postcards depicting industrialist Dewi Motik 
Pramono opposing increases in minimum wage. 

In January, minimum daily wages for Jakarta went up to 
Rps 2,500 (US$1.24) from last year's Rps 2,100. This would theo- 
retically be the sum earned by a new factory hand beginning at 
the bottom of the ladder, though in practice some companies claim 
they cannot afford to pay even that. At today's food prices, Rps 
2,500 meets only 70% of minimum physical calorific needs; no one 
can explain how workers are expected to obtain the balance. 

Employers who fail to observe minimum wage requirements 
can be charged in civil courts. Informal sector workers, such as 
maids or bajai (motorised trishaw) drivers, do better than factory 
hands. Those in the construction industry would also do extra 
work on weekends. 

"Real wages should be increased every year," said 
Simanjuntak. “By April 1994, wages in all regions should match 
physical needs." 

The state of labour in Indonesia goes back to Dutch rule and 
the use of coolie labour. With independence, there was clearly 
more upward mobility, but the stratified manager-worker atti- 
tudes remained. 

Labour organisations before and immediately after indepen- 
dence were under the shadow of political parties, noted labour 
activist Saut Aritonang, president of the legally unrecognised 
Setiakawan labour union. They 
existed not to promote the wel- 
fare of workers but as recruit- 
ment outfits for political parties, 
he explained. 

That ended with the failed 
communist coup of 1965. With 
the New Order, labour and 
political parties became sepa- 
rated; today the All Indonesian 
Workers Union (Srsi) is the sole 
government-recognised work- 
ers' union. As a rival organisa- 
tion, the Setiakawan is not 
banned — freedom to organise 
is mentioned in the constitution 
— but it exists in a kind of no 
man's land, denied official le- 
gitimacy and frowned upon. 

The government's attitude 
to labour is reflected in. the 
much touted Pancasila Labour Relations, under which workers 
and employers are supposed to forge ahead as one big family. To 
the workers, however, there is little equality at this family table. 
One of the more notable protests last year was at the Gajah 
Tunggal tyre factory, where the ratio between the lowest and 
highest pay was 1:200, labour lawyers pointed out. Some 14,000 
workers downed tools demanding the government-approved 
minimum wage, a better food allowance and the right to organise. 

The unintended by-product of setting a minimum wage can be 
that employers take this as the wage guideline rather than merely 
the base. The minimum wage rule is only for those employers 
who cannot afford to pay, argued Simanjuntak. The government 
has said that state banks should refuse loans to firms which pay 
their workers less than the set minimum. 

Minimum wages are also interpreted in different ways. In some 
factories, the minimum wage is actually handed out in a package 
combining a lower basic wage, a food allowance and monthly and 
weekly incentive payments, the total equalling the legal require- 
ment. But during the past six months, since the government's 
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STABILITY... 


THAT GROWS FROM CONFIDENCE 
AND DEDICATION 


In Bali doing the best that one can is nurtured by deep conviction of the 
value of confidence and dedication. 


a 


At Bank Bali, a major Indonesian bank with 73 branches, we cherish these 
values in serving your banking need. In the strong fluctuation of today's 
economy we realize your need of security. And so, is stability. 


- 
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SALE dU Ie 


Bank Bali's Joint Venture Affiliates : 


=< 


x 


PT Sanwa Indonesia Bank (Sanwa Bank, Japan) 
PT United Overseas Bank Bali (United Overseas Bank, Singapore) 
PT Bali Nippon Insurance (Nippon Fire Insurance, Japan) 


: Ls 
Yé 
os 


Head Office : 


84 - 85 Jl. Hayam Wuruk, Jakarta, Indonesia 
Phone # (062 - 21) 649-8006, 649-6050; 
Facsimile # (062 - 21) 649-4581, 629-6412, 629-0565. 


Domestic Branches : Jakarta, Bogor, Tangerang, Bekasi, Surabaya, 
Tulungagung, Malang, Jember, Samarinda, Ujung Pandang, Balikpapan. 
Denpasar, Gresik, Bandung, Tasikmalaya, Cirebon, Cimahi, Medan, 
Bandar Lampung, Palembang, Pontianak, Pulau Batam, Semarang, Solo, 
Purwokerto. 


International Branches : Cayman Island & Los Angeles, USA. 


SUMMARY OF BANK BALI FINANCIAL CONDITION 


1989 (AUDITED) 1990 (AUDITED) 1991 (UNAUDITED) 


In Million | In Thousand | In Million In Million | In Thousand 
Rupiah US$ Rupiah Rupiah 
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TOTAL ASSET 1.761.699 | 976,822 | 2.883.191 | 1.517.469 567.869 
TOTAL LOANS 1.005.646 | 557,608 | 1.932.996 | 1,017,366 | 034.402 
PUBLIC FUNDS 943.739 | 523.282 | 1,941,788 | 1,021,994 | 

EQUITY 93,903 52.067 247 404 130,213 280.20 40.663 
PROFIT BEFORE TAX | 35/756 | 19,826 56,485 
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NET PROFIT 26,964 14,95] 41.068 21.615 ?5 806 
USS | = Rp 1,803.50 as at Dec.31, 1989 
US$ | = Rp 1,900.00 as at Dec. 31, 1990 


US$ | = Rp 1,992.00 as at Dec.3, 199] 
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tight loans policy was implemented, several factories have closed 

down, lending support to management excuses for low pay. The 

.. Labour Ministry allows a ratio of 75% basic pay to 25% in allow- 

 ances in the package matching the legal minimum. The spsi wants 
basic pay to represent the entire 100% minimum wage. 

a Aritonang, however, argues that local and foreign firms can 
afford to pay more, as shown by the number of companies which 
have expanded to become conglomerates. And their products are 
marketable, meaning that they have achieved a quality which 
justifies workers sharing the benefits, he said. Setiakawan is now 
campaigning for a US$3 minimum daily wage. 

In some 85% of union sections within individual companies, 
the leaders are chosen by employers instead of workers, said 

_ Aritonang. Out of 11,000 industries with labour unions, only 8,000 
have collective agreements. And among these, 70% of the agree- 
ments are not implemented. 

The Legal Aid Institute (LBH) can only assist workers when 
dismissal has taken place. In 1991, all but one of the approximately 
20 companies brought to court paid fines of Rps 100,000 each, said 
labour lawyers. Only one case involved a jail term, and that was 
for only a week. 

i Some 80-90% of the cases brought to the labour courts fail, 
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"TRADE AND INDUSTRY 


Low-tech and 


lic 

labour driven 
3 hile patterns of Indonesian trade and industrialisation 

have changed markedly over the past decade, their fu- 

ture direction now seems reasonably clear. By offering 

multiple incentives to export and letting market signals determine 
investment flows, Indonesian policymakers have succeeded in 
making economic growth follow from the nation's two key ad- 
vantages: abundant natural resources and labour. 

"Industrialisation in Indonesia will be a tenuous, gradual, step- 

by-step process, always affected by a huge oversupply of labour," 
says economist Dorodjatun Kuntjoro-Jakti of the University of 
Indonesia. This fact of economic life is disappointing to some. The 
influential Minister of Research and Technology B. J. Habibie has 
vigorously lobbied over the past 20 
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leading to a potentially explosive situation, said human-rights 
advocate H. J. C. Princen. “The situation could be improved if 
there was open and frank dialogue between employers and 
workers,” he added. “But because many employers are very close 
to the government, they can get help from the army to strongarm 
and help suppress discontent among workers.” 

Only a small percentage of workers involved in labour disputes 
are arrested and charged, noted labour lawyers. Intimidation is 
far more common — suspected ringleaders might be detained for 
two or three days and subjected to daily interrogation. 

“Strikes are signals to the government, and the government 
should heed them,” said Princen. There are benefits in the coun- 
try's current prosperity, he said, pointing to roads and infra- 
structure projects, but workers do not feel such benefits directly. 

Wages do not reflect years of service, noted Aritonang. There 
is no job security and workers can be sacked at management's 
whim. He would like to see some social guarantee that income 
earned is enough to support a family — provisions akin to a 
family allowance. And he would like to see promotion opportu- 
nities clearly outlined within each company. But such noble goals 
may never be achieved — there are simply not enough jobs. 

m Suhaini Aznam 


technology, labour-intensive industries. These include garments, 
textiles, footwear, plywood and furniture, fisheries and livestock, 
minerals, tourism, basic farm equipment and metal tools, toys, 
foundry products, canned foods and processed agricultural goods. 
Most of these industries will be driven by export sales. 

Some of these industries, in the space of three to five years, 
have grown to become Indonesia's top non-oil exporters. Footwear 
exports, for example, rose from US$23 million in 1987 to more 
than US$900 million in 1991. The head of the footwear manufac- 
turers' association estimated 1992 exports at US$1.2 billion. 

Textiles and garments are an even bigger success story. Rudy 
Lengkong, chairman of the National Agency for Export Deve- 
lopment, said exports of textiles and textile products rose more 
than six-fold from US$559 million in 1985 to almost US$3.4 billion 
in 1991. Textiles and footwear have absorbed billions of dollars in 
foreign investment in the past five years. 

The structure of Indonesia's economy will ensure that this sort 
of industrialisation continues. "Industries are building on the back 
of plentiful, unskilled labour and a huge base of natural resources. 
We can survive on this for another 20 years," Kuntjoro-Jakti says. 

There are a number of factors which militate against a push 
into higher value-added industries, though demographics is pro- 
bably the most important. Some 2.3 million Indonesians enter the 
workforce each year, the vast ma- 


- years for greater investment in such Composition of trade : jority of them relatively unskilled, to 


industries as aircraft manufacturing Jan.-May 1991 


and nuclear-power generation. 
. Equally, many officials in the Min- 
. istry of Mines and Energy and the 
Ministry of Industry are keen to see 
more investment in upstream, high Japan 40 
value-added industries. 
"We would like to see more [in- 
vestment] that brings in modern 
skills and technologies," says 
Tungky Ariwibowo, deputy minis- 
ter of industry. "[But] our primary 
competitive advantages are our 
natural and human resources. These 
factors will not change." 
Although some investment will 
take place in higher technology 
businesses, most of Indonesia's main 
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join an already underemployed la- 

| bour pool. Economists estimate that 

By commodity about 44% of the country's 78 

rals 6 million-strong labour force works 

"Food9 less than 35 hours a week, with 50% 

-Others4 of the underemployed working less 
| than 24 hours a week. 

"Why should investors force 
their way into expensive, high 
value-added industries? You have to 
look at the signals sent by input 
costs, in this case by cheap labour. 
For investors it's just too tempting 
to use the big labour market here," 
Kuntjoro-Jakti says. 

Another factor that discourages 
4 more investment in higher techno- 
16. logy industries is the lack of infra- 
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technology industries are more dependent on these inputs than 
are simple technologies. 

The regulatory environment, both local and foreign, also tends 
to discourage capital-intensive investment, economists say. “In- 
vestors don't think long term here because [the government's] 
policies are always changing," says economist Mari Pangestu of 
- the Centre for Strategic and International Studies in Jakarta. 

Uncertainty about future policies, she says, not only adds to 
the cost of investment but also helps determine what kind of 
investments are made. "We get a lot of footloose, low-capital in- 
vestments. They can pick up and go when they want." 

University of Indonesia academic Iwan Jaya Azis says a rise in 
global protectionist sentiment will further encourage Indonesia's 
current industrialisation trend. "If the world moves away from 
the Gatt multilateral trading system, then each country will have 
to focus even more on its own comparative ad vantages," he says. 

Economists, government officials and other analysts say that 
for Indonesia to compete internationally, the economy must be- 
come more efficient. "Indonesia's economy is still marked by in- 
efficiencies and high costs," declared a recent editorial in Kompas, 
Indonesia's leading newspaper. 

The government hopes the Asean Free Trade Area (Afta) pro- 
posal, agreed at Asean's summit in Singapore during January, 
will force Indonesian industries to become more efficient. The 
Afta agreement commits Asean members to lower or remove tar- 
iffs on most intra-Asean trade over a 15-year period. In the past, 
Indonesia has blocked such initiatives out of fear that its indus- 
tries would be devastated by competition from more competitive 
Asean members. But a comprehensive programme of economic 
reform has strengthened Indonesian industry and lessened, 

though not eliminated, this fear. 

Prior to the Asean summit, Indonesia was expected to resist 

_ including capital goods under the Afta framework. But, to the 
surprise of many, Industry Minister Hartarto told his Asean 
counterparts at the summit that Indonesia would agree to include 
capital goods. 

The news came as 
an unpleasant surprise 
to some Indonesian 
businessmen, notably 
those active in rela- 
tively protected areas. 
Herman Latief, who 
heads the Indonesian 
Automotive Industry 
Association, said car 
manufacturers were 
not ready to deal with 
regional competitors. 

Finance Minister 
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donesian participation 
in Afta. “We have to 
face that [competitive] challenge. We cannot wait,” he told the 
REVIEW. “If we don’t make the economy more competitive, Indo- 
nesia will become just a market for the rest of Asean, the place 
where others sell their goods." 

-Pangestu said Indonesia could potentially gain more from Afta 
than the rest of Asean. "Afta should increase intra-Asean trade 
and, in the long run, Indonesia will have the largest range of 
industries among Asean countries," she says. 

By exposing industries to greater competition from Asean 
members, Indonesia will also be better prepared to face future 
competition from other countries which share Indonesia's labour 
and resource profile. Ariwibowo identifies China, Vietnam, Pakis- 
tan and Bangladesh as Indonesia's main long-term competitors in 

Asia. m Adam Schwarz 
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Waiting for the tourist dollar. 


TOURISM 


Growth from 
Asian markets 


he country’s tourism industry is expected to expand this 

year following a successful Visit Indonesia Year in 1991. 

With more than 2.5 million visitors — an increase of 18% 
on the previous year — tourism earned the country US$2.47 billion 
in foreign exchange. To build on this growth, Indonesia wants to 
diversity its tourist draw away from its established European 
market to the Asian market — which has overtaken European 
arrivals in the past two years. 

“The US and Australian markets are in recession [and] Europe 
is struggling with unification and domestic problems,” said Udin 
Saifuddin, the director of marketing at the Directorate-General of 
Tourism. So in 1992 Indonesia is looking to Taiwan, Hongkong, 
South Korea, Japan and its own Asean neighbours, in particular 
Singapore and Malaysia. To this end, it is opening a new office in 
Taiwan which will also handle the Hongkong traffic, leaving the 
Japan office to oversee the South Korean market. Indonesia wants 
to attract between 2.2-2.93 million tourists, with expected foreign- 
exchange earnings of US$1.98-2.8 billion. 

Singaporeans, who top the list of visitors, are misrepresegted 
when calculating tourist volume, according to Daisy Hadmoko, 
editor of Travel Indonesia. Although Singaporean arrivals are twice 
that of the Japanese, 70% head for Batam island, just a 35-minute 
ferry-ride away. Most are daytrippers who come for the seafood 
and shopping and do not stay in hotels and should be differenti- 
ated from regular tourists, she said. 

Of the more immediate challenges facing the tourism industry, 
the hotel glut in Bali looms large. With a jump of 9,000 new rooms 
in four-star hotels in Bali last year, hoteliers are now forced to 
lower rates drastically to maintain reasonable levels of occupancy. 
Nine upmarket hotels compete in Nusa Dua alone. And while 
they can still attract the well-heeled, the smaller hotels in Bali are 
suffering. A lot of tourists are willing to fly economy class, but 
insist on quality accommodation, which tour agents are usually 
able to wrangle in a package deal, industry analysts noted. 

If there is a shortage anywhere, it is, ironically, in Jakarta itself. 
Even during the Gulf War last year, Jakarta’s hotel occupancy 
dropped only marginally, while the Bali traffic fell to desperate 
levels. This shortage, however, is being hastily rectified. Three 
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hotels were opened last year and 18 more four- and five-star ho- 
tels will be built between now and 1997, 

The other major challenge this year is the tacit competition 
among the Asean countries in this, Visit Asean Year. Although 
member countries are in theory promoting Asean as a package 
deal, most are selling the same attractions — beaches, mountains, 
cultural diversity, performing arts and handicrafts. In the parcel- 
ling out of events, Indonesia will host the Asean Festival of Arts in 
Jogjakarta in August. But for the non-Asean national, the differ- 
ences between a shadow-puppet show in Thailand, Malaysia and 
Indonesia tend to blur after a while. 

Within Asean itself, the finer points of artistic differentiation 
are appreciated. But its neighbours are miffed about Indonesia's 
Rps 250,000 (US$125) exit tax imposed on all outgoing residents. 
This discourages Indonesians from travelling, making it a one- 
way traffic between neighbours. On top of that, the Ministry of 
Tourism, Post and Telecommunications is toying with the idea of 
pressing an additional Rps 25,000 levy which would go to the 
financially ailing Indonesian Tourism Promotion Board. 

Indonesia's sales pitch as a "destination of endless diversity," 
continues from Visit Indonesia Year. While its two most popular 
destinations remain Jakarta (27.7%) and Bali (25.7%), a substantial 
13.3% find their way to North Sumatra. Other spots that have 
made their mark on the tourist map include Jogjakarta (6.4%), 
West Java (6%), Riau (5.5%), with the remaining 15.4% going to 
more remote corners of the archipelago. 

To offset the logistical problem imposed by its 13,667 islands, 
Indonesia has opened eight regional airports to direct interna- 
tional flights, with another in Central Java due this year. The au- 
thorities hope that easier accessibility will encourage tourists to 
make more of their vacation time, as well enable them to tour 
more cities. The average length of stay per visitor — 12 days, with 
an average expenditure of US$900 per head — is one of the high- 
est in the region. 

The second phase of Jakarta's Soekarno-Hatta airport has just 
opened; the runway in Batam is being extended to accommodate 
Boeing 747s; and the airports in Bali, Manado, Surabaya, Biak and 
Lombok are all being upgraded. There are ferries linking Riau 
and Sumatra to Java, and Java to Bali and Lombok, but the land 
links between are for those with time and the stamina for tour 
buses or four-wheel-drive vehicles. 

Package tours account for 38% of Indonesia's tourist traffic, 


56 FAR EASTERN ECONOMIC REVIEW 








VISSNOONI! 13^WH.1 


on 


Farmers in Bali; Sulawesi dancers; palm-fringed luxury: appealing to Asians. 


compared to 55% independent visitors, mostly businessmen. Un- 
deterred by the relatively high costs of internal transport, the lat- 
ter are drawn to Sulawesi, Irian Jaya, the Nusa Tenggara Timur 
cluster and a few remote spots on Sumatra. Many of these travel- 
lers are backpackers or high-spending nature-lovers from Aus- 
tralia and Europe. 

Asians tend to come on package tours and, besides accom- 
modation, spend most of their money on handicrafts. Australian, 
European and American tourists spend more on entertainment 
and recreational activities like water sports and jungle trekking, 
according to industry analysts. Unlike some of its neighbours, 
Indonesia is yet to actively promote tourism for its own citizens, 
who, if they can afford it, would rather travel abroad. The bulk of 
its 180 million people cannot afford leisure tours and, for them, 
travel is to get from one point to another for their livelihoods. 

There are the usual fears that this influx of foreigners will con- 
taminate local culture. However, in Bali at least, the local popu- 
lace seem oblivious of the intrusion and continue with their daily 
offerings, farm work and temple festivals, as if the tour buses 
were part of the landscape. 

In cities steeped in the performing arts like Jogjakarta and Solo, 
there are separate programmes for tourists and locals. The former 
are short, encapsulated shows that the uninitiated can follow 
without understanding the roots of the tradition, while for the 
locals puppet performances and dance operas may extend over 
several nights. According to Hadmoko, both are necessary. On 
one hand, tourists get value for their dollar, and on the other, 
traditions are maintained. In fact, it could be argued that some 
dances might have died without the tourist dollar to support them, 
she said. 

The tourist dollar also trickles down to the villages. In Bali 
tourism has created jobs for young locals as tour guides, drivers, 
shop assistants and restaurant staff and villagers benefit from lu- 
crative sales of handicraft. In Manado, fishing and sailing boat 
operators earn decent side-incomes from ferrying tourists. 

With more upmarket tourists moving away from the crowded 
resorts, the government has pioneered 11 tourism centres, particu- 
larly in Lombok. The usual system is for the government to ac- 
quire land in a relatively remote area and then build a four-star 
hotel. The hope is that once the hotel proves feasible, private in- 
vestors would then flock in to repeat the Bali success story on a 
more modest scale. m Suhaini Aznam 
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going places, leaving the old 
head-hunting image behind for 
. In fact if the environmen- 
talist lobby is any guide there will be 
hardly any forest left for proper forays into 
neighbouring territories to hunt anything. 
The book about Taib Mahmud, chief min- 
ister of Sarawak, is called Taib: A Vision For 
Sarawak and deals with contentious issues 
and the only head-hunting it evokes is of 
the modern kind, but with emphasis on 
talent regardless of race. Helping the 
Malays and Bumiputras generally, Taib 
makes clear, should not be at the expense 
| of depriving the others of their rights — a 
tough formula to work out in this multira- 
cial country. The aim is rapid development 
of the state which is already faring very 
well in terms of growth. 

The targets are so ambitious that one 
can imagine the mood which created this 
news report a few days ago (in March): 

We have heard of 5-star hotels, but a toilet? 
This one is being built in Ban Hock one behind 
the ocBC building here [Kuching]. 

The structure will incorporate a blend of 
contemporary and traditional architecture with 
a landscape garden, at a cost of M$95,000. It is 
scheduled to be completed next month. 

Kuching City North Datuk Bandar 
[Mayor] Dr. Yusoff Haji Hanifah said yester- 
day the men's toilet will have five urinals, three 
water closets, three wash basins, hand blower- 
dryer and detergent dispenser, while women 
will have four water closets and similar facili- 
ties. 

He said the toilet floor would be kept 
dry through the use of special drip-through 
grilles . . . 

Is the five-star toilet symbolic? Is it a 
blow against the constantly irritating eco- 
logy-wallahs who claim the state is being 
polluted by reckless destruction? Who 
knows? But tourists in Kuching — 
backpackers and the jet-set — can be sure 
of one thing. They can go to the loo in style 
and admire contemporary and traditional 
styles in the middle of a fine landscape gar- 
den, ensconced comfortably in the most 
suitable seat in the house. 


The growing new status symbol here is 
horse riding. Since colonial days horse rid- 
ing has meant little more than racing. Now, 
slowly but steadily, it is taking on a new 
look. The exclusive sport of the wealthy 
elite is turning into a sport for the middle 
class. In fact, for anyone who cares to go 
for a trot new clubs and facilities abound. 

For as low as M$30 (US$12) an hour 


- 


. 9 APRIL 1992 — v 
ee - o IM Law - 7 cdd 


um 9 aa 





fundable deposit of M$300, anyone can ride 
in the Templer Park Equestrian Centre 
which now has two paddocks and a stable 
for 15 horses — and it is just 22 km from 
KL. The Awana Riding Club in the Genting 
Highlands resort area — 45 km away — 
also caters (at comparable rates) for casual 
weekend and holiday riders. The more ex- 
pensive clubs — like the new (opened April 
1991) Bukit Kiara in KL with membership 
fees at M$25,000 (corporate membership is 
M$50,000) — are making valiant efforts to 
become popular riding venues. The Malay- 
sian economy may be solidly based and 
growing, but as one rider put it: “We are 
rich, lah, but not that rich, yet!” 
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Given the way the city has grown rich 
in concrete, there are few places left to de- 
velop large park areas for riders to show 
off. Someone could well think of a setting 
up somewhere in the rolling hills of KL's 
Lake Gardens or in Taman Titiwangsa, the 
popular recreation area on the western out- 
skirts, as places to parade all those gleam- 
ing four-legged Porsches. 

Still, it seems "everybody" is doing it 
somewhere, from Prime Minister Datuk 
Seri Mahathir Mohamad to Malaysia's 
best-known television newscaster Wan 
Zaleha Radzi. Apart from KL there are 17 
clubs (9 riding and 8 polo) in Pahang, 
Kelantan, Perak, Penang and Johor. The 
editor of an about-to-be-published eques- 
trian magazine says a few more are in the 
planning stage. 

About 5,000 copies of the new maga- 
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Riding enthusiasts already enrolled in vari- | : 
ous clubs number some 6,000, and one club | . 
has actually frozen membership while its 
M$5 million renovation programme is un- 
der way. So the magazine is also aimed at | 
the general public to try and introduce 
some horse-sense. And of course the mar- 
ket may lie beyond Malaysia as well. | 

For instance, the scene in Singapore is | 
similar — with three riding clubs (includ- |- 
ing one polo club) and something like 1,000 | 
riders at the moment. According to Peter | 
Abisheganaden of Singapore's Equestrian |. 
Management Consultants there has been a | 
sharp revival of interest as the City State's | 
affluence makes the sport more viable as. 
an industry. Space is a constraint, of course, | 
but there is a club across the causeway in | 
Johor and Singaporeans can get there in 
half an hour or so. 4 

The growth of the sport in Indonesia | 
(around 10 registered clubs in Jakarta) over | 
the past four or five years just about 
matches the growth in Malaysia, while 
Thailand has seen a surge in interest over 
the last couple of years. But, says Abishe- | 
ganaden, the standards are far behind Ja- 
pan, Korea and India who are all Olympic 
contenders. If the growth continues in | 
Southeast Asia then standards should im- 
prove over the next five years. 

But horsing around still amuses a lot of | 
people. Gelihati, a satirical magazine along |. 
the lines of Mad magazine, could not resist 1 
depicting Finance Minister Anwar [brahim 
as a fesyen (fashion) trendsetter of the 1990s, 
His fall from a horse made a neck brace | 
necessary, so the minister has been sport- 
ing it regularly with matching shirts and | 
suits. Anwar may not know it, but the pain 
in his neck may be the best publicity yet 
for leisure riding in Malaysia. 






The national newsagency Bernama does not | 
lack an eye for a colourful story. Its Kota | 
Kinabalu correspondent recently reported 
the story of a local hooker who was seen | 
running down a busy street yelling after | 
an apparent customer. The "John," it | 
seems, pulled up his pants and took off | 
without paying while the lady was in the 
loo. She went after him without bothering | 
to pull on her pants — or anything else, 
Several admiring males rushed to the aid 

of the damsel in distress and the runaway | 
was quickly apprehended. No, she did not | 
demand payment on the spot. She had | 
other plans. Now covered with a blanket 
provided by her helpers, she led her man 
back to the cathouse. E 
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Thai artists, when exploring Thai identity, respond with Buddhist motifs and symbols. 


Art for god's sake 


Artists turn to Buddhism in their search for a Thai style 
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. By Albert Paravi Wongchirachai in Bangkok 


hen Chalood Nimsamer 
placed his enormous, soaring 
gold sculpture in front of the 
Queen Sirikit National Con- 
vention Centre, he was raising a totem to 
the question of ekalak Thai or Thai identity. 
To the World Bank delegates inaugurating 
the convention centre, it was an emblem of 
the new economic order, progress which 
retains Thai features. To Thai artists, it 
opened old wounds: how does a contem- 
porary Thai artist serve his culture? 
Chalood's sculpture draws direct inspi- 
ration from traditional representations of 
the sira-prapha — wisdom flames radiating 
from the Buddha's crown. Its title, 
"Lokuttara," which means transcendental, 
is a play on the classic interplay in Bud- 
dhist philosophy between lokuttara and 
lokiya — the transcendental and the mun- 
dane. 
For many Thais, being Thai and being 
Buddhist are synonymous. When asked to 


explore Thai identity, most artists respond 
with a repertoire of Buddhist motifs and 
symbols derived from classical temple art. 
Ritual boundary markers, dharmacakra 
wheels, Buddha-footprints and temple 
pediments are the standard references. 
Many see this neo-Buddhist solution to the 
question of Thai-ness as a sort of no man's 
land. To committed modernists, it repre- 
sents bad art, a blatant rehashing of old 
icons. To traditionalists, it borders on dese- 
cration and the simple failure to under- 
stand one's own culture. 

Successful experimentation in the neo- 
Buddhist genre in the 1960s was led by 
painters like Pichai Nirand and Thawan 
Duchanee. Hyper-realist, surrealist and 
semi-abstract variations were meshed with 
a legacy that owed much to the temple 
mural. Even then, it seemed the genre had 
exhausted its possibilities. 

That these tired themes should be re- 
considered in the art shows around the 
country in the past year is a sign that an- 
xieties of cultural identity are resurfacing 
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amid Thailand's bewildering boom-town 
economy. 

Even the influential White Group took 
up the theme of "Thai Spirit" in its annual 
exhibition at the National Gallery. Sriwan 
Janehuttakankit turned her abstract graph- 
ics into papier-mache compositions of Bud- 
dhist ritual. Attempts to make use of Bud- 
dhist symbolism remained heavy-handed. 
Somask Chowtadapong's "Today Medita- 
tion," for instance, took a conceptualist 
pose by presenting the image of a broom 
— presumably to clear away the defile- 
ments of the mind. 

The challenge of bridging tradition 
and modernity has been a problem ever 
since King Chulalongkorn (Rama V) de- 
cided to put a classical Thai roof on top of 
his neo-Italianate Grand Palace. Since then 
it has never been clear which culture 
dominates. When his son, King Vajiravudh 
(Rama VI), initiated a neo-traditionalist 
"Fine Arts Style" to curb the European 
tastes of young Siam, he probably never 
imagined that the issues would persist 
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Chalood's sculpture (above) outside the Queen Sirikit National Convention Centre. 


until the end of the century. 

These issues have endured because Thai 
contemporary art has many of its roots in 
the business of nation-building. The 
Silpakorn Fine Arts University itself — the 
powerful centre of the Thai art establish- 
ment — was born of Field Marshal Pibul 
Pibulsongkram's nation-building cam- 
paign. With the overthrow of absolute 
monarchy in 1933, Thailand entered a new 
phase of nationhood. Under the dictatorial 
regime of Pibul, a new ideal of Thai cul- 
ture was propagated. Pibul ordered new 
lyrics for the national and royal anthems, 
created a National Council for Culture, en- 
couraged Western dress and changed the 
country's name from Siam to Thailand. 

Pibul admired Fascism and introduced 
the notion of the Pu Nam or The Leader, as 
his version of the Fuhrerprinzip. To ex- 
press his vision, he commissioned the 
School of Fine Arts to design the Consti- 
tution Monument (1939) and the Victory 
Monument (1941). In return, he raised the 
status of the school to that of a university. 
In a sense, the school functioned very 
much within the tradition of the historical 
atelier-system dominated by clear patron- 
client relationships. The artisan's role had 
always been to please the patron. 

Since its inception, Silpakorn University 
has trained virtually all of the nation's big- 
name artists. The annual Faculty Exhibi- 
tion reveals how many of Thailand's estab- 
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lished artists actually teach at the univer- 
sity. The result is a unique clique of insid- 
ers whose primary identity is that of the 
artist-civil servant. 

But even insiders like Montien Boonma 
are beginning to break away from the sub 
ordinate roles historically assigned to art- 
ists. "This whole business of Thai identity 
is just a framework to use within contem 
porary art,” says Montien. “I asked myself 
if I could create Thai art without Thai or- 
namentation, without relying on Chiang 
saen, Sukhothai . . . and all that." 

Montien's works observe rather than 
propagate hardline messages on Thai 
ness. In his exploratory series on the chedi 
(Buddhist reliquary pagodas), he decon 
structs the images of the sacred, right down 
to the brick. He fulfills an almost Bud- 
dhist analysis-of-parts and, in so doing, 
exposes dependence on convention-as 
truth. In "The Benediction," his most 
talked-about work in the past vear, he 
performs a traditional candle benediction 
on a collage of photo-negatives and televi- 
sion images. 

Typically, Montien has received more 
local attention since exhibiting in the 1990 
Sydney Biennale and in Vienna. Art histo 
rian Apinan Poshyananda says: "Montien 
fits well with the mood of the international 
art scene, which is moving away from its 
Euro-centric and America-centric preoccu 
pations." 
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What makes 
dragons tick 


The Four Little Dragons: The 
Spread of Industrialization in 
East Asia by Ezra F. Vogel. 
Harvard University Press, 
Cambridge. US$16.95. 


Back when Ezra Vogel 
primed Japan as Number 
One and joined that exclusive 
club of celebrity academics, 
he flirted with cultural ex- 
planations to account for Ja- 
pan's sterling success. If the 
Protestant ethic and the spirit 
of capitalism, courtesy of 
Max Weber, could capture 
imaginations about the West, 
why not Confucianism in East Asia? 

While Vogel flirted, others swooned. 
Confucianism, despite the rather large hic- 
cup in China, its very fountainhead, be- 
came a fashionable key to understanding 
growth first in Japan and then in the little 
dragons of South Korea, Taiwan, Singa- 
pore and Hongkong. Success was, in es- 
sence, attributed to the Asian spirit. And it 
was just a matter of time before others took 
up the cudgels of the Asian spirit, not just 
to explain growth rates. From intellectual 
circles in Tokyo to Singapore's top philoso- 
pher, Lee Kuan Yew, one hears smug as- 
sertions about the cultural values of this 
region: a strong system of control, empha- 
sis on the group rather than the individual 
and authoritarian politics are part of the 
Asian spirit and part of Asia's success. 

With this slim volume, Vogel weighs in 
with his contribution to this heady search 





Search vehicle 


Narrow Road to the Interior by Matsuo 
Basho. Translated by Sam Hamill; illustrated 
by Stephen Addiss. Shambhala Centaur 
Editions, Boston & London. US$10. 





Was the great Japanese poet Basho on 
the verge of a nervous breakdown one 
morning in 1689 when, in his mid-40s, he 
mended his pants, rubbed salve into his 
legs, threw a satchel over his shoulder 
and set out across the Shirakawa Barrier 
for Japan's northern province? 
Surrounded by his many admirers and 
students, one of whom had planted the 
plantain (basho) tree near the poet's house 
that lent him his name, the ailing Matsuo 


for the Asian spirit behind the little dra- 
gons. The results, originally given as a 
Harvard University lecture series in hon- 
our of another celebrity academic, Edwin 
O. Reischauer, are a qualified endorsement 
of the idea of a unifying spirit. Vogel 
hedges a bit but winds up characterising 
this spirit as "industrial neo-Confucian- 
ism." He devises his own list 
of the tell-tale practices in- 
spired by the Confucian tra- 
dition: a meritocratic elite, 
an examination system, the 
importance of the group and 
the goal of self-improve- 
ment. 

That said, his lectures 
end on a confused note. The 
era of industrial break- 
through over, he writes, the 
very Confucianist practices 
he named are fading, re- 
placed by such curiosities as 
social cleavages, militant 
workers and citizens "de- 
manding a greater voice in government." 
One is left wondering just what Confu- 
cianism explained after all. 

m Margaret Scott 





Down — not out 


Against the Few: Struggles of India's Rural 
Poor by Arun Sinha. Zed Books, London. 
£32.95 (LIS$55). 


Guide books describe India as full of 
"timeless landscapes" and the state of Bi- 
har as "the cradle of Jainism and Bud- 
dhism," but this book presents a very dif- 
ferent picture, one of burnings alive, hang- 
ing by the feet and clubbing, and illiterates 
being forced into debt-bondage with 


Munefusa (1644-94), together with fellow- 
poet Sora, headed out on the strenuous 
journey. Basho, the grandfather of haiku 
and the most famous poet in Japan (some 
call him Japan's Shakespeare) sought “not 
to follow in the footsteps of the men of 
old; but to seek what they sought" — 
poetic inspiration, historical knowledge, 
a link with past poets who had travelled 
the same rugged landscape and spiritual 
renewal. In his excellent introduction 
to this book, Sam Hamill suggests that 
". . . Basho was merely undergoing what 
our culture terms mid-life crisis." 

First published posthumously in 1702, 
Oku no Hosomichi, previously translated as 
The Narrow Road to the North, is here 
translated as Narrow Road to the Interior, 
emphasising the dual nature of the poet's 
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thumb-prints on documents they can nei- 
ther read nor understand. 

Arun Sinha was the journalist who in 
1980 exposed the blinding by police of vil- 
lagers on trial in his native Bihar. In this 
book he undertakes a more comprehensive 
examination of the woes of that state, and 
the fates of various movements that have 
tried to alleviate the dreadful conditions 
under which agricultural work is under- 
taken there. 

Sinha sets out to analyse seven instances 
of agrarian revolt or other attempts at 
change. He looks at the background situa- 
tion, and in particular at the political 
groups behind the moves. In one village it 
was Catholic missionaries versed in libera- 
tion theology on the South American pat- 
tern; in a struggle against the cruel prac- 
tices of the monks of a Hindu abbey it was 
followers of J. P. Narayan, the charismatic 
leader devoted to his own non-violent, 
non-Marxist ideology. 

But mostly it was Marxist groupings of 
one kind or another that were involved, 
giving their own kind of coherence to a 
pre-existing but unformulated sense of 
desperation. These movements were usu- 
ally led by educated young men, often the 
sons of traditionally well-to-do families 
that were descending the social ladder with 
the arrival in the area of more energetic (or 
more ruthless) entrepreneurs. Physical 
conflict between peasants or labourers and 
the armed bands maintained by the land- 
owners was the eventual outcome of all 
but one of the cases studied. 

The one exception was where the 
Catholic missionaries led socially unclean 
Musahars to establish a dairy cooperative 
of quite exemplary excellence. Sinha 
praises this work, plus the Catholics' scru- 
pulous avoidance of the smear commonly 
applied to reformers that they are "extrem- 
ists" or, worse, "foreign agents." But he 
does feel that such modest advances within 





2 APRIL 


1992 


SSIOOV N3H4316 






the existing framework effectively made 
the realisation of the vision of revolution 
more distant. 

Failure to effect real change, Sinha ar- 
gues, came as much from the complexities 
of Indian society as from the power of the 
_ elites. Caste would not be put aside even 
when working alongside fellow victims of 
oppression, religious taboos continued to 
divide, the position of women was regu- 
larly ignored, and men who won a small 
concession would frequently then drop out 
of the movement. 

In addition, national measures of land 
reform continued to remain unenforced, so 
that, for instance, landlords easily evaded 
limitations on the size of holdings by sim- 
ple tricks with the connivance of lawyers 
and the total cooperation of the police. 

It is clear that Sinha believes that a 
profound change, not necessarily of the 
kind Marx envisaged but at least one par- 
allel to it, is what India fundamentally 

 meeds, although he states that a discussion 
of the question of a possible revolution 

through the whole of the country falls out- 
side the scope of his work. 

This is not an easy book to read. The 
style fluctuates between the dutiful record- 
ing of facts and more relaxed, anecdotal 
passages, and the mix is not always satis- 
factory. There is one conclusion, however, 
which is unavoidable. 

It is widely felt in the prosperous West- 
ern democracies that a certain decent 
standard of living should, if not necessa- 
rily be provided, then at least be readily 
available through reasonable effort to all 
members of society. This is clearly not the 
case in much of the rest of the world, and 
manifestly not so in India. 

It follows that the fall of established 
communist societies world-wide is not go- 
ing to mark the end of efforts, violent or 
otherwise, to change the situation of such 
grossly disadvantaged people. The dis- 





crediting of Marxis rationali- 
sation for such strug merely left a 
gap that something: ne day going 
to have to fill. What has gone is economic 
support for such struggles at the interna- 
tional level. The root causes of the strug- 
gles themselves are v tunately still very 
much alive, as this book amply, if not al- 
ways eloquently, demonstrates. 

... @ Bradley Winterton 














Bulls in the China Shop 
and other Sino-American 
Business Encounters 

by Randall E. Stross. 
Pantheon Books, New York. 
US$ 25. 


Randall Stross com- 
bines humour and depth 
in his finely written ac- 
count of the evolving 
business relations between 
the US and China over 
the past decade. Stross 
draws on a collection of 
vignettes, personal obser- 
vations and interpreta- 
tions to explain the illu- 
sions and high expecta- 
tions each side has had of the other. 

Americans' emotional involvement 
with China came with a missionary zeal — 
whether consciously or subconsciously — 
to convert the other side into something 
they feel at home with, Stross observes. 
Thus the glee in the US media as it 
greeted every change in China that seemed 
to show the disintegration of its hated so- 
cial order. 

A changing China disillusioned with 



















































rigid Marxist teachings; a China helpe 
on reforming its fossilised economy; a 
ancient civilisation eager to learn the wai 
of modern capitalist management from ti 
West — all images of a seductively vulne 
able society ripe for subversion. 
William Dill, a New York academic in- 
volved in à management programme in 
Dalian, was quoted in 1981 as saying: "It's - 
up for grabs what direction China will take. 
in the next twenty years. They're ready to 
be subverted." Sx 
The Tiananmen incident gave the book 
the poignant focus it lacked during the f 
draft, the author reveals, and provided 
convenient watershed f 
the decade of US invol 
ment with China si 
. 1979. Husions were sha 
tered, self-deceptions e5 
posed and mutual sus 
cions resurrected. 
The Tiananmen i 
dent has helped to cha 
the perceptions that. 
side ting had of the ot 








transfer ¢ of We 
agement methods & 
vive sagging Chines 
dustries belies cos 
greater than the pi 
hardware. What is at 
is the future of Ma 
ideology, and by exte 
the communist party itself. Having 
ered its guard against "peaceful evolu 
in the mid-1980s, the Chinese leaders? 
once again on the defensive. 
For the US, this is tantamount toà 

in the face. It feels uncomfortable : 
country that insists on embracing p 
ples that are different from those it hok 
dear. | 
Thus the author concludes that tf 
Willy Lomans of the US who pionee 
the push into China in the early 19 
armed with little more than persona 
thusiasm and the profit motive, are t 
just as bewildered as they were with 
customers and suppliers on the other « 
of the globe. 
This conclusion, however, is ironic and 
discouraging in view of the racks of books 
that have been written about Chinese pole” 
tics and about doing business with China. 
— including this one — as well as the m 
merous English-language magazines, 
newsletters and Bidets aue dde 








China and other coun nics 

Thanks to these publications, Chi 
modus operandi in the realm of con 
has become much clearer over the p 
years. If US businessmen insist they 
nearer to understanding their C 
counterparts than when they first : 
dealing with them, the reason : 
elsewhere. @ Elizabeth 
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south Korean authorities may turn blind eye to corporate collapse 


By Mark Clifford in Seoul 








outh Korea's largest corporate col- 

lapse in five years has snared 

nearly two dozen foreign banks, 

highlighting a new set of risks for 
foreign lenders as the country's economic 
growth slows. 

The collapse involves fashion retailer 
Nonno, which sought court protection 
from its creditors in mid-March. The com- 
pany was brought down by an ill-starred 
property venture and falling revenue in its 
core clothes-retailing business. 

Twenty-two of the 52 foreign banks op- 
erating in South Korea are exposed to the 
group through Won 102 billion (US$132 
million) of loans and credit guarantees. Lit- 
tle more than one-third of this is col- 
lateralised, according to bankers. About 
40% of the total foreign exposure is shared 
by three lenders: France's Societe Generale 
and Britain's Barclays and Standard Char- 
tered Banks. 

Nonno claims that its Won 400 billion 
in real estate will be more than enough to 
cover its Won 350 billion in liabilities. But 
the difficulty of selling the property assets 
in a stagnating real-estate market may 
make this view overly optimistic. 

More importantly, there are signs that 
the government is prepared to let Nonno 
fail as a warning against speculative be- 
haviour. This would be an unprecedented 
step: in the past, foreign banks have usu- 
ally relied on an implicit guarantee from 
"Korea Inc." to shield them from the con- 
sequences of corporate collapses. 

Nonno is one of South Korea's leading 
fashion retailers, having grown rapidly in 
the past five years. Initially a sportswear 
exporter, it largely abandoned that busi- 
ness as wages rose and began to weaken 
South Korea's international competitive- 
ness. The company now focuses on the 
domestic market and has more than 1,000 
stores throughout the country. 

To finance its growth, Nonno had mar- 
keted itself aggressively to foreign bank- 
ers. Some were won over by the low book 
values of its property assets, despite scepti- 
cism of its increasing debt and shaky ba- 
lance sheet. Nonno also caused a stir by 
floating rumours that it planned to get into 
the securities business. 

Some major US banks, such as Citibank, 


Chase Manhattan and Bankers Trust, 
steered clear of the company. But other for- 
eign lenders — apparently driven by profit 
directives from their head offices — saw 
Nonno as the sort of dynamic second- or 
third-tier company that could provide fat- 
ter margins than blue-chip companies. 

But when competition in the fashion 
business began to stiffen, Nonno — the 
only fashion retailers not attached to one 
of the major business groups (chaebol) — 
found it could not keep up. 

Sales were hurt by consumer resistance 
to high prices and by unseasonally mild 
weather at the end of last year that left win- 
ter fashions on the racks. Revenue declined 
further as Nonno struggled to match its 
rivals’ steep discounts. During the winter 
season, the company managed to sell only 
about 10% of its goods at full price, com- 





Consumer resistance hits fashion retailer. 


pared with the one third that is normal. 
Nonno's executives, however, appear to 
have been more interested in doing real- 
estate deals than selling clothes. The retail 
business was largely used to generate cash 
for property speculation, according to a 
banker familiar with the company. The 
banker (whose bank was one of those that 
turned down Nonno's loan requests), says 
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the impact on the group of the slower 
cash flow was like a braking cyclist's loss 
of momentum: "When retail sales went 
down, the bicycle fell over." 

Foreign banks exposed to the group 
hope that a work-out and restructuring 
plan will be devised to keep Nonno going 
so that it can eventually repay its debts. 
But government officials privately make it 
clear that Nonno is exactly the sort of com- 
pany they would like to make an example 
of. "In view of the long-term trend, we 
have to get rid of some bubbles," says an 
official involved with the case. "That's a 
natural process of restructuring." 

Nonno's fateful entry into the real-es- 
tate business was typical of many South 
Korean companies seeking to diversify. 
The company's Nonno Express subsidiary 
joined with Ssangyong Construction to 
build a Won 55 billion "officetel" (residen- 
tial/office complex) in Pangbaedong, a 
once-booming area in the southern part of 
Seoul. So far, however, only 30-40% of the 
units in the complex have been sold, and 
the loss of expected cash flow is thought to 
have left Nonno unable to service its debts. 

The increasing fragility of the property 
market may make it difficult to sell 
Nonno's property assets to repay creditors. 
Although values have yet to be marked 
down, a liquidity squeeze and high flat 
prices have knocked most buyers out of 
the market. Worse yet, those foreign banks 
lucky enough to hold mortgages cannot 
actually seize their property because of the 
stipulations of a 1925 law. Instead, they 
must turn them over to Korea Asset Man- 
agement Corp., a subsidiary of Korea De- 
velopment Bank, whose auction practices 
have been harshly criticised. 

But it is the change in the government's 
attitude to loan losses by foreign banks that 
may be most crucial. In this, the banks 
themselves may be guilty of failing to heed 
previous warnings. 

A handful of foreign banks suffered 
some small losses when Korea Shipbuild- 
ing & Engineering Corp. and Jungwoo 
Construction went bankrupt five years ago. 
Under à court-ordered restructuring plan, 
the banks were forced to accept a 20-year 
payback period. Financial regulators tried 
to make it clear after the incident that bank- 
ers should not expect guarantees in the fu- 
ture. 
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Another close call came at the end of 
1989, when the shipbuilding unit of the 
huge Daewoo group almost went bank- 
rupt. The unit's collapse would have 
threatened the entire group — but Daewoo 
is one of the South Korean companies that 
is considered too big to be allowed to fail. 
The government brokered a deal which 
forced Daewoo to sell some of its subsidi- 
aries, while the group's lead bank cut in- 
terest rates and stretched out loan repay- 
ments to help tide over the company. 

The Daewoo episode was one of several 
which have left a mountain of under-per- 
forming loans on the books of South Ko- 
rean banks. An estimated US$1 billion in 
loans with long grace periods and low in- 
terest rates are believed to have been 
stuffed into local banks in the early 1980s. 
During this period, the capital-goods sec- 
tor was restructured and Korea Heavy In- 
dustries Corp. (as it is now known) was 
rescued in a messy government-mandated 
restructuring. 

Efforts to streamline the shipbuilding 
and construction industries in the mid- 
1980s added about Won 1.7 trillion to the 
total substandard assets. Because of these 
huge numbers, coupled with moves to- 
wards financial liberalisation, the South 
Korean authorities appear not to want to 
add any more substandard debts without 
a compelling economic or political reason. 

Financial regulators are waiting for the 
dust to settle from South Korea’s 24 March 
parliamentary elections before deciding 
what to do about Nonno and another com- 
pany, Samho Fishery, which is in the same 
boat. A court ruling on Nonno's fate may 
be several months away. 

lronically, an earlier casualty, the Hanbo 
group, may emerge from court protection 
soon. Hanbo — which looked all but cer- 
tain to be felled by a political scandal in- 
volving large pay-offs a year ago — con- 
tinues to hum along. Its lead bank has de- 
clined to take it over, and the company is 
expected to be completely rehabilitated af- 
ter the elections. Its chairman, who was 
briefly jailed, was a major political con- 
tributor to the ruling Democratic Liberal 
Party. Government officials also note that 
Hanbo’s steel mill is regarded as important 
to the nation’s economy. 

Two other major manufacturers — 
Sammi Steel and Trigem, a computer 
maker — have also run into cash squeezes 
in recent months. But both are the sort of 
high value-added export-oriented com- 
pany that the government does not want 
to see go bankrupt. 

The problem for the foreign banks in- 
volved in the Nonno collapse is that their 
client has neither strategic importance nor 
political connections. With more bankrupt- 
cies expected in the coming months, espe- 
cially among retailers and small export- 
oriented companies, foreign and domestic 
lenders are reassessing their customers. W 
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BUDGETS 


Business as usual 


China's state spending scarcely touched by reiorms 


By Lincoln Kaye in Peking 


espite recent reformist rhetoric, 
1) China’s newly unveiled budget for 

1992 indicates no real readiness for 
a revamp of the country’s tottering state- 
owned enterprises, commodity and labour 
markets, or fiscal imbalance. Rather, the 
communist leadership, which is gearing up 
for an expected succession struggle at the 
year-end communist party congress, plans 
to lavish capital spending and subsidies 
upon the military, the bureaucracy, the 
peasantry and the education sector. Over- 
all expenditure is to increase 12%, or dou- 





Jiang Zemin and Li Peng: lip-service to reforms. 


ble projected GDP growth, while revenue is 
to rise 5%. 

The upshot will be a deficit expansion 
to a record Rmb 79.4 billion (US$15.7 
billion) from Rmb 66.6 billion last year once 
figures are adjusted to correct the Chinese 
practice of including domestic and foreign 
debt issues as revenue. But this figure as- 
sumes that the government can stick to 
fiscal targets. In the past two years, the 
deficit’s expansion outpaced government 
projections by nearly 40%. 

New government domestic debt under- 
takings this year are to rise almost 25% 
from year-earlier levels, which topped tar- 
gets by nearly a third. Part of the point of 
this borrowing, Finance Minister Wang 
Bingquan explained in his budget presen- 
tation to the National People’s Congress on 
21 March, is to postpone the peak repay- 
ment period for debt. 

Even so, domestic debt servicing this 
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year will more than double to account for 
7% of spending. In order to market such a 
large volume of new treasury bonds, Wang 
called on “all localities . . . and departments 
_,. to ensure that the [bond] issue is a 
complete success," evoking memories of 
enforced bond placements by payroll de- 
duction a year or two ago. 

The budget revives the spectre of 
inflation with its prospect of stepped-up 
government spending and credit 
expansion, higher interest rates and price 
rises for some housing, grains and other 
basic foodstuffs. The last round of double- 
digit inflation, during the reformist heyday 
of the late 1980s, evoked à 
three-year economic retrench- 
ment that brought Premier Li 
Peng and his conservative 
coterie to power. 

In his yearly summary 
address to the NPC on 20 
March, Li congratulated his 
administration on keeping 
inflation down to just 2.9% 
while notching up a 7% GNP 
growth rate. According to re- 
cent pronouncements by pa- 
triarch Deng Xiaoping, these 
achievements should set the 
stage for an end to retrench- 
ment and an acceleration of 
reform, with GNP growth ris- 
ing to nearly 10%. 

Li paid due lip-service to 
“embracing the present op- 
portunity,” but he reaffirmed 
the 6% GNP growth target, 
while also pledging to cap retail prices at 
an increase of no more than 6%. Nor did 
he endorse a full-scale rollback of state in- 
terventionist powers assumed in the 
past three years. Rather, Li vaguely said 
the government should "continue to im- 
plement those that are still useful and re- 
vise . . . those that are no longer appropri- 
ate." 

Wang, in his budget presentation, was 
less reticent about the rationale for con- 
tinued tight state control. "Otherwise," the 
finance minister said, "the problem in the 
distribution of the national income — too 
much of the increase in revenue ending 
up in private hands — will only get 
worse." 

The government hopes to channel its 
largesse to groups with political clout or 
trouble-making potential in any succession 
battles. The military, for example, has en- 
joyed smart increases in its appropriations 








er since it threw in its lot with the lead- 
ip to quell the pro-democracy move- 
nt in 1989, 
In addition to the budgeted 13.995 in- 
ase in defence spending, the military is 
cely to benefit from part of the Rmb 62 
lion earmarked for education and the 
Rmb 19 set aside for science and technol- 
gy. The education and science and tech- 
ology allotments provide potential slush 
nds for other government priorities, from 
eological indoctrination at universities to 
the funding of industrial research at state 
- The budget, however, did not stint on 
enterprise-development allocations. Wang 
proposed a 12.4% increase in “funds to tap 
the potential of existing enterprises, up- 
grade technology and subsidise the trial 
anufacture of new products." 
- . An economic attache at a Western em- 
bassy says the end of the retrenchment pe- 
od could lead to more capital-equipment 
‘ders from industrialised countries. But he 
. worries that enterprise-development funds 
are likely to wind up as working capital to 
bail out public industries, 40% of which 
; run in the red. 
- -Aside from Rmb 19 billion of enter- 
_ prise-development funds, the new budget 
earmarks more than Rmb 50 billion of 
ubsidies for public-enterprise losses, a 
evel unchanged from last year. Inter- 
corporate arrears in the public sector also 
„remain intractable at about Rmb 200 bil- 
ion, despite government efforts to clear the 
ogjam. 
. Wang announced Rmb 5 billion worth 
f tax exemptions for public enterprises, a 
um scheduled for substantial annual in- 
eases in the next three years until the 
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overall company tax rate is reduced to 33% 
from 55%. The tax cuts, as well as in- 
creased working-capital allotments for 
state enterprises, are to come largely from 
local finances rather than from central gov- 
ernment coffers, a first step towards Pe- 
king’s avowed goal of cutting a better deal 
for itself on revenue sharing with prov- 
inces. 

Pumped full of government resources, 
the public sector appears to have little to 
fear from recently enacted bankruptcy 
laws. Li, while making the customary nod 
to industrial restructuring, advocated cor- 
porate mergers, retooling and market re- 
positioning as the remedies of choice for 
sick state companies, with outright closure 
only as a last resort. At such a politically 
charged juncture, the government hardly 
cares to court mass unemployment. 

Nor can the government afford a sharp 
down-turn in real incomes, either in the 
cities or in the countryside. This poses a 
dilemma as urban and rural interests are 
at odds about food prices. The government 
plans to close the gap between the acquisi- 
tion price and the market price for food 
grain, a boost for farm incomes. 

But to cushion the blow for its other 
important constituencies, it will provide 
grain subsidies for bureaucrats, military 
servicemen and students. Further income 
sweeteners include enhanced seniority 
pay and bonuses for government em- 
ployees. 

Unsurprisingly, administrative costs 
are to be the fastest-growing expendi- 
ture with a 15.5% increase to Rmb 36.6 
billion despite a blanket curb on equip- 
ment purchases for government offices. 
Budgetary largesse, however, did not ex- 
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tend to all sectors. 

To bolster flagging revenue and to 
distribute more evenly the burden of 
government finance, which now falls dis- 
proportionately on public-sector compa- 
nies, Wang promised “to pay closer atten- 
tion to tax collection among township and 
rural enterprises, collectively owned enter- 
prises, private enterprises, foreign-funded 
enterprises and self-employed business- 
men.” 

Since each of these groups significantly 
outperforms the public sector, Wang's fis- 
cal zeal could have a dampening effect on 
economic growth. His assertion of stricter 
control of tax-incentive handouts by local 
officials in their attempts to lure nascent 
industries could also affect the economy. 
Starting this year, he said, only the central 
government will have authority to grant 
tax reductions. 

In 1991, the government experimepted 
with regulations to sort out the blurred dis- 
tinctions among the tax, loan and profit- 
sharing obligations of enterprises, a 
holdover from the days of monolithic state 
ownership. These innovations will be 
widely extended in 1992, Wang said, with 
tax obligations taking precedence. 

This year, the government has also 
instituted a distinction between the "regu- 
lar" and "construction" budgets, covering 
recurrent and developmental expenses, re- 
spectively. The stated object is to impose 
fiscal discipline, as the regular budget will 
not be allowed to run at a deficit. This sur- 
plus, along with any incremental borrow- 
ing, will be used to fund the construction 
budget. But the system. is new, and as 
Wang admits, “not completely scientific 
and rational this time” = a 
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. Mandarin Oriental is in a good position to take advantage of recovery in world 
tra vel and to respond to any new investment opportunities that may er nerge.” 


Simon Keswick, Chairman 
20th March 1992 
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Master manipulator 


. Oriental Petroleum chief eyes expansion 


By Jonathan Friedland in Manila 


h obert Coyiuto Jr, the brash chair- 
i R man of Oriental Petroleum & Min- 
erals Corp., is moving surrepti- 

. tiously to expand his empire in the final 
days of the Aquino regime. In so doing, he 
aims to outflank a government agency 
charged with cleaning up Marcos-era 
abuses that is gunning to retake control of 
Oriental. The stakes are high: Oriental re- 

. cently hit a gusher in the West Linapacan 

. oil field, off Palawan Island. 

-— . The 40-year-old Coyiuto will probably 

E prevail on both fronts, given the strength 

.. of the connections he has built in a decade 

.. as either president or chairman of the Ma- 

nila Stock Exchange (MSE). As the broker of 

SS for a passel of Filipino-Chinese 
business magnates, Coyiuto commands 
both a vast pool of capital for trading on 

- Manila's often illiquid stockmarket and 

- considerable political clout. 

—. Coyiuto has made much of his standing 

ES the link man between the boisterous 

— floor traders of the MSE and millionaires 

Such as newspaper boss Emilio Yap and 

property magnate John Gokongwei. A 

. master at coalition building and patronage, 

. he commands perhaps 50 out of 90-odd 

k votes at the MSE, which has grown sub- 

. stantially in membership during his tenure. 
This allows Coyiuto to place lieutenants on 
the listing committee and on other key 

_ policymaking bodies of the exchange. 

-= He also directly or indirectly holds 
board seats at several listed resource com- 
panies, at fast-growing Philippines Com- 
mercial International Bank and at Go- 
kongwei's Robinson's Land. And he has 

_ built a small insurance company, Pruden- 

_ tial Guarantee & Assurance, that he and 

"his brothers inherited upon their father’s 

- death in 1982 into the second-largest non- 

- life writer in the Philippines. 

~ Most recently, Coyiuto has quietly 

. taken control of the respected Manila 

_ Chronicle newspaper together with Antonio 

- Cojuangco, the cousin of President Cora- 
zon Aquino and chairman of Philippines 

— Long Distance Telephone Co. This, like 
many other Coyiuto moves, was probably 

_ cooked up next to the greens of the Manila 

Golf Club. He frequently conducts business 

_ there via a portable phone with a gang of 

friends nearby. 

. It is Oriental, though, where Coyiuto 

has used his deal-making skills to best ad- 
vantage and that will provide him with the 
financing for expansion. Even though 
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Coyiuto holds only 8.8% of its stock di- 
rectly, he has managed through the use of 
proxies to attain control of the manage- 
ment of the oil company, one of several 
firms formerly owned by front companies 
of Ferdinand Marcos that have been se- 
questered by the Aquino government. 

Control of Oriental suddenly became a 
major issue in January, when it registered 
the first major oil find in the Philippines 
since 1977. Oriental owns 36.6% of the 
West Linapacan field, which has estimated 
high-quality recoverable reserves of 150 
million barrels. It is expected to generate 
more than US$100 million a year in foreign 
exchange when it begins operating in May. 

“The cash flow from the West Lina- 
pacan oil field will be very substantial, 
maybe P2-3 billion [US$78-116 million] a 
year,” says Alfredo Ramos, whose Phi- 
lodrill Corp. owns a stake in the develop- 
ment. “That will help all of us in building 
our other businesses.” 

Adds an analyst at a foreign brokerage 


Welcome, Linapacan : 
? 


Peso million 
800- 


E 





Oriental Petroleum} = 
—— Revenue | 


100 
'87 '88 
“Estimate — "Forecast 
Source: Company data; Baring Securities 


house: “With Oriental, Robert has a cash 
cow that will allow him to move out of his 
speculative niche. Oriental is his vehicle for 
gaining respectability, for shedding his im- 
age as a wheeler-dealer." 

It is Coyiuto's manoeuvring to gain 
control of Oriental from a minority position 
that has earned him the opprobrium of the 
Presidential Commission on Good Gov- 
ernment (PCGG), formed after the ouster of 
Marcos to recover the companies and as- 
sets of companies stolen by the strongman 
and his cronies. To hear the PCGG tell it, 
Coyiuto's tactics are indicative of much of 
what is wrong with business in the Philip- 
pines. 
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The PCGG argues that Coyiuto has used 
illegal means to win and retain voting con- 
trol of Oriental's board and will, as a re- 
sult, benefit excessively from the West 
Linapacan find. The commission is also 
looking into allegations that Coyiuto has 
loaded personnel and entertainment ex- 
penses attributable to his other businesses 
onto Oriental's balance sheet, effectively 
slashing the dividend to shareholders, the 
largest of which is the Philippine Govern- 
ment with a 35% stake. 

So far, the PCGG has taken legal action 
on two fronts. In December 1991, it referred 
to the Justice Department a corruption 
charge against Oriental’s executive vice- 
president, Jaime Ledesma, an ex-employee 
of the commission who has allegedly 
helped Coyiuto to fend off PCGG efforts to 
place nominees on Oriental’s board. Fur- 
ther, in February, the PCGG overturned a 
finding that enabled Coyiuto to gain con- 
trol of the company shortly after Marcos 
fled the Philippines in 1986. 

Coyiuto has reacted to PCGG efforts to 
wrest control of Oriental in a combative 
manner. In June 1991, he refused to allow a 
new slate of PCGG nominees to take their 
seats at an Oriental board meeting until 
they produced proof they were the regis- 
tered owners of the controlling block of 
shares held by the government. Those 
shares belonged originally to an entity 
called Piedras Petroleum, which came un- 
der the control of Marcos frontmen Jose 
Campos and Roberto Benedicto. This 20% 
block was seized by the government along 
with several others in 1986. 

According to PCGG officials, with the 
help of Ledesma, Coyiuto blocked the 
transfer of the certificates necessary for the 
new board nominees to make their case. 
Coyiuto also allegedly refused to step 
down as Oriental chairman despite a di- 
rect demand that he do so by PCGG chair- 
man David Castro, who was appointed in 
1989 and has taken a tougher line on Ori- 
ental than any of his three predecessors. 

Coyiuto argues that efforts by the PCGG 
to regain control of Oriental on behglf of 
the government were prompted by news 
of an imminent oil strike and a desire by 
PCGG commissioners to share in the bo- 
nanza. “When there is honey, the flies 
come," Coyiuto says. "It is two minute 
warning time. They want to make deals 
because they are in a hurry [with the elec- 
tion coming]. I am not interested in deals." 

Coyiuto's disdain for the PCGG is borne 
out of the confidence that many prominent 
members of the Manila business commu- 
nity are equally unsympathetic towards the 
six-year-old agency. The commission, 
which has been plagued by staff turnover 
and corruption, has had few notable suc- 
cesses in either returning to their original 
owners or auctioning for profit companies 
seized by Marcos and his cronies. Well- 
funded businessmen such as Coyiuto and 
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tobacco magnate Lucio Tan have been able 
to run rings around the well-meaning but 
resource-poor government body. 

Undaunted by the PCGG, Coyiuto with 
the help of his many confederates in the 
broking community is attempting to seize 
indirect control of an even bigger stake in 
West Linapacan for Oriental. Sources say 
Coyiuto and other Manila brokers have 
been buying shares in locally listed Alcorn 
Petroleum & Minerals Co., a subsidiary of 
Texas-based Alcorn International, which 
operates West Linapacan. 

Coyiuto denies that he has increased his 
stake in Alcorn beyond the 5.5% he has 
held for some time in the hope of eventu- 
ally seizing control of the company, but he 
admits that “a lot of friends and colleagues 
are buying.” Brokers say this would be a 
natural and not particularly disingenuous 
response from Coyiuto. 

“Robert is very good at the soft-com- 
mission type of relationship,” says the head 
of a major brokerage tied to the rival 
Makati Stock Exchange. “You do some- 
thing for him. He does something for you. 
That's why he can move in the market un- 
detected.” 

Coyiuto allegedly went after Alcorn af- 
ter its US parent refused to sell Oriental a 
bigger stake in West Linapacan. Its Filipino 
subsidiary initially had a 23.4% stake in the 
development, but Alcorn International has 
been selling down 1% holdings in the field 
for US$2 million apiece since the oil re- 
serves were confirmed in January. Oil-in- 
dustry analysts say Alcorn has sold 2% 
each of West Linapacan to other members 
of the consortium, Philodrill, Basic Petro- 
leum and Petrophil, but that it refused to 
sell to Oriental. 

^When Alcorn [of the US] wouldn't sell, 
Robert decided to gobble up Alcorn Petro- 
leum," a Coyiuto confidante says. "When 
he fights for something, he fights hard." 
He adds that Coyiuto's motivation in tak- 
ing a tough line against any challenge can 
be partly traced to the premature death of 
his father in 1982. Robert Coyiuto Sr died 
of alcoholism at 58, shortly after being 
ousted by his cousins after a pitched battle 
for control of Pioneer Insurance, a com- 
pany they had built together. Coyiuto Sr, 
the first Filipino to hold a seat at Lloyds of 
London, is revered by his son. 

Commercial considerations, however, 
loom at least as large in Coyiuto's efforts to 
win more of Linapacan. He is also alleg- 
edly moving to secure control of Basic Pe- 
troleum, another modestly capitalised 
counter that has a 9% stake in West 
Linapacan. Basic is expected to soon launch 
a rights issue to fund its share of the deve- 
lopment. 

That issue will be fully underwritten by 
All-Asia Securities, a firm chaired by 
Ramon “Monchoy” Garcia, a long-stand- 
ing friend of Coyiuto's who also serves as 
Oriental's treasurer. Coyiuto is widely ex- 
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pected to end up with a big stake in Basic 
after the exercise is complete. 

“Robert's idea is to get control of the 
net-asset value of Linapacan," says Roberto 
Lorayes, president of the Manila Stock Ex- 
change. "It is a brilliant move to buy shares 
rather than stakes in Linapacan directly. lt 
is much cheaper." 

Another prize that would come with 
majority control over the field is the West 
Linapacan operating contract. Coyiuto 
professes to be satisfied with Alcorn Inter- 
national and claims that Oriental has nei- 
ther the technical capacity nor the interest 
in taking over the contract. But oil-industry 






Coyiuto: undaunted by the PCGG. 


executives say 3% of gross revenue plus 
the ability to write off all of Oriental's 
overheads to the contract is an attractive 
proposition for Coyiuto. 

Coyiuto is skilled at making the most 
cost-effective use of his various companies, 
according to an anonymous memo sent by 
President Aquino's office to the PCGG and 
the Securities and Exchange Commission 
(SEC) for investigation. The contents of the 
memo, which were referred to as "data" 
by Aquino's assistant chief of staff in a cov- 
ering letter to the PCGG, impute a variety of 
misdeeds to Coyiuto and several high- 
ranking Oriental staffers. 

The memo charges that excessive pay- 
roll expenses have been charged to Orien- 
tal, that SEC rules on insider trading were 
violated and that the cash flow of the com- 
pany has been systematically plundered to 
pay for, among other things, Coyiuto's le- 
gal fees in blocking PCGG efforts to retake 
control of the company. 

Coyiuto denies the allegations. "My 
enemies are behind that," he says of the 
memo. "They just want to run me down. 
Up to now, the PCGG and SEC have done 
nothing." He points out that expenses have 
decreased as a percentage of revenues at 
Oriental since he took the chairman's seat 
in 1989. He also notes that no Oriental 
shareholder has filed a formal complaint 
against management on the grounds that it 
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was in breach of its fiduciary responsibili- 
ties. 

“The performance of the company is the 
ultimate test,” says Coyiuto's right-hand 
man, Prudencio Somera, a vice- 
president of broker R. Coyiuto Securities 
^We have increased the value of Oriental's 
shareholders’ shares by 7 
took control of Oriental.” 

Somera, however, admits that he re- 
signed as assistant to the chairman of Ori- 
ental after the memo, in which he was 
named, was made public in July 1991. 
Somera denies having traded improperly 
in Oriental shares while serving as an of- 
ficer of the company, and he has not been 
charged by the sEC for doing so. 

One area, however, where there is à 
well-defined pattern of synergy between 
Coyiuto's broking interests and his other 
businesses is insurance. Oriental is insured 
at full premiums by Prudential, while se- 
veral major listed companies such as San 
Miguel Corp. and Manila Electric Co. have 
gotten near or below-market property and 
vehicle premiums from Coytiuto's insur 
ance company. Prudential had assets of 
P962 million and net income of P3.38 mil- 
lion on revenue of P750 million in 1990, the 
last vear for which statistics are available. 

A Hongkong-based executive of a ma- 
jor British re-insurer who deals frequently 
with Prudential savs the company has been 
aggressive in pricing its policies and has, 
on occasion, subsidised the re-insurance 
cost. "Robert's approach to building mar- 
ket share has helped contribute to the per- 
ception internationally that Philippines 
corporate risk is unprofitable,” he says. 

Nonetheless, the executive adds that 
Coyiuto has done a great deal to modern- 
ise marketing and risk-sharing practices in 
the nation's insurance industry. But the 
head of a major Prudential competitor in 
Manila is not so complimentary. She notes 
that while Prudential has grown rapidly, it 
has the highest percentage of receivables 
counted as assets among, the bigger Fili- 
pino insurers. 

“How can Prudential promise the sun, 
the moon and the stars to its clients?" she 
asks. ^Cigna, American International 
Group and other major foreign insurers 
have moved out of the non-life market here 
because the premiums don't cover the risk. 
We are trying to strengthen the industry, 
to correct this, and the biggest stumbling 
block is Prudential." 

Coyiuto remains undaunted by criti- 
cism, marking it down to the success he 
has achieved in creating a substantial busi- 
ness empire more or less from scratch and 
without excessive bank borrowing. “Tf 
evervone hated me so much, if | was 
screwing my clients and members of the 
stock exchange," he asks, ^why would I be 
so popular?" Indeed, Coyiuto was re 
elected in March to a second consecutive 
term as MSE chairman. Li 


SEMor 


5 times since we 


67 


y 


TENNESSE EEEN 


COMPANIES 2 


Coyiuto’s crown 


Oriental battle heads for courts 











By Jonathan Friedland in Manila — 
obert Coyiuto Jr says he never did 
anything improper in gaining man- 


R agement control of Oriental Petro- 


leum & Minerals Corp. while owning less 
than 10% of its stock directly. The way he 
tells it, the board simply believed him the 
best man to add value to the company and 
agreed without a vote to appoint him 
chairman. 

Staffers of the Presidential Commission 
on Good Government (PCGG), an agency 
charged with recovering wealth stolen by 
ex-president Ferdinand Marcos, paint a dif- 
ferent picture. In affidavits filed earlier this 
year, they suggest that the group of share- 
holders responsible for tipping the balance 


. of power on Oriental's board to Coyiuto 


misrepresented their relationship with 


Further, the affidavits also allege that 


. Oriental's management enlisted the help of 


à former PCGG staffer to block commission 
efforts to regain physical control of share 
certificates seized by the government in 


— 1986. Control of the certificates became an 
. issue in June 1991, when Coyiuto refused 
. to let a new slate of PCGG nominees take 
_ their seats on Oriental's board. 
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The debate over who should control the 
newly enriched Oriental is one that is mir- 
rored at hundreds of firms controlled at 


. one point by Marcos or his henchmen. As 


the Aquino administration prepares to 


. leave office, majority ownership of such 


corporate prizes as San Miguel and Philip- 
pines Long Distance Telephone Co. is still 
in legal limbo. 

Eventual control, in most of these cases, 


.. will not revert to pre-Marcos-era owners 


auction. Instead, it will go to business- 


d 
J 


_or be decided through a transparent public 


. men such as Coyiuto, who have outma- 


j 


_noeuvred and outlasted the PCGG. 


At the very least, the way in which 


_ Coyiuto gained control of Oriental is a tri- 


- 


_ bute to his skill as a deal-maker and lobby- 
ist. While he was a substantial shareholder 


j 


_ in the firm (and his father one of the origi- 


nal incorporators of the 23-year-old oil 
company), Coyiuto had no more of a claim 
than many others to post-Marcos-era con- 
trol. It appears clear, though, that the 
young broker who had been a market- 


. maker in Oriental shares through much of 


the 1980s authored his own ascendance to 
_ the chairman's office. 

There were effectively two key blocks 

of shares critical to control of Oriental 
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when Marcos left the Philippines in 1986. 
The first was a 27.2% stake held by several 
companies associated with the former 
president and sequestered by the PCGG and 
the government's Asset Privatisation Trust. 
The second was a 7.9% stake held by Per- 
formance Investment Corp. These shares, 
which originally belonged to a group of 
investors led by Fr Emetrio Barcelon, were 
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allegedly taken for Marcos by frontman 
Jose Campos in 1972. 

As soon as Marcos was ousted from 
power, Fr Barcelon approached then-PcGG 
commissioner Ramon Diaz and argued 
that his group, which included Coyiuto as 
a silent equity partner, be allowed to re- 
purchase its Oriental shares at a discount. 
He also convinced Diaz to give him the 
PCGG's proxy to vote all of the sequestered 
shares. With effective control of 35% of the 
oil company's shares, Fr Barcelon named 
seven out of 11 directors to the Oriental 
board on 30 April 1986. 

Soon after Barcelon and his partners 
bought back the Performance Investment 
Corp. shares, Oriental's board voted to in- 
crease the company's authorised capital to 
P500 million (US$25 million) from P125 
million, declared a 100% stock dividend 
and 100% stock rights and granted stock 
options to certain directors. Instantly, the 
Barcelon/Coyiuto group's share of the 
Oriental pie grew at the expense of the 
government. This exercise was repeated 
several times in subsequent years; since 
1988, Oriental has raised capital through 
rights issues on three occasions and issued 
three stock dividends. 

Coyiuto and Barcelon, whose sister 
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Amparo is vice-chairman of Oriental, were 
not seriously challenged until the June 1991 
board meeting. At that point, sources say, 
the balance of power at Malacanang Palace 
had changed to their disadvantage. The 
new PCGG chairman, David Castro, became 
determined to oust Coyiuto and Barcelon 
in favour of nominees who he believed 
would better represent government inter- 
ests. 

According to a 5 February 1992 affi- 
davit, Castro’s efforts to remove the 
Barcelon/Coyiuto group were based on a 
finding by the PCGG that Fr Barcelon had 
lied to Diaz back in 1986. The PCGG had 
found that Fr Barcelon and other Oriental 
shareholders had voluntarily yielded 
shares to Marcos in exchange for approv- 
als on 17 petroleum concessions. In addi- 
tion, the PCGG found that Marcos had 
agreed to decrease the government's direct 
stake in at least one major petroleum con- 
cession in favour of an increase in his own 
equity stake in Oriental. 

The PCGG's litigation division was sub- 
sequently directed to prepare a case before 
the Sandiganbayan special court to rescind 
the sale of the Performance Investment 
Corp. shares and to "recover the said 
shares, including all rights, benefits and 
dividends" that have since accrued. 

According to another affidavit filed on 
18 December 1991, Castro was unable to 
retake control of the Oriental board for a 
simple reason: the PCGG could not get its 
hands on the certificates proving that vari- 
ous Marcos-controlled entities owned 
shares in Oriental. The affidavit asserts that 
Jaime Ledesma, the PCGG fiscal agent 
charged with holding the shares in cus- 
tody, repeatedly refused to release them to 
the commission. Ledesma, who had be- 
come Oriental's executive vice-president 
for finance even as he remained the PCGG 
fiscal agent, had malversation charges 
referred against him to the Justice Depart- 
ment. Malversation is a legal term that de- 
notes the corrupt administration of public 
assets. 

In a news conference at Coyiuto's home 
in February, Ledesma said the share cer- 
tificates were being held in "safe hands" 
until original ownership could be estab- 
lished. Ledesma said the government had 
erred in including the value of the largest 
block of Oriental shares in a 1989 deal with 
Marcos crony Roberto Benedicto. Until the 
deal between the PCGG and Benedicto 
could be reviewed by the courts, he added, 
control of the shares would remain in dis- 
pute. 

With the clock ticking away on the 
Aquino era, and most probably the life of 
the PCGG, Coyiuto is confident that he will 
retain control of Oriental. “I have sufficient 
shares," he says. "The PCGG and Barcelon 
can get together in one corner for all I care. 
Every year, there is a challenge from these 
people. They are just a nuisance." »" 
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Highlights 1991 


Earnings per share 10.19 
Dividends per share =. + o 
Net asset value per share e 0. en 


Property portfolio US$4,899.2 million. 
Shareholders' funds US$4,329.5 million 
Net debt US$349.9 million 


Investment properties 97% let. 
"The Group is in a strong fin ancial position to take advantage of opportunities either 
in Hong Kong or in depressed world property markets." 


Simon Keswick, Chairman 
23rd March 1992 

























TEETE | 








mE The. Accounts have been mem in United States Dollars. ge in L docere e iih | 
international. Accounting Standards. The underlying accounts of the Group are principally 
danominiaad in Hong Kong Dollars. 
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| Hongkong Land Holdings. Limited S A member of the Jardine Matheson Group — 
incorporated in Bermuda with limited liability 
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The Register of Members will be closed from 18th to 22nd May 1992. 

. — which will, subject to approval at the Annual General Mea 

Jersey branch register of members who wish to receive th 
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Shots across the bow 


Shipping rates look set to rise 


By Michael Westlake in Hongkong 
o hear cargo shippers talk about 
ship-operators, the inefficiency of 


| ship operations is about to result in 


a wave of price rises disguised as increases 
in ports' cargo-handling charges wrought 
by inflation. But to hear shipping lines re- 
ply, shippers have been benefiting from 
artificially low cargo rates for a long time 
while the lines fight among each other for 
market share. 

The only certainty appears to be that 
the total package of freight charges will 
rise, and sooner rather than later. 

The latest manifestation of what is a 
virtually eternal war of words between 
shippers and ship operators was sparked 
by the formation of the Intra-Asia Discus- 
sion Agreement (IADA) late last year. This 
is a grouping of 28 shipping lines, repre- 
senting about 90% of shipping capacity on 
intra-Asian routes. Members range from 
big express lines such as Hongkong-based 
Orient Overseas Container Line and Sin- 
gapore’s Neptune Orient Line to small 
operators. 

IADA is to set up a committee that will 
study shipping rates within the region. It 
will then make recommendations as to 
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Efficiency boost with pooling of containers. 







rises in charges as well as possible efficien- 
cies the lines could implement. 

One likely move is to pool containers 
between ship operators, something which 
happens in other parts of the world but 
which has yet to occur on intra-Asian 
routes. At present, because virtually no 
trade flows between countries are ba- 
lanced, shipping lines always have a sur- 
plus of empty containers at one end of a 
route and a shortage at the other. 

A global study of container traffic in 
1989 showed that about 20% was not earn- 


Rules for rupees 


By Kedar Man Singh in Kathmandu 





. Ina reaction to India's financial and trade 


liberalisations, Nepal on 4 March an- 


. nounced a two-tier currency regime, 
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amounting to partial convertibility of its 
currency. In a complementary move, the 
government ditveded detail of a new 
framework for regulating imports. 

The reforms are aimed at developing 
industry and increasing exports to coun- 
tries other than India. But most analysts 
believe that getting the partial convert- 
ibility system to work will prove a Her- 
culean task for the government. 

At the nub of the reforms, the govern- 


. ment says hoteliers and exporters must 
surrender 35% of their hard-currency re- 


ceipts to Nepal Rastra Bank, the central 
bank, at a rate determined by the rupee's 


value in terms of a basket of currencies. 
The central bank has fixed the official ex- 
change rate at about US$1:Rs 42.6, which 
is about 20% below the open-market rate. 
Hard-currency earners can sell the re- 
maining 65% on the open market at a 
price fixed daily by the five major banks 
comprising the Foreign Exchange Dealers 
Association of Nepal. 

The official rate will be made available 
for crucial imports such as petrol pro- 
ducts, certain drugs and chemical fertilis- 
ers. But for other imports, such as capital 
goods and raw materials, importers will 
have to buy hard currency at the open- 
market rate. They will also have to tender 
for import licences, offering the public ex- 
chequer a minimum premium of 25%. 

The government also announced a list 
of about 40 items that can be imported 
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ing revenue. In short, about one fifth of thi 
world’s containers at sea were carrying ait 
as empty boxes being returned by thei 
owners — the shipping lines — to majo 
cargo hubs such as Singapore, Hongkong 
Taiwan and Japan. 

Big lines, with large cargo volumes tiec 
up through special contract rates with ma 
jor exporters, can price this spare capacity 
incrementally. If a box has to be moved, i 
might as well carry some cargo. But this 
puts pressure on rates charged by smallei 
ship operators, whose opportunities for in- 
cremental pricing are far more limited. 

Further pressure on rates for all ship 
operators has come from the scramble for 
market share as too many ships chase too 
little cargo. Big operators have bought 
large new ships, but they have not started 
to implement multi-tier pricing for differ- 
ent levels of service. Consequently, they are 
trading at uneconomic rates in the hope 
that they will outlast their competitors. 

Pooling of resources such as the con- 
tainers or of ships’ capacity is happening 
elsewhere and offers lines the chance to 
deploy their ships more efficiently as well 
as to use the remaining capacity to better 
effect. But cooperation among shipping 
lines is nothing new. 

Groupings called conferences include 
the Trans-Pacific Westbound Rate Agree- 
ment, the Asia-North America Eastbound 
Rate Agreement and others. Their main 
task is to look at cost factors such as port- 
handling charges and fuel costs and to im- 
pose increases in these as surcharges on 
top of agreed floor-prices for shipments of 
different types of cargo. 


from countries other than India and for 
which it will be accepting tenders for li- 
cences. The list is made up of consumer 
durables such as air-conditioners, refri- 
gerators, freezers, TVs, videocassette 
players and computers as well as syn- 
thetic and nylon threads, chemicals, 
bearings, shoes, engine oil and palm oil. 
The government hopes the tenders, will 
raise more than Rs 250 million a year. 
Nepal Rastra Bank Governor Hari- 
shankher Tripathi says the open Nepa- 
lese-Indian border necessitated that Ne- 
pal follow India’s economic policies in or- 
der to protect its Rs 22.47 billion of for- 
eign-exchange reserves. He says the 
changes “will bring about a turning point 
in Nepal's economic development.” 
Tripathi hopes the changes will foster 
competition among industries based on 
imported raw materials. He says the cen- 
tral bank will not be shy of intervening in 
foreign-exchange markets to maintain the 
rupee at a par with the Indian currency. 
Prithivi Raj Legal, a member of the 
National Planning Commission, says the 
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Such conferences, which tend to include 
lines with similar operations, broadly re- 
flect the interests of lines with larger, faster 
ships running express services with rela- 
tively few port calls. Many of their services 
are paralleled by non-conference lines with 
smaller, slower vessels which make more 
stops. 

As a result, there is effectively a two- 
tier service with two-tier pricing. But with 
recession affecting trans-Pacific cargo flows 
and too much capacity on the routes, the 
differential between the tiers has become 
blurred, and rates overall have drifted 
downwards in real terms. A similar pat- 
tern of events has occurred on intra-Asian 
routes, where the operations of Asia-Eu- 
rope lines overlap with those of trans-Pa- 

. cific conference lines as well as with those 
of non-conference lines. 

IADA's membership comprises confer- 
ence and non-conference lines, and ship- 
pers naturally fear that it will be merely 
yet another rate-setting cartel. Shippers 
have banded together into councils at 
many ports to lobby against freight rate 
increases. 

But shipping lines are seeing business 
on intra-Asian routes growing at slower 
rates than in recent years because of the 
economic slowdown in Japan. They expect 
this to lead to a tailing off of Japanese in- 
vestment in countries such as Thailand and 
Malaysia, and they therefore wonder from 
where their business growth will come. 

Short of an upsurge in cargo volumes, 
they see their only recourse as an increase 
in rates, which many ship operators believe 
is long overdue. E 


i their image and v win. in. customer allegiance i 
.. propertie ues in Japan were too hi; 
cities ecame the fa 
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Japanese retail chain wrestles with heavy debt 


By Louise do Rosario in Tokyo 


ew corporate reputations in Japan 
F have undergone as harsh a re-assess- 

ment as that of Seiji Tsutsumi. For 
many years, he was lionised as a visionary, 
an enlightened manager who within three 
decades transformed a dingy department 
store into the fashionable Saison Corp. re- 
tail empire with annual sales approaching 
¥5 trillion (US$35 billion). 

Now, Tsutsumi is criticised as a reck- 
less expansionist, a corporate chieftain who 
lost his bearings in the face of a consumer- 
ist binge and cheap money. Heavy debt- 
servicing commitments have coincided 
with a recent downturn in Japanese con- 
sumer spending. Ostensibly, Tsutsumi 
paid the price last year by being shunted 
to the sidelines of a managerial command 
struggling to cope with his legacy. 

During the 1980s, Tsutsumi could see 
only inviting horizons for the Saison group, 
a holding company in which he is the 
dominant shareholder (his exact stake is 
unknown). Within its orbit fall the giant 
Seibu and Seiyu department-store chains 
and a host of profitable companies in the 
retail and financial-services sectors. The ty- 
coon moved on to the international stage 
in 1988, when he paid US$2.2 billion for 
the prestigious Inter-Continental Hotels 
Group (IHG). 

As Saison’s small subsidiaries grew big- 
ger and were spun off to become the core 
of another new group, more money was 
borrowed to sustain an expansion that saw 
group sales and payrolls double in the 
eight years to February 1991, Over that pe- 
riod, borrowings jumped to Y1.4 trillion 
from Y159 billion, though at least half of 
this amount is working capital for the 
group's financial-services operations. 

The group's unlisted flagship, Seibu 
Department Stores Group, is saddled with 
loans of Y330 billion against estimated earn- 
ings of less than Y10 billion in the financial 
year ended in February 1991. It borrowed 
extensively on behalf of associated firms 
and to nurture Saison's budding opera- 
tions. Meanwhile, the group's business was 
neglected, even though it accounts for two 
thirds of Seibu's revenue. 

The conglomerate's second-largest 
group, the Seiyu chain of supermarkets 
and financial-services outlets, is also highly 
leveraged. At end-August 1991, the arm 
which runs the supermarket business had 
long-term debt of Y162.4 billion against net 
annual income of about ¥8 billion. 
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IHG has also sapped the group's re- 
sources. It has failed to create the synergy 
with the group's retail outlets and fledg- 
ling leisure-related ventures envisioned by 
Tsutsumi. Last year, the hotel group suf- 
fered a recurring loss of US$100 million 
and had debt of US$1.5 billion. 

With debt soaring and sales stagnating, 
Tsutsumi was forced to step down as chair- 
man of most of the companies in the em- 
pire in early 1991, and he was notionally 
restricted to control of a small coordinating 
office at Saison Corp. At the same time, the 
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Seiji Tsutsumi: clouded vision. 


Bad 
blood 

















Seiji and Yoshiaki Tsutsumi are the most 
powerful pair of brothers in Japan. Seiji, 
64, created the retail conglomerate of 
Saison; Yoshiaki, 58, his half-brother by a 
different mother, is the dominant share- 
holder in the Seibu Railway group, a 
transport and real-estate empire. 

Saison has an annual revenue of ¥4-5 
trillion (US$30-35 billion), or about 4% of 
Japan's retail sales. Seibu Railway has a 
land bank of an estimated 13,200 ha, 
worth at least ¥40-50 trillion. In addition 
to their economic clout, they also have 
strong political ties with politicians. 

The Tsutsumis, however, are unlikely 
to combine forces, as a result of a family 
feud shrouded in mystery. Yasujiro 
Tsutsumi, the founder of the Seibu em- 
pire, left most of his business to Yoshiaki, 


FAR EASTERN ECONOMIC REVIEW 


group was further re-organised. 

A high-powered committee comprising 
the chairmen of three Saison offshoots has 
replaced Tsutsumi’s one-man command 
structure. But critics question just how 
much autonomy is exercised by the new 
decision-making apparatus. All top execu- 
tives of Saison group companies are former 
classmates or close friends of Tsutsumi. 

Despite its problems, the Saison group 
remains an influential corporate player, 
embracing nearly 200 companies and more 
than 145,000 employees. In February 1990, 
the book value of Seibu's holdings in other 
Saison companies was Y50 billion, a seri- 
ous underestimate of their true value. 

Credit Saison, the group's credit-card 
subsidiary, remains one of the most profit- 
able financial institutions in Japan, with the 
number of card holders reaching 10 mil- 
lion this year. Family Mart, which grew 
within a decade to become Japan's third- 
largest chain of convenience shops, posted 
revenue of ¥60 billion and net income of 
¥10.9 billion in the year ended in February 
1991. [n most years, it has enjoyed double- 
digit growth in sales and profit. 

Other profitable sections of Saison in- 
clude: the high-fashion chain Parco; the res- 
taurant and fast-food operation Seiyo Food 
Systems Group; trading group Osawa; and 
the manufacturer Asahi Industries Group, 
which includes among its output food 
items, fertilisers and small steel products. 
Saison has also made some inroads into 
strategic new businesses, such as satellite 
broadcasting, which promise high yields in 
the future. 

While the long-term potential looks 
good, Saison faces a crunch within the next 
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profitable chain of Seibu Railway. 





Despite the distance the brothers 





interests appear to be travelling along - 
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couple of years, squeezed by a capital 
shortage and rising costs. By Japanese 
standards, the group has already overbor- 
rowed, especially from banks, a secondary 
source of financing for companies which 
have access to the stockmarket. This year, 
Seiyu and Credit Saison need to re-finance 
maturing commercial paper worth at least 
¥13 billion and ¥11.2 billion respectively. 

Saison wants to list some of its subsidi- 
aries, but the Ministry of Finance argues 
that Seibu, the parent firm, should be 
floated first. The catch is that this is not a 
propitious time for Seibu to go public, with 
interest payments and weakening demand 
depressing profits. 

Seibu, a major shareholder in Saison's 
most important companies, plans to sell 
¥100 billion worth of shares to profitable 
associated firms by 1993 to improve its 
cash flow. Starting last year, it started to 
move non-core operations such as IHG, 
travel and cultural services to Seiyu, which 
as a public company has more finance-rais- 
ing options. 

Seiyu will need to decide soon how to 
buy back the 40% of IHG’s shares sold by 
Saison to Scandinavian Airlines System in 
1989, The international carrier, faced with 
big losses, is retreating back to the airline 
business. Observers note that Seiyu may 
sell some of its 50.2% holding in Family 
Mart, worth about Y220 billion, to finance 
the buyout. 

Since joining Seibu at the age of 27 in 
1955, Tsutsumi has worked with the zeal 
of a missionary. Displaying his penchant 
for slogans, he proclaimed that retailing 
was a "total lifestyle business" and should 
cater to all aspects of living. He inherited 


recent years, an area where Saison has 
been active. Seibu Railway's most fa- 
mous resort project to date is develop- 
ee on slick c 

ympics in 1998. 

Saison's acquisition of Inter-Conti- 
nental Hotels, critics suggest, was Seiji's 
attempt to move one step ahead of hi 
brother and his largely domestic Prince 
Hotel chain. 

In management style neither appears 
to delegate willingly, though Seiji is 
known to be more liberal and open- 
minded in his outlook. Yoshiaki con- 
trols his empire through a 4096 share of 
the private holding company Kokudo 
Keikaku (National Land Development), 
which owns 100% of the Prince Hotel, 
49% of Seibu Railway, 50% of Seibu 
Construction and other unlisted sub- 

Seiji's creation of Saison Corp. as "a 
co-ordinating office" is viewed as a 
i attempt to control a diversified 
group. m Louise do Rosario 
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The Saison empire 


Seiji Tsutsumi 






Holding unknown 


Saison Corp." 
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Seibu Department 
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the Seibu chairmanship from his father at 
the age of 34 and set out to realise his 
dream with the same vigour he had chan- 
nelled into being a radical political activist 
at the University of Tokyo. 

The early days were not easy for Seibu, 
a young department store pitted against 
traditional giants such as Isetan and Mitsu- 
koshi. It first targeted retail niches and new 
residential areas not covered by the estab- 
lished stores. “Being small helped us to 
become market-oriented,” Tsutsumi said in 
one interview. “Compared to our more es- 
tablished competitors, we were new and 
thus able to take a radically different ap- 
proach.” 

In the 1960s, Seibu started importing 
luxury goods, as consumer spending re- 
flected the rising affluence of the Japanese. 
In 1972, it linked up with the Sears, 
Roebuck & Co. retail chain in the US to 
promote catalogue sales. Seibu under Tsut- 
sumi created an image that was fashion- 
able and international. 

Seibu also brought small department 
stores under its corporate umbrella, some- 
times rescuing those teetering on the brink 
of bankruptcy and turning them into use- 
ful assets. J. Osawa Co., a Kyoto-based 
clockmaker, for example, was saved from 
financial failure by Saison in 1984. It is now 
a major importer of luxury foreign goods 
such as cars bearing the Alfa Romeo and 
Chrysler marques and Lacoste fashion 
wear. 

Tsutsumi was riding the crest of Japan's 
consumption boom of the 1980s, with sales 
at the group’s convenience shops, super- 
markets and restaurants especially impres- 
sive. The Seiyu supermarket chain, for 
example, was adding 10-20 new stores in 
most years between the late 1960s and the 
early 1970s. 

But Tsutsumi’s interest stretched be- 
yond commerce. He was the first retailer 
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Source: Saison Corp. and Jardine Fleming Securities 


to introduce the concept of the corporate 
citizen. An award-winning poet, he is an 
avid patron of the arts, becoming the first 
retailer in 1975 to set up a unit to sponsor 
cultural events. Mini theatres, cultural cen- 
tres and galleries have been incorporated 
into his retail outlets. According to one 
Saison executive, Tsutsumi is the “revolu- 
tionary who constantly reforms himself." 

In pursuing his vision of “an integrated 
enterprise for life,” he re-defined depart- 
ment-store retailing, a sector viewed with 
disdain by traditional, production-oriented 
Japanese businessmen. One example of his 
approach was the setting up of the ¥19.5 
billion Tsukashin shopping complex in 
Kansai in 1985. The 5.9-ha site also includes 
a church, an auditorium, sports facilities 
and a park. In its first year, 11 million peo- 
ple visited Tsukashin, the first of many 
shopping complexes that have changed Ja- 
pan's urban landscape. 

[n the 1980s, Saison searched for new 
frontiers. In November 1990, Seiyu and 
Seibu set up retail outlets in Hongkong. 
Seiyu also has technical and retailing ar- 
rangements with other Asian suppliers. 
Family Mart began an overseas venture in 
Taiwan in 1988, and later in South Korea. 
By 1991, it had 66 outlets in Taiwan and 
nine in South Korea. 

But suspicions began to emerge that 
expansion was running ahead of prudence. 
The buyout of IHG, the apotheosis of 
Saison’s ambition to become a global en- 
terprise, looks like a miscalculation in ret- 
rospect. The chain's 112 hotels in 47 coun- 
tries were supposed to provide a spring- 
board for Saison’s multi-faceted operations, 
which could use the hotel network to pen- 
etrate overseas markets. But as a result of 
the Gulf War and the worldwide economic 
slowdown, occupancy rates have been low. 

Doubts about management being over- 
stretched were given greater credence by 
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: _ the problems that beset domestic flights 
= operated by Asahi Airlines, Saison's trans- 
port arm. A short-distance Hiroshima-Mat- 
" suyama passenger service was launched in 
... 1987. 
This was aimed at promoting the 
f group’s leisure business in those cities, and 
as a response to Tsutsumi's call for more 
. intra-group “synergised business." The 
company had a loss of Y600 million in its 
first year of operation. Managers came 
3 under great pressure to improve the bot- 
= tom line and staff were overworked. Ten 
deaths in flight accidents in 1990 led to sug- 
gestions that Tsutsumi was operating way 
.. beyond his expertise. 
p Seibu appears exhausted, “like an age- 
. ing mother," notes one observer. In the 
~ year to February 1985, the growth in gross 
profit of Seibu's department stores was 25; 
higher than for the other top 17 stores; in 
fiscal 1989, it was 0.6% lower. 
A Its income declared to tax authorities 
a continued to grow to Y6.78 billion in fiscal 
— . 1990 from ¥2.95 billion in fiscal 1988, but 
only because of an equity sale worth Y10 
E billion to associated firms in 1990. Seibu 
. and Seiyu account for more than half the 
-. group's sales. 
s Some of its new stores have not done as 
well as expected. Its Yurakucho shop, a 
P major investment, was supposed to break 
. even by 1990, a target that proved much 
- too optimistic. Seibu has cancelled one 
... project in Kansai, near the new airport of 
.. Osaka, though plans for new shops else- 
.. where are still on track. 
Seibu's priority now is to concentrate 
. en retailing. “We want to change from be- 
ing the biggest department store [with all 
kinds of new ventures] to being the best 
that sells quality goods," says a company 
spokesman. "Our role as ‘incubator’ of the 
.. group's new ventures has ended." 
Seiyu is the new incubator, but it is not 
t in the most robust shape. Its new busi- 
. nesses, many of which were transferred 
_ from Seibu, will take years to become pro- 
. fitable. Japan Satellite Broadcasting, placed 
under Seiyu's umbrella in September 1991, 
` for example, will require a Y100 billion in- 
vestment before it is projected to go into 
the black by 1997, its officials say. 
- . Although Seiyu is the third-largest su- 
. permarket in terms of revenue, its operat- 
ing margins rank fifth. It lacks a clear-cut 
. Strategy for its core business. Competitors 
— have opted for store standardisation or for 
_ stressing more non-food business, but 
. Seiyu is still undecided about its direction. 
= The Saison group as a whole is re- 
. focusing on profit, after years of rapid ex- 
. pansion. There is a sense of urgency among 
its managers about the need to consolidate 
and to withdraw from unnecessary en- 
deavours. But by trying to make Saison 
. companies more profitable and less glam- 
orous, the group will lose some of the lus- 
tre that has underlaid its success. ` 
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SOUTH KOREA 





Growth for votes 


nalysts in South Korea are sound- 

ing a familiar refrain: the rapid 

expansion of the economy cannot 

be sustained over the long term. 
But their warnings have been brushed 
aside by the political necessity to keep the 
economy steaming along in a year of legis- 
lative and presidential elections. 

GNP expanded by 8.6% last year, accord- 
ing to preliminary government figures. 
Senior government planners are saying pri- 
vately that growth this year will be about 
8%, against an original target of 7.5%. A 
steep current-account deficit, continued 
weakening of the won and an inflation rate 
hovering about the 10% mark are the al- 
most inevitable consequences of this high- 
growth policy. 

The current-account deficit was a record 
USSS.8 billion last year, despite the fact that 
exports rose 10.5% to US$71.9 billion (on a 
customs-clearance basis). But imports 
jumped 16.7% to US$81.5 billion as the 


Deficit woes 
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Source: Bank of Korea 
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overheated economy sucked in everything 
from bananas to olefins. 

A one-off reason for the leap in imports 
was the purchase in early 1991 of large 
quantities of oil — at the top of the market 
— to protect against disruption in ship- 
ments from the Middle East during the 
Gulf War. But much of the deficit was the 
result of an economic expansion that left 
domestic manufacturers unable to meet 
local demand. 

Growth is being led by private con- 
sumption, which last year rose by a rate 
nearly equal to the 10% of 1990. Consump- 
tion expenditures make up 60% of the 
economy. Worried by a declining (albeit 
still high) savings rate and slipping capital 
investment, the government since 1990 has 
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tried to rein in consumption through mora 
suasion, administrative guidance and pu 
nitive tax investigations of conspicuou 
consumers. 

Economic ministers — who tend to las 
less than a year in office — have relied or 
these "quick fixes" rather than commi 
themselves to enduring policies to cu 
spending and boost investment. 

Direct administrative control of e 
US$270 billion economy is difficult, but 
that has not stopped the fumbling attempts 
of South Korean administrators to manipu- 
late interest rates and impose a selective 
liquidity squeeze. 

Economic planners have long favoured 
a policy of industrial restructuring in which 
priority for loans is given to hi-tech opera- 
tions rather than low-wage manufacturing 
of items such as footwear and apparel. But 
a growing number of bankruptcies in an 
election year has alarmed officials. As a re- 
sult, the government announced on 17 
March that banks would extend Won 250 
billion (US$325 million) to smaller com- 
panies that were strapped for cash. 

Although monetary growth slowed last 
year, inflation remained high. M2, a broad- 
money measure, expanded 18.6% in 1991 
against 21.2% in 1990. Consumer-price in- 
flation rose 9.7% in 1991 compared with 
5.6% the previous year, but the rate is un- 
derstated because the government controls 
the prices of many of the items surveyed. 

Wholesale prices rose 5.4% in 1991 com- 
pared with 4.2% the previous year. In 1983- 
89, the wholesale-price index rose by an 
average of less than 1% a year. 

Consumer-price inflation is likely to re- 
main high. Pervasive price controls and 
administrative regulations have caused 
suppliers to raise prices whenever they see 
an opportunity. 

The big boom in capital spending is tail- 
ing off. It grew 12.3% last year compared 
with 24% in 1989, as a result of a forced 
slowdown in construction. The construc- 
tion sector expanded 12.1% last year, 
though it slowed from 18.5% in the first six 
months of the year to 6.7% in the July- 
December period. The government fore- 
casts a 6% growth rate in the sector this 
year. Investment in plant and equipment 
grew 12.6% in 1991 and is forecast to ex- 
pand 10.7% this year, 

The policy muddle is likely to continue 
until at least February 1993, when Presi- 
dent Roh Tae Woo steps down. The coun- 
try is preoccupied with election matters 
and the bureaucracy is anxious to skirt con- 
troversy. m Mark Clifford 
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You must first understand the ram. 


ne of the keys to succeeding in Asia in 1992 (the yea 
of the monkey), will be your depth of understanding 
of the events and developments of 1991 (the year o! 
the ram). Changes have swept through the 
region, altering business, political and 
| financial outlooks. Any move without 
reference to accurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the "Asia Yearbook" for that accurate 














information. The all-new 33rd edition, compiled and edited b) 
journalists and staff of the Far Eastern Economic Review is now M 
available. “Asia 1992 Yearbook” covers the major events in Asia and 
also provides a country-by-country analysis of the various political, ag YEARBOOK 
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| G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Phone (N52) 832 8338 
| Please rush me the just published ASIA 1992 YI ARBOOK (hardback) at HKS315. US$39.95, £24, Y5.600, $571.50 or M5 
at HK$235, US$29.95, £18, Y4,200, S$53 or MS88 each. 
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To become a managing director, 
you have to 


start talking like one. 


In today’s fiercely competitive So you'll never be at a loss for 
corporate world, the impression your words, or fresh topics of conversation. 


conversation makes is often But whether the issues are 











as important as the job local or global, we look 


you do. To be listened — at them from an Asian 
to, your words must perspective. As a result, 
carry weight. Especially 72% of our readers are 
with your superiors Asians from every corner 
and clients. That's where 
reading The Asian Wall 


Street Journal will make 


of the region. The men 
and women who've 
reached key posi- 


tions in an in- 







all the difference. 
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The Asian Journal pro- credibly diverse 


vides fresh facts and insights range of professions. 
Why not take advan- 


tage of our special rates and 


on regional and world events. 


Covering everything from 
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technology, marketing and i subscribe now. You'll enjoy 


banking, to world politics and significant savings off the news- 
policy and so much more you stand price. With a little help from 
won't find in your local newspapers The Asian Wall Street Journal you can 


or anywhere else. talk your way to the top. 
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Daim Zainuddin denies ties to Sagawa Kyubin 


By Doug Tsuruoka in Kuala Lumpur 
and Robert Delfs in Tokyo 


alaysia’s former finance minister, 
M Tun Daim Zainuddin, has been 

linked to a group of Japanese 
transport companies which is at the centre 
of a widening bribery scandal in Japan. The 
group, Sagawa Kyubin, is being investi- 
gated by the Tokyo authorities for having 
made illicit payments to scores of top Ja- 
panese politicians and for alleged links to 
the yakuza, the country’s organised-crime 
syndicates. The investigators in Japan are 
said to be examining evidence which al- 
legedly ties Daim to a purported payment 
by Kiyoshi Sagawa, the founder-chairman 
of the group. 

In interviews with the REVIEW on 26 
February and 21 March, Daim said Japa- 
nese officials have found personal records, 
kept by Kiyoshi Sagawa, in which Daim's 
name is mentioned. According to Daim, 
the documents appear to suggest to inves- 
tigators that Sagawa paid him a sum 
equivalent to M$3 million (US$1.2 million). 

Daim says he met Sagawa during a trip 
to Japan “some time in 1986.” But he de- 
nies that such a payment was made and 
asserts that the records may have been 
“doctored.” Daim served as Malaysia's fi- 
nance minister in 1984-91. He remains 
treasurer of the ruling United Malays Na- 
tional Organisation (Umno), a position he 
assumed in 1984. 

Daim's statements follow allegations 
apparently made by Sagawa Kyubin that 
the former finance minister had received a 
much higher sum of ¥1.5 billion (US$11.5 
million) from Tokyo Sagawa Kyubin, a 
unit of the Sagawa group. “I wish to state 
that this is entirely false," Daim said in re- 
ply to questions from the REVIEW. The 
records containing Daim's name were ap- 
parently among documents confiscated by 
Japanese authorities during raids on the 
homes and offices of Tokyo Sagawa offi- 
cials in mid-February. 

Daim says his only meeting with 
Sagawa occurred when they toured a fac- 
tory which belonged to the group in Kyoto. 
The visit was made in connection with 
United Sagawa Automobile Industries 
(USAI), a now-defunct joint venture involv- 
ing the Sagawa group and United Engi- 
neers Malaysia (UEM). The venture was set 
up to service and inspect government- 
owned vehicles in Malaysia. UEM is a civil- 
engineering firm which is currently the 
main contractor on Malaysia's M$5.7 bil- 


2 APRIL 1992 — er? 





lion North-South Highway project. 

Daim says that the discussion he held 
with Sagawa during his Japan visit con- 
cerned the latter's interest in establishing 
opportunities for Malaysians to study at 
Kyoto University or a "Japanese Univer- 
sity" for Malaysian students in Japan. 

The cost of setting up the chair was esti- 
mated at M$3 million annually, says Daim, 
and would have been borne by Sagawa 
group's head office. According to Daim, his 
understanding was that Malaysia would 
send the students for tuition in Japan. The 
proposal, however, did not materialise. 

Sources have alleged that Daim has 
since made trips to Japan during which he 
met Sagawa executives. 
Daim denies this and says 
he has had no further con- 
tact with Sagawa's chair- 
man. Daim argues that the 
records being looked at by 
the Japanese authorities 
may have been falsified to 
conceal payments made to 
somebody else. The Tokyo 
District Prosecutor's Office 
and Sagawa Kyubin have 
refused to comment on the 
case. 

Copies of confidential 
correspondence show that 
the Sagawa group con- 
tacted its Malaysian coun- 
terpart, UEM, about setting 
up a “foundation for Ma- 
laysians” in a letter dated 
11 December 1985. This 
was addressed to UEM’s then managing di- 
rector, Halim Saad. Halim is now the chief 
executive of Renong, the ruling party's in- 
vestment arm. 

The letter, signed by Kiyoshi Suyama, 
the president of Sagawa Automobile In- 
dustry Co., informs Halim of the Sagawa 
group chairman's desire to set up the foun- 
dation at a cost of M$350 million. The Ja- 
panese side urged that Daim should meet 
Kiyoshi Sagawa in Japan in early January 
1986 to discuss the matter and to "an- 
nounce the set up of the foundation." 

Six years later, with Sagawa Kyubin 
tainted by scandal in Japan, another letter 
is much less cordial. On 3 March 1992, 
Halim wrote to Kiyoshi Sagawa denying 
allegations (which he accuses Sagawa 
Kyubin of making) that either he or Daim 
received bribes from the Japanese com- 
pany. “I am disturbed by the scandalous 
and irresponsible character of the news," 
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Daim: trip to Japan. 





ilim complained." 

The suggestion that Sagawa wanted to 
establish a chair at Kyoto University paral- 
lel$ other university-related activities by 
the group which are under investigation. 
Reports say that the Sagawa group is in- 
volved in financing a foundation spon- 
sored by Japan's opposition Komeito party, 
which supports Chinese students studying 
in Japan. Sagawa's other foreign ties are 
reported to include donations of a large 
number of secondhand trucks to the Chi- 
nese Government and business links with 
both South and North Korea which alleg- 
edly may have included political payoffs. 

In Malaysia, the group's relations with 
its local business partners were acrimoni- 
ous. The Sagawa group played an initial 
role in attempts by Malaysia's ruling party 
to find cash-rich companies which could 
help resuscitate UEM. At the time, UEM was 
a loss-ridden firm which had been taken 
over by the Umno-linked investment unit 
Hatibudi Nominees in 1985. 

UEM subsequently announced the for- 

mation of the USAI venture, 
= in which Sagawa held a 
40% stake. It completed a 
M$3.5 million car-care faci- 
lity on UEM-owned land in 
Petaling Java, near Kuala 
Lumpur. 

USA] was marred from 
the start by acrimony be 
tween Japanese and Malay- 
sians over the management 
and cost of the venture. 


these were factors behind 
Sagawa's decision to leave 
Malaysia in early 1988. 
“We had a lot of problems 
with them," sources say. 
Two difficulties were poor 
quality and high compo- 
nent prices. The company 
has since been renamed 
United Service Automobile Industries, and 
is now wholly owned by UEM and other 
Malaysian parties. 

In the event, the company did not be- 
come profitable until 1991. Sources say part 
of the reason for USAI’s initial losses were 
large interest payments on a loan instigated 
by Sagawa's executives to finance the pur- 
chase of a piece of land in Petaling Jaya 
during the mid-1980s. Sagawa eventually 
bought the land from USAI and then resold 
it to a Japanese company involved in the 
car industry, sources say. 

It is thought that Sagawa's brief contact 
with Malaysia was part of a plan to make 
significant inroads into the country, possi- 
bly involving the establishment of à 
monopoly in the repair and servicing of all 
government-owned vehicles. But sources 
say Sagawa's overtures were rebuffed by 
government officials, who did not like the 
way the group did business. n 
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COLLECTIBLES 


Locals preferred 


Taiwan enters international art market 





By Julian Baum in Taipei 
aiwan’s art market has graduated 
from back-alley deals at private 


T galleries to its first international 


public auction. The 22 March sale, con- 
ducted in Taipei by London auction house 
Sotheby's, brought in US$3.4 million from 
a standing-room-only crowd of more than 
300 buyers. Nearly all of the 82 works on 
offer were sold at or above their minimum 
listed price, prompting some observers to 
grumble about speculative excess. 

Many works by mainland Chinese art- 
ists were on the block. But the heaviest 
bidding was for oil paintings by early 20th- 
century artists from Taiwan. More than 
half of the two dozen works which sold for 
NT$1 million (US$40,000) or more were by 
local-born painters. 

The highest price — NT$6.4 million — 
was paid for "Kuei-shan Island," by Tai- 
wan-born Liao Chi-chun. Yu Cheng-yao’s 
mountainous "Landscape," a set of four 
hanging scrolls, fetched NT$6.2 million. 
Another painting by Liao, “Still Life in 
Blue,” was sold for NT$5.4 million. Sur- 
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ee 
. The Asian Development Bank's (ADB) 
_ decision to introduce its first Hongkong 
. dollar bond issue on 1 May marks an 
ponet step in the development of the 
. colony's capital market. The HK$500 
Y penillion (US$64 million) of bonds that the 
. Manila-based regional-development in- 
. Stitution plans to offer will have a seven- 
_ year maturity. Investor response will be 
wed as a test of confidence in the vi- 












. abil h of the. 'ongkong currency beyond 
. 30 June 1997, when Britain is to cede 
. sovereignty to China. 

The H 1g dollar will become the 
_ first East Asian currency besides the yen 


_ to be used by the bank for funding pur- 
.. poses. The ADB uses borrowings to fund 










. . Upto now, the ADB's only foray into 
the US dollar. In November 
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Taiwan painters dominate auction. 


prisingly, however, an oil painting by Xu 
Bei-hong, one of China's best-known 
modern artists, fetched only its minimum 
listed price of NT$5 million. 

Why did it take an auction house from 
the other side of the world to sell the work 
of local artists to local collectors at interna- 
tional prices? "People underestimated just 
how difficult it is to put together an auction 
in the right way," says Rita Wong of 
Sotheby's Taipei office. One problem is 


1991, the bank issued a US$300 million 
Dragon Bond simultaneously in Hong- 
kong, Singapore and Taipei. ADB bond 
issues have the weight of the institution's 
triple-A credit rating behind them, but 
bonds are repayable in the currency of 
denomination. Wardley and China De- 
velopment Finance Co. will be the issue's 
joint lead managers. 

ADB treasurer Tomoo Hayakawa says 
the bank may soon issue bonds denomi- 
nated in Australian dollars. A study mis- 
sion has been despatched to test the vi- 
ability of such an issue. 

Beyond that, Bangkok is likely to be 
the next Asian market after Hongkong 
in which the ADB seeks to raise local- 
currency funds. Singapore is not enthu- 
siastic about allowing non-domestic is- 
suers to tap its currency market, and 
Seoul has indicated that its bond market 
is not sufficiently mature. Taiwan has the 
liquidity to sustain bond issues by for- 
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authenticity; four works were removes 
from the sale at the last minute becaus 
Sotheby’s learned they might be copies 
Another is the neutrality of the auctio 
house. Many of Taipei's hundreds of at 
galleries promote particular artists. 

Wong says the high value placed o: 
Taiwan-born artists is not mere insularity 
Chinese oil painting dates only from th 
1920s, and many of its most accomplishe 
practitioners have come from Taiwan. 

During the Japanese occupation (1895 
1945), artists from Taiwan were encou 
raged to study in Japan and Europe. Thei 
counterparts in China, however, face 
greater difficulties in going to the West te 
study. In addition, there has been more 
continuity in artistic development ir 
Taiwan than in China, where artists have 
often been the victims of political cam- 
paigns. 

The man wielding the gavel at the sale 
was Julian Thompson, chairman of 
Sotheby's Asia. Thompson says the de- 
mand for an auction in Taipei came from 
Taiwanese buyers at Sotheby’s auctions 
elsewhere. “This is a wider market than 
Hongkong’s,” Thompson adds. 

But any hopes that Taiwan may become 
an international venue for art auctions are 
dampened somewhat by a value-added tax 
of 5%. Taiwan has no provision for tax re- 
bates for foreign buyers who export their 
purchases and could therefore lose out to 
places such as Hongkong which have no 
such impediments. * 


eign entities, but in the ADB’s case, the 
fact that China is a member adds a po- 
litical constraint on any move that might 
be seen to legitimise the island's capital 
market internationally. 

Meanwhile, the emphasis on ADB 
borrowing may shift soon in favour of 
currencies such as the US dollar and 
away from traditional low-coupon cur- 
rencies such as the yen and the Swiss 
franc. The burden of repaying ADB loans 
largely denominated in yen has become 
heavy for some Asian borrowers because 
of the sharp appreciation of the Japanese 
currency against the US dollar. 

Consequently, the ADB is likely to re- 
vise its borrowing-and-lending policies 
in terms of currency composition by 
mid-year. The bank is also expected to 
give more advance notice of the curren- 
cies in which borrowers will have to re- 
pay, so they can hedge accordingly. 

The yen, however, will remain the 
principal borro currency in view of 
he aeaa inier ie. iris. de 
tially Japanese orientation. Japan is co- 
equal lead shareholder with the US, but 
by tradition the ADB president is always 
Japanese. = 
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INDUSTRY 


Opening doors 


Southern China eyes booming domestic markets 


By Carl Goldstein in Guangdong 
province 
I n the booming county 





town of Shunde, Li Li, vice- 

director of Guangdong 
Huabao Air Conditioner Fac- 
tory, is fretting about an unfa- 
miliar problem: cut-throat com- 
petition for markets with other 
Chinese companies. "It's not 
fair that state enterprises enjoy 
guaranteed markets for their 
products and we don't," he 
complains. 

The Pearl River Delta, where 
China's economic reform pro- 
cess has gone furthest and fast- 
est, is probably best known as 
an export dynamo. And that it 
is, as Chinese and foreign-in- 
vested companies have made the area a 
major source of shoes, garments and toys 
destined for world markets. Exports from 
the province rose at an annual pace of 17% 
in 1981-91, according to Yi Zhengqiu, direc- 
tor of the provincial Commission for Struc- 
tural Reform. 

But purely Chinese companies in 
Guangdong are increasingly looking to 
markets in other parts of China for growth. 
Rising purchasing power is bringing a 
wide range of consumer goods within the 
reach of ordinary folk, and the province's 
companies are eager to satisfy those needs. 

This is particularly true of collective en- 
terprises, which are owned mostly by 
county and town governments. The sector 
has experienced explosive growth in the 
past few years, and local officials and en- 
trepreneurs have enthusiastically exploited 
the greater leeway afforded by patriarch 
Deng Xiaoping’s economic reforms. 

Deng’s visit to Guangdong on 19-29 
January was widely interpreted as a sign 
that the success of the province's free- 
wheeling ways should be considered a 
model for the rest of China. Even before 
that, however, state enterprises in the 
province were seizing the opportunity to 
liberate themselves from the cocoon of 
central planning. In many cases, the dis- 
tinction between state and collective enter- 
prise has blurred beyond recognition. 

In the process of extending their sales 
beyond Guangdong, companies are en- 
countering problems — many of which, 
ironically, have bedevilled foreign com- 
panies — such as resistance from local 
governments or producers and difficulties 
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Prosperity begins at home 
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in setting up marketing channels. 
Throughout Guangdong, managers com- 
plain about the obstacles their companies 
face in other cities. 

"The Shanghai packaging syndicate is 
using gentleman's agreements to keep our 


by deere 


The recession that Australian Prime 
Minister Paul said the country 
had to have has ended. The economy 
has posted two successive quarterly in- 
creases in GDP, and even there 
are no strong signs that better times are 
ahead, a recovery is officially under 


wa 

Ín the fourth quarter of 1991, GDP 
edd ELO cR iis pre It 
0.1% rise in the previ- 


uq od ined 15 months, but 
the official ending came about only be- 
cause of a change in the way the gov- 
 ernment calculates economic health. 
dime GDP was based on the 
| abi ciency 
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goods out of the market,” says Yu Zuri, 
deputy general manager of Zhongshan 
Packaging & Printing Group. 

But Zhongshan Packaging recently 
achieved a breakthrough in Shanghai by 
persuading a few factories in the city to 
buy its polyester film-packaging line, 
which Yu argues is of higher quality than 
similar goods made in Shang- 
hai. Some 80% of the com- 
pany's Rmb 146 million (US$27 
million) in revenue last year 
was derived from sales to 
provinces outside Guangdong, 
compared with only 35%, or 
Rmb 55 million, in 1986. 

Before Deng began the eco- 
nomic-reform process in 1978, 
communist party doctrines of 
provincial self-sufficiency, plus 
transport bottlenecks, limited 
inter-provincial trade. But as 
the economy opened up, bla- 
tant forms of local protection- 
ism began appearing. Two 
years ago, there was a rash of 
complaints in Guangdong that 
local officials in Hunan and 
Guangxi provinces were setting 
up roadblocks to prevent the 
movement of rice, pork and other food- 
stuffs into their richer neighbour, where 
they commanded higher prices. 

These practices have been controlled to 
some extent, but a host of more subtle bar- 
riers remain. Huabao Air Conditioner's Li 
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latest home-lending figures, which 
show a 7.9% slump in January. ^ 
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says. ae city government of Wuhan in 

Hubei province refused to give his com- 

pany permission to sell its air-conditioners 

there on the pretext that power supplies 

zere insufficient. In reality, he says, pres- 

ure from local manufacturers was behind 
the official resistance. 

State enterprises in much of the rest of 
China have been slow to follow their 
southern compatriots. Subsidies, central 

- allocation of raw materials at low prices 
.. and access to official distribution channels 
-= protect industries from the consequences 
_ of producing shoddy, unwanted goods. 

~~ For the more emancipated southerners, 
+. other problems arise from unfamiliarity 
-with how to set up nationwide distribu- 
tion and service networks. Nonetheless, 
many Guangdong-based enterprises ap- 
pear to be making a solid start at it. 

_ If appearances tell the tale, Guangdong 
Pearl River Refrigerator Factory in Shunde 
ust be doing something right. It has a 
marble-clad foyer and a luxurious board- 
room more appropriate to a five-star hotel. 
Three late-model Mercedes are parked be- 
hind the plant — which manager Zhang 
Chengyao forthrightly says belong to him 
and the other directors — while numerous 
motorbikes belonging to employees are 
lined up by the dozen in the front. Few 
bicycles are in sight. 

- Zhang says the county-owned enter- 
prise has a staff of 45 salesmen who 
crisscross the country, selling to depart- 
ment stores and city-supply bureaus. The 
^d also holds its own annual trade 
air 

^ Asa result of these efforts, 60% of Pearl 
River Refrigerator's sales are made outside 
Guangdong. Some 30% of its 1991 revenue 
of Rmb 720 million came from the home 
province, while 10% was exported. The 
stest-growing market last year was 
orthern China, according to Zhang. 

-At the Zhongshan Weili Washing Ma- 
hine Factory, vice-general manager Li 
Guojun tells visitors that his company, a 
collective enterprise owned by the county 
government, has established a chain of 
eight sales offices and more than 500 main- 
enance and service centres elsewhere in 
the country. The company spends several 
million renminbi a year on national televi- 
sion advertising, he says. 

. One mark of success was Weili Wash- 
ing Machine's Rmb 30 million net income 
on revenue of Rmb 600 million in 1991. A 
mmendation of a different sort is dis- 
yed in the factory lobby, where a plaque 
i by the provincial communist party 
es the company “an outstanding unit 
political ideology.” Li explains that his 
ory won the 1990 award for “bringing 
initiative of the workers into play” and 
boosting production. This is precisely 

ort of definition of political correct- 
Ss us distinguishes the s Cuangiang 



















































TRADE 


Asian 
momentum 


he rapidly growing countries of 

í East Asia emerged as the “most 

dynamic element” in world trade 

last year, helping to offset slower trading 

by Japan, the US and the EC, according to 
a report by Gatt on world trade. 

Gatt economists underline that while 
growth in global trade slowed to 3% in 
1991 — the smallest gain in nearly a decade 
— the expansion of trade and output re- 
mained “very strong” in developing East 
Asia. There, six countries registered an in- 
crease of more than 13% in exports and an 
even more impressive 17% rise in imports. 
Gatt predicts that world trade will grow 
by 4% in 1992. 


Six Asian countries — China, Hong- 


kong, South Korea, Malaysia, Taiwan and 
Singapore — were among the top 25 trad- 
ers in the world last year. Hongkong rose 
to No. 10 for the first time, with a 2.8% 
share of the world’s imports. China, Singa- 
pore and Malaysia improved on their 1990 
export performance; Taiwan retained its 








P as the world's 12th-largest E 
nation; and South Korea dropped to 14th 
place from 13th. 

While these Asian countries set new 
trade records, Japan saw the growth in its 
volume of exports slow down to 3% last 
year from 5.5% in 1990. The rise in imports 
was a modest 3% in 1991, compared with 
6% in 1990. 

Taken together, Asian countries ac- 
counted for 25% of world merchandise 
trade in 1991, up from about 10% some 30 
years ago. The value of world merchandise 
trade grew by only 1.5% last year to US$3.5 
trillion, but trade in services grew by 5% to 
US$850 billion. 

The Gatt report points to worrying 
trade trends, such as a failure by signato- 
ries to abide by the decisions of the Gatt 
disputes panel and a surge in the number 
of anti-dumping investigations from 96 in 
1990 to 175 last year. The US, Australia, 
Poland and the EC were the leading uti- 
lisers of Gatt anti-dumping provisions. 

Restrictive trade measures, the so-called 
“grey area” agreements which are con- 
cluded outside Gatt, also increased last 


year. Gatt identified up to 284 voluntary 


restraint agreements last year, but econo- 
mists now say that such pacts cover such a 
wide variety of restraints that the “trans- 
parency problem and the problem of de- 
ciding which measure to count are becom- 
ing more serious.” u 











BRIEFING 


, Ballarpur agrees to set up 
pulp venture in Indonesia 


M India’s Ballarpur Industries agreed to 
join Indonesia's Risjadson Holding & 
Investment in a US$850 million joint 
venture to produce paper and rayon- 
grade pulp in Aceh province in Sumatra. 
The project will be financed by debt and 
by US$285 million in equity on a 40:60 
split between Ballarpur and Risjadson. 
Ballarpur's involvement is believed to be 

.the biggest foreign investment by an 

Indian company. Ballarpur is the flagship 
of a group controlled by L. M. Thapar, 
which is among the biggest business 

"houses in India. Risjadson is a 
conglomerate controlled by Ibrahim 
Risjad. 


Malaysia plans to modernise 
its telecommunications 

> Malaysia's telecommunications 
provider, Telekom Malaysia, announced 
plans to spend M$12 billion (US$4.7 
billion) on capital investment in the next 
. five years. The funds are earmarked for a 
. modernisation of the company's 
` telecommunications network. Some M$2 
billion has been slated for foreign 
-contracts to provide 4 million lines of 
 digital-switching equipment. 





Seoul authorities arrest 
computer-software dealers 
» Seoul prosecutors arrested five 
computer-software dealers and seized 
more than 44,000 allegedly pirated 
computer diskettes during a 17 March 
„raid in the South Korean capital. They 
‘seized 3,000 software manuals and 29 
computers that were allegedly being used 
for illegal software copying. The raid was 
the second in the past year against 
suspacted software pirates in South Korea, 
where illegally copied software is freely 
available, despite a 1987 law designed to 
protect software developers. A raid in 
July 1991 shut down two businesses that 
were pirating software. 


Philippine group meets 
deadline for PAL payment 
> PR Holdings Inc., the corporate vehicle 
of a group of investors that won a bid to 
purchase 67% of Philippine Airlines 

(PAL) for P9.8 billion (US$370 million) on 
25 March met a government deadline for 
the remittance of a first payment 
 instalment of P7.78 billion. The payment _ 
was raised through a loan extended by a 
Syndicate of banks. IMF officials said the 











element of its Philippine budgetary 
programme for the first half of this year. 
The deadline for payment of the 
remaining P2 billion is 30 June. 


EC, Tokyo settle dispute 
on Japanese port fees 


> The EC has ended an investigation into 
Japan's Harbour Management Fund, 
following a promise that Tokyo will scrap 
the port-fee system. EC ship owners, 
which have paid US$4.5 million a year 
into the fund since 1989, lodged a 
complaint in January 1991 saying the 
payments amounted to an illegal trade 
barrier, as foreign ships paid four times 
the fees paid by Japanese vessels. 





Singapore approves loan 
for Batam Island development 


> The Monetary Authority of Singapore 
approved the equivalent of a US$125 
million loan for the Batamindo industrial 
estate on Indonesia's Batam Island. The 
five-vear loan is believed to be the first 
Singapore-dollar loan for a foreign project. 
Batamindo is jointly owned by Salim 
Group of Indonesia, Singapore 
Technologies Industrial Corp. and Jurong 
Environmental Engineering of Singapore. 


Indonesia approves 
cement-plant joint venture 

> Indonesia has reportedly given the go- 
ahead to a US$400 million cement plant in 
North Sumatra. The 1.5 million-tonne- 
capacity plant will be 40%-owned by 
Agra Ltd of Britain and 60%-owned by 


| Maharani Wisesa, an Indonesian company 


controlled by Siti Hedianti Herijadi, the 
ear-old daughter of President Suharto. 
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Hanoi city officials aim 
to lure foreign capital 
> Hanoi plans to court foreign investors 
by introducing preferential taxes and by — 
upgrading the city's infrastructure. City 
officials are seeking approval from the 

central gov ernment to charge foreign Ue 
investors lower taxes and rents, as wellas 
reduced rates for electricity and water... 
Hanoi also plans to upgrade 
infrastructure in its suburbs to attract. 
foreign industries. Since 1987, Hanoi bk 
secured. foreign investment worth only | 
US$345 million, equivalent to what Ho 
Chi Minh City in the south attracted : 
the first 10 months of 1991 alone, — 









































Hualon Group to build 
Malaysian industrial complex 
P Taiwan's Hualon Group plans to buil 
an industrial complex in Malaysia to 
manufacture electronic components a 
semiconductors. The U5$270 million 
investment will be financed with 
E. from a consortium of 
Malaysian banks, according to Weng Y 
ming, one of four brothers who owns 
group. The loans will also finance | 
expansion of Hualon's textile production 
in Malaysia. 





nd 


Gatt to set up group to 
study Taiwan's membership 


> The Gatt has agreed to set up a 
working group to study Taiwan's 
application for membership to the trade. 
body. Officials said that under an 
arrangement worked out by Gatt Cou 
Chairman B. K. Zutshi, China and Ti 
could become Gatt members at the san 
time, meeting Peking's demands that _ 
Taipei should not be allowed to jom the. 
trade body before China. Negotia 
China's Gatt membership resumed i 
February. 





Hongkong stock wate 'hdog 

appoints new chairman — 

> Hongkong's Securities and Futures 
Commission named anew chairman, E 
Robert Nottle of Australia, on 24 March: o 

Nottle, a former university lecturer and 
director of Australia’s National : 
Companies and Securities Commission.. 
before arriving in Hongkong in 1990, 
replaces Robert Owen, a British 
merchant banker who was appointed | 
following the 1987 stockmarket crash. 
Owen engineered a tightening of 
disclosure rules, the creation of an in 
trading law and tighter guidelines for 
brokera yes. 
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Stockmarkets 


uuu Tokyo loses ground in end-of-month selling a a a Hongkong rises 
after sliding below psychological barrier a a a Seoul bolstered by election hedging ww s 
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triking the right balance between 

public interest and private profit is 

never easy for monopoly utilities. 

The interests of the company's cap- 
tive consumers often conflict with those of 
its shareholders. 

Hongkong has its own solution to this 
problem: allow listed private regional mo- 
nopolies, but run them under schemes of 
control which regulate profits according to 
the level of invested capital. “Surplus” 
profits are directed into a fund which off- 
sets future price increases and develop- 
ment costs. Thus consumers are protected 
from exploitation, and shareholders receive 
an assured return. 

In the case of electricity generation, Li 
Ka-shing’s Hongkong Electric (HKE) and 
the Kadoories’ China Light & Power (CLP) 
are assured of a predictable return of 15% 
on fixed assets. 

It is perverse, then, that HKE has an- 
| nounced results which please neither 
consumer nor shareholder. The consumer 
particularly has little to celebrate: out of a 

5.8% rise in power consumption, HKE has 
managed to squeeze a 12.2% rise in turno- 
ver to HK$4.9 billion (US$628 million). 
Nearly half of this, or HK$2.4 billion, was 
profit — a rise of 21.3% over the previous 
year. 

And in addition to its operating profits, 
HKE has booked profits of HK$213 million 
from its 20% stake in Li's giant Ap Lei 
Chau property development. As a result, 
total pretax profits rose 35% to HK$2.6 bil- 
lion. In view of this, electricity consumers 
might feel that the transfer of HK$36 mil- 
lion of these profits to the "rate reduction 
reserve" is too little, too late. 

Still, surely the shareholders can enjoy 
the performance? Well, no. The problem is 
that HKE has effectively decided not to dis- 
| tribute the HK$213 million in property de- 
velopment profits. Rather, it has cut its 
dividend payout ratio from 64% to 60% of 
attributable profits; dividend growth was 
à solid but uninspiring 14.7%. 

Company chairman Simon Murray ar- 
_| gues that because HKE's property develop- 
. | ment profits will cease after 1995, it would 
.| beunwise to allow shareholders to develop 
_| a taste for cakes and ale. But this worry is 
‘Misplaced: special dividends are the way 
| to distribute development profits. Between 
_| now and 1995, when the Ap Lei Chau de- 
|| velopment is completed, there is probably 
_| a further HK$2.7 billion worth of develop- 
. | ment profits to be booked. Is none of it to 
.| be distributed? 
| The immediate beneficiaries of HKE's 
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parsimony are shareholders of CLP, whose 
share price has rocketed as disgruntled HKE 
holders have switched allegiance. 

But do these investors have any assur- 
ance that the Kadoories will treat them any 
better? CLP plans to develop one of its old 
sites with Li's Cheung Kong. Warburg Se- 
curities predicts that the project will yield 
around HK$5 billion in profits. Will 
shareholders get a slice? 

The questions point to the problem with 
schemes of control. Unless some means is 
devised as to how — if at all — the two 
utilities’ development profits will be dis- 
tributed, the market can hardly make an 
informed judgement on a company's 
value. 






Parting of the ways 
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As Robert Owen completes his stint as 
chairman of Hongkong's Securities and 
Futures Commission, the question has to 
be asked: is Hongkong now the most tedi- 
ously respectable financial centre in the 
world? Do its brokers pine for the thrill of 
Zurich or the buzz of Frankfurt? 

Shroff regrets that it might be so. Hong- 
kong missed Milken, Boesky and Maxwell 
and, had it not been for a moment of inju- 
dicious valour by the Banking Commis- 
sioner, might even have missed BCCI. 

True, Australian entrepreneurs have 
given the territory a good bit of excitment 
over the years. But now it looks as though 
it will miss out, too, on a promising bit of 
action involving Rupert Murdoch's News 
Corp. — even though it does have a nomi- 
nal listing in Hongkong. 

In London, two insurance companies 
owned by Australian entrepreneur Grant 
Fowler — related to Murdoch both by busi- 
ness and by marriage to his niece — were 
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Power for profit 


due to appoint liquidators on 24 Marcl 
The £25 million (US$43 million) capital c 
each company is said to have been wipe 
out. 

The two companies, Trinity Insuranc 
and Bryanston Insurance, have an ill 
omened pedigree: Fowler bought Bryar 
ston in 1989 from Alan Bond, who ha 
acquired it from Robert Holmes à Cour! 
Trinity was liberated in 1987 from Allai 
Hawkins’ trans-Tasman flagship Equiti 
corp. 

Internal investigations initiated afte 
Fowler resigned in January suggest a fa 
miliar pattern of matey behaviour linkin 
him to Murdoch's businesses (though ther 
is no evidence that Murdoch himself knew 
of the wheeling and dealing). First, tw« 
family companies through which Murdoct 
owns 43% of News Corp. made short-term 
loans to the insurance companies. Second 
the insurance companies lent money to the 
Australian-based, London-listed Panfid: 
Group, of which Murdoch's London-basec 
News International owns 29.9%. Panfid: 
admitted insolvency in January. 

The two insurance companies are alsc 
said to have lent money to unnamed off- 
shore companies believed to be connected 
to Brenden Redden, an associate of Fowler. 

These transactions took place during 
1990, the period during which Murdoch 
himself was fighting off the bankers. De- 
spite asset sales, News Corp. still has a 
February 1994 deadline to repay US$2.4 
billion of debt. 

Small deals a long way away? Perhaps, 
but they look very like the global financial 
hunt-the-lady games which have earned 
Australian entrepreneurs their special 
niche in Hongkong's commercial folklore. 
And to Shroff's eye they provoke questions 
about whether the same sort of thing has 
been going on at SCMP Holdings, listed in 
Hongkong and 51% owned by a Cayman 
Islands subsidiary of News Corp. 

With around HK$260 million in the 
bank (figuratively speaking) SCMP is prob- 
ably the most cash-rich part of Murdoch's 
whole empire. Moreover, SCMP has just the 
structure lawyers reach for when con- 
structing dead-end cash-flow trails. 

Company secretary Daniel Doo says: 
“We don't have any inter-company loans 
with News Corp. whatsoever. The cash is 

kept in banks either here or through swap 
deposits offshore, and is under our direct 
control." 

Shroff respects the self-control with 
which Murdoch can keep his hands off the 
honey-pot. m Michael Taylor 
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about the future." 


Simon Keswick, Chairman - 
19th March 1992 
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DEGREE COURSES 


Take a Master's degree in Business Admin- 
istration (MBA) entirely at home anywhere in 
the world. Also Bachelor's, Master's and 
Doctorate programmes in Computer Sci- 
ence, Economics, Education, Engineering, 
International Law, Languages, Sciences, etc. 
Knightsbridge University 

Dept. FERS, P.O. Box 3, Sudbury, 
Suffolk, England. Fax: +44/787-278478 






OFFSHORE 
COMPANIES 


FROM US$250 









More and more, 
the international businessman 
j and the high net worth E 
| individual use offshore companies | 
; - and trusts - 
with an emphasis on 

fax avoidance, 
| ease of compliance, 
cprivacy and asset production. 










To place your 
classified ad, 
fax: Hong Kong 
(852) 8346051 
or call: 
Hong Kong 8328473 
Singapore 2203720 
Tokyo 32700251 
Bangkok 3913275 
Sydney 3639736 
Jakarta 5703123 
| Taipei 77/5123 
| Manila —— 8273950 
Seoul 7856605 
London 3340008 
New York — 8086618 
Auckland 4792243 
















organisation has provided | 
re services since 1977. Our | 
ssional staff offer low cost | 
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| An Essential B ok for 
Business 


Anyone Doing B 


The Almanac of 
China's Foreign Economic — 
Relations & Trade 1991/92 


China's trade policies with therest 
of the world have never afforded 
more opportunities than they do 
today. The country represents 
unprecedented potential — an ex- 
panding market equivalent to one- 
quarter of mankind. And yet, data 
on this rapidly growing economy — 
has, until recently, been scant and 
unreliable, — 





Now, there is one book that encapsulates every detail relevant to 
a businessman conducting dealings with China — The Almanac 
of China's Foreign Economic Relations & Trade. 


What is it? 

The Almanac features articles and data contributed by leading 
scholars and other authorities as well as representatives from 
China's Foreign Economic Relations and Trade Department. Its 
contents are extensive and detailed, systematically laid-out for 
ease of reference. It includes vital information to businessmen — | 
such as trade policies and restrictions — and even offers listings 
of potential joint venture partners. 


Who needs it? 

The Almanac is absolutely vital to anyone engaged in business or 
government relations with China. It is also a fascinating record of 
the changing face of China’s policies. Not only is it one of the few 
books that offers an accurate view of China's economy but it is 
also the most up-to-date documentation of its kind. 


Fax, mail or phone: The China Phone Book Co., Ltd., GPO Box 11581, 
Hong Kong. Fax: (852) 838 7753, Tel: (852) 832 8448. 


E c.i a copy(s) of The Almanac of China's Foreign 
Economic Relations & Trade 1991/92 at US$80/HK$624 per copy. For - 
airmail delivery add US$29.50/HK$230.00; for surface mail delivery add 
US$14.00/HK$110.00. 


d | enclose a cheque made out to The China Phone Book 
Company, Limited. MM 


J Charge my credit card (tick one) 


J Visa J MasterCard J Diners - Amex 
Marg NG, ——— — Expiry Date 
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| . ThisMay, den hon Asa sbankingi 
for the 25th annual meeting of the Asia n: nk 
rate this event, the Far Eastern Economic Review will pt blis 
editorial Focus in its May 7 issue. 
























|  . The Review has reported extensively on the ADB si 
<- inception. This longstanding relationship specially qualifies 
| provide the most comprehensive analyses of its policies an 
future of the Asia-Pacific region. 
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distribution of the issue to delegates and attendees of th à 
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ost people have probably never 

heard of obstructive sleep 

apnea (OSA). But if you are 

male, over 40 and overweight, 

then you ought to know about OSA: it could 

kill you. 

Despite its low profile, OSA may be 

more widespread than either diabetes or 

| arthritis. Indeed, some estimates put the 

| incidence of the disease among males in 

the 45-65 age group as high as 20%. After 

70, the incidence drops off markedly. In 

other words, by that age, most sufferers 
from OSA are dead. 

How can you tell if you have the dis- 
ease? Telltale signs are perpetual tiredness, 
irritability, memory lapses, accident 
proneness and impotence. But the biggest 

| giveaway is loud snoring, especially if 
| snores are followed by a long silence when 
| breathing stops, which is what apnea 
means. 

When breathing stops for a period of, 
say, 30 seconds — during which time, de- 
spite the lack of air, breathing muscles con- 
tinue to move — the brain sounds an alarm 
because of the low level of oxygen in the 
blood. The body then jerks into action by 
coughing or snorting to open up the air 
passage. This allows the lungs to suck in 
desperately needed air in one great long 
gulp. Then the cycle begins again. 

Since the cycle can be repeated several 
hundred times a night, it is no wonder that 
OSA sufferers wake up feeling tired. This 
nightly assault on their cardiovascular sys- 
tem causes a build-up of carbon dioxide in 
the blood, leading eventually to lung fail- 
ure, heart abnormalities, high blood pres- 
sure and strokes. 

OSA occurs because the muscles that 
control the tongue and the soft palate relax 
when sufferers go to sleep, blocking the 
airway and causing them to choke. There 
is no cure for the disease. Indeed, until re- 
cently, the only treatment was a tracheos- 
tomy. But cutting a hole in people's throats 
is not an elegant solution. 

Now there is a better way. ResCare, a 
small Sydney-based company, has come 
up with a respirator for treating OSA. 
Known as a continuous positive airway 
pressure system, the device is, in effect, a 
reverse vacuum cleaner, according to 
 ResCare executive chairman Peter Farrell. 
Through a mask that the sufferer straps on 
before he goes to sleep, an electric fan 
forces a constant stream of lightly pressu- 
rised air into the nose. This air prevents the 
soft palate and the tongue from relaxing 
by holding open the airway. 
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ResCare's respirator is based on 15 
years of laboratory and clinical work by 
Colin Sullivan, à professor of medicine at 
Sydney University Medical School. Sulli- 
van is currently director of the university's 
David Read Laboratory, which is widely 
known for its sleep-disorder research. 

After developing a prototype respirator 
in 1981, Sullivan tried to interest local com- 
panies into commercialising it, but without 
success. Then he met Farrell, whose career 
includes stints on both sides of the univer- 
sity-industry divide. While a professor, 
Farrell founded the Centre for Biomedical 
Engineering at the University of New 
South Wales. He subsequently joined 
Baxter Healthcare Inc., a US company, as a 
vice-president of research and develop- 
ment. 

Farrell persuaded Baxter to fund deve- 
lopment of Sullivan's work to the tune of 
around AS2 million (US$1.52 million). All 
went well until 1988, when as part of a 
corporate restructuring, the US company 
decided to sell its respiratory-products di- 
vision. Farrell and some of his colleagues 
proposed a management buy-out, and 
Baxter accepted. 

Management, however, had a difficult 
time raising the money to pay for the 
buy-out. In post-stockmarket-crash Aus- 
tralia, this was a major obstacle. Poor 
choices by federal and state-backed in- 
vestment plans had turned venture capital 
into a dirty word. Eventually, however, 
with the support of two investors, the 
Farrell team scraped together enough 
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Excessive snoring can kill. 
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INNOVATION 


A cure for snoring 


money to set up ResCare in 1989. 

ResCare has done well. In its second 
year of operation, revenue rose to A$2.6 
million from A$1.4 million a year earlier. 
This year, Farrell estimates that ResCare 
will have revenue of at least A$5 million. 
Almost two thirds of the company’s out- 
put is exported, to more than a dozen 
countries. The ratio of export-to-domestic 
sales will likely increase for two reasons, 
one positive, the other negative. 

The positive reason is that the company 
has set up US and Japanese distribution 
arrangements. The negative one is that 
Medicare, Australia’s national medical 
plan, will not reimburse patients for the 
A$1,600 cost of a respirator, whereas medi- 
cal funds will in the US and in European 
countries such as Sweden and Germany. 

Farrell believes that widespread use of 
ResCare respirators will lead to a reduc- 
tion in the incidence of high blood pres- 
sure, enabling people to be taken off medi- 
cation. Long term, a reduction in the rate 
of heart attacks and strokes could mean a 
tremendous saving in medical costs. 

Then there are the wider, social impli- 
cations of leaving OSA untreated. “Research 
shows that snoring associated with sleep 
apnea is the largest single cause of divorce 
in Western countries," Farrell says. "In fact, 
snoring is supposed to be responsible for 
more marriages breaking up than all other 
factors combined." 

Marital break-ups are not the only so- 
cial problems the disease causes. Because 
they are prone to fall asleep while driving 
cars, OSA victims are much more likely to 
cause traffic accidents than healthy people. 

ResCare's success has already attracted 
several imitators. But the company believes 
it can stay ahead of the field. It spends 
more than 20% of its revenue on making 
improvements to the technology and ex- 
tending its applicability to other respira- 
tory diseases, such as asthma and cystic 
fibrosis. 

Also, ResCare's respirator is already 
into a third generation, which is smaller 
and lighter — it fits comfortably into an 
attaché case — as well as quieter than its 
predecessors. Released last year, the new 
model currently accounts for around 70% 
of sales. Farrell is particularly proud of its 
mask, which is flexible enough to fit any 
shape or size of nose unobtrusively. 

The next generation will be even more , 
unobtrusive. It will be able to sense when à 
patient's breathing has stopped and then 
produce enough pressure to stave off the 
attack. m Bob Johnstone 
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e invite you to see the complete range of Acer 
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laser printers, keyboards and other peripherals. 

all your nearest Acer representative and tell 

us exactly what you need. And then well give you 
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A Rolex does more than just tell you the time 


Even as you read these words someone 
somewhere on this planet, will be venturing into 
the unknown. > | 

The equipment they will have chosen to 
accompany their adventure will have been 


selected with the utmost care; their reliance on 







it will be total. 





"We were fulfilling a desire to set Man against nature at its 
very worst. We didn't have an external time-check for 
nine months. And we didn't need one." Commander Chris Furse. 
Explorer Il. 


Yet the chances are that one of their most 
vital pieces of equipment will be on their wrist. 

A Rolex Oyster. 

The sheer ability of a Rolex to keep going 


under the most severe conditions is legendary. 





"My Rolex has worked unfailingly. 
Used with the sun compass, dead-reckoning is the ulii Datejust. 


navigation fall-back.” Tom Sheppard. | \ The massively strong Oyster case and the 


reliability of the automatic precision movement it 
contains ensure that every single Rolex that 
leaves Geneva is capable of accompanying its 
owner wherever he or she cares to venture. 


Where in the world will you 
be taking yours? ROLEX 
T3 of Geneva 





"If my Rolex hadn't been reliable, I'd be dead. 


It's as simple as that.” Robert Swan. 
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LET B ERS 


Sarawak arrests $4 

Malaysia's Inspector General of Police Tan 

Sri Hanif Omar has declared that the po- 

lice did not arrest.any Penans this year for 
anti-logging’ activities in Sarawak. Let us 






“On 4 February 1991, at Tinjar in “Baram, 
10 tribal people from Ulu Sungei Pau and 
‘Ulu Semayas were arrested and charged. 
On 14 March 1991, two Ibans from Ulu 
Machan were arrested after a press confer- 
ence to refute allegations by the Sarawak 
Timber Association. Nine other Ibans from 
the same area were arrested without war- 
rant on 26 March 1991. 

-The list goes on, and it would take too 
much of your space to list them all. The 
lates batch of arrests involved 2 e 












là v or v hemele: Such 


and and prolonged protests against 
oris over the. scattered, iso- 


agents inc ioe. the natives against the gov- 
ernment. People from many of the 30 na- 
tive races in Sarawak protest in the jungle 
because their food sources, their water and 


their burial grounds are threatened, de- 


stroyed and polluted. 
As one Penan said: "Our forest is like 


-your office in town. How would you like it 
ifIdrovea tractor or through your office one 






day" E: 
AS long. as so 







peor le is their trac- 


on — with or witl ic donem 


| foreign agents or opposition MPs like me. 


The arrest and conviction of Sarawak 
native people will not stem the rising tide 
of timber blockades: in the rainforests of 
Sarawak. This is not a criminal problem. It 
is a political and social problem that will 
be solved only when the social and politi- 
cal rights of the Penans, Kenyahs, Kayans, 
Kelabits and Ibans are respected. 

Kuching, Sarawak SIM KWANG YANG, MP 
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Looking f for domestic ownership 


In sHROFF [12 Mar.] Paul Handley raised a 
number of criticisms and allegations about 


hai Airways International Ltd's (Thai) 


public offering of shares now under way. 
Handley notes criticisms that the allot- 


ment of up to 15 million shares for foreign 
investors has not actually been made avail- 








able and that the shares are overpriced. 
As a state enterprise making its first 
public offer of shares, Thai felt it important 


to maximise domestic public ownership of 


FAR FASTERN ECONOMIC REVIEW 


the national flag carrier. To that end, 4 
million shares were made available directi 

to the general public with subscription to: 
be made through the branch networks of 
five commercial banks. An additional 55. ^ 
million shares were allocated to Thats. 76. d 
underwriters for distribution at their dis- > 
cretion to investors. Thai’s underwriters. 
were authorised to distribute a maximum 
of 15 million shares to foreign institutional 
investors. There is, however, no minimum ' 
allocation. for foreign investors and itisup —— 
lividual underwriters to allocate... 
'es among local and foreign inves- 

; demand warrants. : 
Asto pricing, extensive market research 
before the share offer indicated strong do- 
mestic demand for the shares amc 
tive investors and the general pul 
domestic demand, combined 
relative str gths over the med 
term pir ed with. other regii 
success. of the i issue at ay public 










































and is ilis @ fo i d directly to a 
source or substa antiation offered for the 
legations. F landley, however, offers n 
such source or substantiation. 
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Law by exhaustion E 
Regarding Fraud and cover-up [5 Ma 
the wisdom of the Malaysian Go 
in leaving this matter to Hongki 
dent. Those who panicked w% 
tate. There are en rumour 
of the iae pA | | 





fading, : vege pier is legai ape a “ha tural | 
death through sheer exhaustion. Sa 
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suasive courtship of local patronage n 
works, Tiglao argues that Cojuangce 
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Dai ching ofr Camomile ^. This year Singapore Airlines offers even more interesting choices in 


A selection of canapés or satay. Even milk or dark chocolates. And of cour 
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'or example, you can pick from several special blends of tea. Dom Pérignon or Krug champagne, on longer flights 


r you choose, our gentle hostesses will serve you as only they know how. 








Home Coming 


Throw down your bags. 
Take off your coat. 
Fix yourself a drink. 
Kick off your shoes. 
In many ways, it's 
just like coming home. 
The Equatorial. A definite 


home advantage. 
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perceived, in some quarters, as an appeal- 
ing presidential candidate. Despite his inti- 
mate complicity in “the economic disaster 
wrought by the Marcos regime,” Cojuang- 
co is favoured because “he has the most 
acute business sense.” Tiglao implies that 
many Filipinos see in Cojuangco qualities 
they feel the country urgently needs now. 

Tiglao’s claim of benefits from the 
UNICOM monopoly focuses on a compari- 
son of export prices of coconut oil during 
the UNICOM monopoly with those in the 
late 1980s. Since coconut oil export prices 
were lower in the late 1980s than in the 
first half of the decade, Tiglao concludes 
that the UNICOM monopoly enabled the 
country to fetch higher prices for its coco- 
nut oil in the world market. In fact, these 
lower prices were due, not to the abolition 
of the UNICOM monopoly, but rather to a 
general downward trend in the world 
prices for fats and oils. The world price of 
coconut oil could not have been deter- 
mined by the Philippines, which supplies 
less then 6% of the aggregate market for 
fats and oils. The UNICOM monopoly sim- 
ply led coconut oil consumers to turn to 
substitutes. 

Monopoly pricing by UNICOM fixed 
copra prices at depressed levels relative to 
the export price for coconut oil. The 
elimination of the UNICOM monopoly sub- 
sequently allowed copra producers to re- 
ceive a greater share of the export price. 
The deregulation of the coconut industry 
by the Aquino administration has allowed 
competitive forces to bid up the price of 
copra in relation to the coconut oil export 
price. 

Thus UNICOM was not only a failure in 
wielding power in the world market but 
also a financial drain on copra producers. 
As with most monopolies, it was beneficial 
only to those who control the monopoly , 
while being detrimental to Filipino coco- 
nut farmers. Does this make Cojuangco an 
astute businessman? Should the Philip- 
pines repeat this experience? 

Will the personality-driven politics in 
the traditional Philippine experience pre- 
vail this May? Tiglao seems to think so; I 
do not. 

It is puzzling that some consider “acute 
business sense” a necessary quality for a 
president of the Philippines. There is no 
question in my mind that there is no one 
standard by which to judge good business 
sense. Do we judge one’s ability to main- 
tain a good “bottom line” or do we judge 
acute business sense by one’s ability to 
choose good management or is it one’s 
ability to amass wealth? I would say let the 
qualities of presidential stature depend on 
one’s ethical leadership and abiding ad- 
herence to the constitutional codes of the 
country. That is more enduring than su- 
perficial perceptions of business acumen. 
Philadelphia _ ROBERTO S. MARIANO 
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WestLB has the vision for 


successful corporate 
business. Worldwide. 


20 years of experience in 
Corporate Finance, the solidity 
of a state bank and the lead- 
ing role played by WestLB. On 


this sound foundation, WestLB 
successfully combines 
classical products with inno- 
vative solutions, applying the 
right mix of state-of-the-art 
technology and personal crea- 
tivity. That’s why WestLB 
rightfully belongs at the top of 
your shortlist — from Corporate 
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* As the former Soviet 
Union's satellites on 
the borders of China 
grope towards 
political and economic liberalisation, 
China is looming larger than ever in 


their calculations for reasons of history, 
shared ethnic problems and the 
imperatives of trade and development. 
Mongolia — once known as the Chinese 
province of Outer Mongolia — and its 
immediate southern neighbour, Inner 
Mongolia, typify the opportunities and 
risks these borderlands and China must 
address in the face of new trends 
towards political reform, democracy and 
religious re-awakening. Peking bureau 
chief Lincoln Kaye, together with other 
correspondents in the two Mongolias, 
examines the fears that haunt Ulan 
Bator's leaders as they turn increasingly 
eastwards and beyond in search of a 
brighter future 16 


Regional 


Indonesia : Aid 

Indonesia’s decision to end its aid links 
with the Netherlands is unlikely to have 
much effect on its economy, but may 
well boost President Suharto's 
popularity on a wave of nationalist 
sentiment 10 


Foreign Relations : US-Malaysia 
Apples, grapes and Secretary of State 
Baker’s remarks about the Korean War 
have cast a shadow over Malaysian-US 
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Writing Down Capital 


US Treasury officials have hinted that 
they would not oppose the idea of the 
Asian Development Bank (ADB) shifting 
its headquarters from Manila to another 
Asian city if security does not improve 
in the Philippine capital. One senior US 
staffer at the ADB was recently killed on 
the premises by a security guard, which 
provoked a written protest to the 
Philippine Government by ADB 
President Kimimasa Tarumizu when the 
incident threatened to polarise relations 
between bank staff and Filipinos. 
Tarumizu's own tenure at the ADB has 
not been without trauma. He arrived in 
Manila shortly before the December 


relations in the wake of Kuala Lumpur's 
resentment over plans for a new 
economic grouping 11 


Cambodia : Peace Process 

Prime Minister Hun Sen gains some 
support from the US and Japan for his 
role in the UN-supervised peace process 
during recent visits to the two countries. 
Meanwhile, fighting escalates between 
government troops and Khmer Rouge 
guerillas 12 


China : NPC 

Deng Xiaoping musters his forces to lead 
the battle against conservative holdouts 
in the NPC, the party and government 13 


South Korea : Politics 
The success of Chung Ju Yung, founder 
of the Hyundai conglomerate, in the 
March elections and his possible 
candidacy in December's presidential 
race has eroded the former alliance 
between government and 
business 21 


Hongkong : Media | 
Taiwan's main newspapers ffia 
are expanding into — 
Hongkong 22 


Philippines : Elections — 
In vote-rich Metro-Manila, 
as in the rural regions, 
party machines and the 
patronage they dispense 
are emerging as decisive 
factors in wooing 
voters 23 
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1989 coup attempt, and was besieged in 
his hotel before his release was finally 
negotiated. 


Falling Star 

Indonesia's Soeryadjaya family is 
considering the sale of a significant stake 
in Astra International to a group of 
international, and possibly domestic, 
investors. Astra, one of Indonesia's 
largest conglomerates, needs to raise cash 
to meet interest payments on its debt as 
well as overdue obligations of the 
Summa Group — a property and 
financial services group established by 
Edward Soeryadjaya, the eldest son of 
Astra founder William Soeryadjaya. 
Sources say the family is looking to raise 
about US$400 million from the sale of up 
to 30% of Astra International shares. One 
likely investor is said to be Temasek, the 
Singapore state company. Another 
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An outsider moves in 





India : Human Rights 

Increasing concern is being voiced by 
human-rights groups over alleged 
atrocities by paramilitary and police 
forces in Kashmir 24 


Taiwan : Presidency 

The National Assembly gets bogged 
down in its debate over changing the 
rules for the presidential election 26 


Arts & Society 


Indonesia : Religion 

Ever since a government official said it 
might be a good idea to sanction 
interfaith marriages, the debates have nc 
stopped 28 

Thailand : Literature 

Suchat Sawadsri's ardour has turned 
from radical politics to innovative 
literature, which he is encouraging with 
his journal, Chor Karaket 30 
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possible buyer is Toyota, with whom 
Astra jointly owns a car plant in 
Indonesia. If the sale goes ahead, 
Soeryadjaya ownership of Astra Will fall 
below 50%. 


Corporate Jousting 


The latest ^white knight" to enter the 
takeover battle for Malayan United 
Industries (MUI) is controversial 
Malaysian-born entrepreneur Lee Ming 
Tee. Lee, whose Hongkong-listed Allied 
Group is involved in construction, 
property and manufacturing, is said to 
have approached MUI chief Tan Sri Khot 
Kay Peng to offer an alternative bid for 
control to Tan Sri Vincent Tan, who has 
been stalking MUI for almost a year. Lee 
is said to be casting around for partners 
to assist in the buy-out offer for MUI, a 
diversified conglomerate with interests 
in banking, manufacturing, property anc 
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Focus : Australia 1992, 

Prime Minister Keating’s new economic 
policy aims to ‘kick-start’ the economy, 
create 800,000 jobs — and win the next 
election 33 





China : Policies E 
The struggle between conservatives ad 
reformists in Peking has spurred 
provincial authorities to embark on a 
range of market reforms with the 
blessings of patriarch Deng Xiaoping 46 
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rading with a total share capitalisation 
ralued by the market at M$1.6 billion 
US$620 million). 


3urial Detail 


ein Lwin, who ruled Burma for 18 days 
n July-August 1988, died in Rangoon on 
6 November 1991. A long-time protege 
f Burma's strongman Ne Win, Sein 
win earned the nickname “the butcher" 
or his role in the 
988 Rangoon 
nassacres. 

le also carried out 
he first massacre of 
tudents in 

tangoon in July 

962 and played a 
ole in similar 
illings in the mid- 
970s. Fearing news 
iat Sein Lwin's 






Sein Lwin. 
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5 . Standard Chartered's revival based on 


V. ON woo retail customers 63 


ent s efforts to shore up 
dU i Stock pe iE 


death would spark celebrations 
among students throughout Burma 
and possibly lead to another round 

of anti-government demonstrations, it 
was kept secret by the ruling military 
junta. However, the news has now 
leaked out and has been confirmed by 
intelligence sources in the Burmese 
capital. 


Security Blanket 


Burma's military government has 
approached North Korea for help in 
being readmitted to the Non-Aligned 
Movement (NAM). Burma left the NAM in 
September 1979 over the representation 
of Cambodia, a gesture intended to 
appease China, then supporting 
communist insurgents inside Burma. 
Rangoon's decision to ask for 

readmission into the NAM also seems to 
D: motivated by. security-related 
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over Malayan United Industries in 
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India : Markets 

The frenzied. rally on the nation's stock 
exchanges is becoming a bubble that 
could burst 66 











Regular F eatures 


Books | | 
Shrinking tH e Chinese mind 34 





Selling off Laos 32 


Briefing — 
Regional 14 
Business 61 





The 5th Column. 


ongkong 62 


Intelligence 8 
Invisible Hand. 
South Korean: electoral economies 8&0. 


Letters to the Editor d 





Research & Innovation 
A map for all seasons 74 


Shroff | 
Olympia & York; Seoul 70 


Stockmarkets 69 
Traveller's Tales 27 





concerns rather than an interest in non- 
alignment as such. New York-based 
sources say Burma fears that Bangladesh 
will bring the issue of Rohingva Muslim 
refugees from Burma's Arakan state, 
who have been pouring across the 
border in recent months, to the UN 
security Council. The NAM is 

tr aditionally opposed to anv outside 
interference in the “internal affairs" of its 
member states and Rangoon is said to 
hope that NAM membership will thwart 
any Security Council action against 
Burma. However, the choice of North 
Korea as an intermediary has amazed 
some observers. Rangoon broke ¢ otf 
relations with Pyongyang after a be 
planted by North Korean agents kile 
number of visiting South Korean 
ministers and senior government 
officials in the Burmese capital in late 
1983. 
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INDONESIA 


Tilting at windmills 


Cancellation of Dutch aid unlikely to affect economy 


By Adam Schwarz in Jakarta 


ndonesia has rejected all aid from the 
Netherlands and disbanded the 24- 
year-old Inter-Governmental Group 
on Indonesia (Iggi), a 14-member aid 
consortium chaired by the Dutch which 
provides grants and cheap loans to the 
country. The move represents Indonesia's 
strongest statement to date against at- 
tempts by Western donors to link human 
rights concerns and other conditions to aid. 

In a sharply worded statement de- 
livered to the Dutch Foreign Minister 
Hans van den Broek on 25 March, 
Indonesia effectively severed official 
economic ties with its former colo- 
nial ruler and warned that it would 
not be intimidated into accepting 
Western values in exchange for con- 
tinued aid. The action, announced in 
Jakarta the same day by Coordinat- 
ing Economy Minister Radius Pra- 
wiro, was welcomed by commenta- 
tors of widely differing political 
views. 

The Netherlands' stewardship of 
Iggi had become an increasing strain 
on bilateral relations with Indonesia. 
Many officials in Jakarta objected to 
what they described as a ill-consid- 
ered and undiplomatic comments 
from The Hague on a range of In- 


donesian economic and political issues. 

Indonesia's move is also unlikely to 
have serious economic implications. While 
continued flows of aid are critical to the 
country's short-term prosperity, Jakarta's 
decision to dissolve Iggi should not have a 
material impact on future aid commit- 
ments. Prawiro has asked the World Bank 
to establish a new aid grouping for Indo- 
nesia which would have all the original 
Iggi members except the Netherlands. 

In June 1991, Iggi committed to provide 
Indonesia with US$4.8 billion in aid, 
roughly the same as the year before. The 





Prawiro: new group to be established. 


Dutch contribution, about US$91 million, 
made up 1.9% of the total. While Iggi do- 
nors say Indonesia — with a worsening 
current account deficit — will find it diffi- 
cult to replace the Dutch aid, they add that 
the total aid package will remain about the 
same. Japan, the World Bank and the ADB 
contribute more than 80% of total Iggi aid. 

It remains to be seen how Dutch assist- 
ance is phased out in practice. Indonesia 
has given the Netherlands one month to 
terminate all development assistance, but 
some donors view this timetable as unreal- 
istic. A number of projects are financed by 
multiple donors, and it will take 
time to untangle the Dutch compo- 
nents from them. It also remains tc 
be seen whether Indonesian com- 
panies will seek to reduce their ties 
with Dutch firms. 

Iggi donors have not commented 
publicly about Indonesia's decision 
but most seem to be relieved that 
the Netherlands will no longer rep- 
resent them. Like their Indonesian 
counterparts, many donor officials 
say they were uncomfortable with 
The Hague's stewardship. 

Analysts say the decision to part 
ways with the Netherlands was 
President Suharto's, though his 
views on the matter are widely 
shared by the bureaucracy. The 
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EC officials nevertheless recognise that they will have to 


10 


Standard bearers 


The EC is hoping to stay out of the Dutch-Indonesian quarrel 
over aid and human rights, with officials stressing that the 
"bilateral" row will not affect Jakarta's relations with either the 
European Commission or other EC states. 

But while the squabble may not have an immediate and 
direct impact on Indonesia's dealings with the EC, Jakarta's 
refusal to accept any link between aid and human rights has 
highlighted a major obstacle in plans to negotiate a new EC- 
Asean treaty on economic cooperation. The EC has made it 
clear that the new pact must include a “human-rights clause" 
to ensure that EC financial assistance is not used to shore up 
governments which violate basic freedoms. 

Asean representatives, including Indonesian Foreign Min- 
ister Ali Alatas, have rejected the suggestion. However, the EC 
maintains that a reference to human rights is now an essential 
part of its economic cooperation treaties. 
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tread more carefully when dealing with prickly Asian govern- 
ments. The emphasis in Asia is likely to be on "positive en- 
couragement" rather than on intimidation. However, Brussels 
may not succeed in convincing all EC members to take an 
equally pragmatic line. 

The Hague, for example, ended all aid to Jakarta following 
the East Timor killings without waiting for the results of an 
official inquiry. The EC, by contrast, maintained its aid ties 
with Jakarta, and said it was encouraged by the government's 
action against those found responsible for the shooting. 

Portugal, which currently heads the EC's Council of Minis- 
ters, is expected to be as vociferous as the Netherlands in de- 
manding the inclusion of a strongly worded human-rights 
clause in the new agreement with Asean. As a result, Portugal 
is seen as unlikely to press for quick progress on a new pact 
while it occupies the EC presidential chair, leaving Britain — 
which takes up the presidency in July — to start formal talks 
with Asean. m Shada Islam 
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sources say Suharto was outraged at the 
language used by the Netherlands in criti- 
cising Indonesia in the wake of the killing 
of at least 50 East Timorese last November. 
The Netherlands, along with Denmark and 
Canada, suspended aid to Indonesia after 
the massacre. 

The rejection of Dutch aid may well 
prove to be a political asset for Suharto and 
the ruling Golkar party, which must con- 
test parliamentary elections on 9 June. A 
dose of Dutch-bashing will help embellish 
his nationalist credentials, analysts say. 

For most Indonesians, criticism from 
the Dutch smacks of hypocrisy and neo- 
colonialism. In his 25 March statement, 
Prawiro referred to Indonesia’s “tremen- 
dous” efforts to forge a relationship with 
the Netherlands after “an exceedingly 
painful historical past resulting from cen- 
turies of inhuman colonial subjugation.” 
These relations, he said, “deteriorated 
sharply as a consequence of the reckless 
use of development assistance [by the 
Dutch] as an instrument of intimidation.” 

In its role of Iggi chairman, the Nether- 
lands sent a team to Indonesia prior to the 
annual Iggi meeting to review develop- 
ment progress. In the eyes of many Indo- 
nesians, Dutch officials have used this re- 
view process to embarrass the country and 
make light of its progress. 

In the past two years, and several times 
in the 1970s, the Iggi review team has been 
led by the Dutch Minister for Development 
Jan Pronk. Several senior Indonesian offi- 
cials blame Pronk personally for damaging 
relations between the two countries. In 
May 1991, Pronk upset many officials, eco- 
nomists and leading businessmen by lec- 
turing Indonesia on how to improve its 
development process. 

Indonesian analysts varied on their re- 
action to the content of Pronk's comments, 
but almost all were offended by his style 
and the tone of voice he used in making 
them. These analysts criticised Pronk for 
using the Iggi chairmanship as a pulpit to 
preach Dutch development policies to In- 
donesig. 

An official Dutch statement called the 
Indonesian action "regrettable." Van den 
Broek said he was "shocked" at the accu- 
sation that the Netherlands was using its 
aid as a means to intimidate Indonesia. 
Pronk was equally non-plussed. ^In our 
view ... the process of development can't 
be separated from [issues concerning] hu- 
man rights," he said in an interview with 
the Indonesian newsweekly Tempo. 

Prawiro and Foreign Minister Ali Alatas 
said they hoped relations with the Ne- 
therlands would improve once the "aid 
irritant” was removed from the relation- 
ship. In comments carried by a Dutch 
newspaper, however, Pronk said it was 
unlikely there would be new Dutch aid to 
Indonesia while the present leadership in 
Jakarta was in power. a 
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RELATIONS 


Apples of discord 


Hift with US worries Malaysian officials 





By Michael Vatikiotis in Kuala Lumpur 

hen Prime Minister Datuk Seri 
W Mahathir Mohamad was "un- 

available" to take a call from US 
President George Bush while the latter was 
in Singapore last January, US officials 
sensed they had a problem with their bi- 
lateral relationship. When, two months 
later, the Malaysian Health Ministry de- 
cided to run a check on the red colouring 
of Washington state apples, the nature of 
the problem moved from the sublime to 
the bizarre. 

Both sides tacitly acknowledge that 
bilateral relations, never 
too warm at the best of 
times, are less than perfect 
right now. US officials 
have been made aware of 
the problem in various 
other ways. A senior Pen- 
tagon official's visit had to 
be cancelled at the last mo- 
ment because Malaysian 
officials were "unavail- 
able" to see him. Subse- 
quently, the Ministry of 
Information ordered com- 
mercials for imported US 
grapes and apples to be 
withdrawn from local tele- 
vision stations. 

Apparently, the root of 
the problem is Mahathir's perception that 
the US played a key role in persuading 
Asian countries not to accept his proposed 
East Asia Economic Caucus (EAEC), which 
envisaged a grouping of Asian countries 
including Japan. In the wake of Indonesia's 
resistance to EAEC at the Asean summit in 
Singapore in January, Malaysian officials 
accused Jakarta of buckling to pressure 
from Washington. 

US officials claim they tried to be scru- 
pulously fair in their comments on EAEC. 
But they acknowledge that controversial 
remarks about the issue may not have 
helped. In one such remark earlier this 
year, Secretary of State James Baker re- 
minded Koreans that it was Americans, not 
Malaysians, who spilt blood in the defence 
of Korea. Mahathir is also known to be 
peeved about a Baker remark to Japanese 
officials describing him as wearing "native 
dress." 

Sources close to Mahathir say he is 
"hyper-sensitive " about how Malaysia is 
perceived by outsiders. The question is 
whether Malaysia can afford to conduct a 
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Mahathir: peeved. 


tiff with Washington. 

The US is a major market for Malaysian 
exports and US companies are becoming 
major investors in the country. The US 
market took over 70% of Malaysia's manu- 
factured exports in 1991. Total two-way 
trade in 1991 amounted to US$10 billion, 
making Malaysia the second-largest trad- 
ing partner for the US within Asean. US 
investment in Malaysia has surged. In 199] 
the US was the third-largest foreign inves- 
tor with proposed investments of L/S$657 
million, more than triple the amount in- 
vested in 1990. 
the US market, observers 

say, Malaysia's manufac- 

tured exports would be 
stranded. Japan, by com- 
parison, takes less than 

10% of the goods made in 

Malaysia. In light of this, 

opinion is clearly divided 

in Malaysian official circles 
about the current state of 
affairs. Senior US diplo- 
matic sources say they 
have been assured by Ma- 
laysian officials that the 

"atmospherics" will not 

interfere with the sub- 

stance of bilateral ties. 

US diplomats are not 
the only ones baffled by 
the withdrawal of fruit 

commercials on 30 January. Malaysian of- 
ficials in the trade and finance ministries, 
are concerned about the trade implications 
and the possibility of retaliation 

The Ministry of Information initially 
said it was reviewing advertising guide- 
lines to screen out sex and violence and to 
ensure accuracy. Later, it declared the 
commercial was withdrawn pending in- 
vestigations into whether the apples "were 
as red as advertised." The US Embassy 
countered that the apples were "naturally 
red and naturally delicious." 

There are no indications yet that the 
current situation has affected US invest- 
ment in Malaysia, and few observers pre- 
dict a longer-term impact on the bilateral 
relationship. The side-effects are more 
likely to be minimised because the US has 
opted not to respond openly to domestic 
criticism in Malaysia. In fact, embassy offi- 
cials point out, US Ambassador Paul 
Cleveland is currently on a tour of the US, 
along with ambassadors from four other 
Southeast Asian countries, to urge US 
businessmen to invest in the region. B 
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CAMBODIA 1 


Battle on home front 


Fighting escalates even as refugees return 


By Rodney Tasker in Sisophon, Cambodia 


he first 527 Thai-border Cambodian 
! refugees to be taken home by the 
UN on 30 March are probably 
among the lucky ones at the start of a 
rushed programme which at best will be a 
hazardous operation. Ironically, while they 
were supposed to be visible symbols of a 
UN-sponsored peace process in their 
country, they returned as hostilities be- 
tween government troops and Khmer 
Rouge forces escalated into a new bout of 
fighting. 

In contrast to the fanfare of resettling 
the first official returnees in this western 
Cambodian town of Sisophon, Phnom 
Penh was announcing a concerted offen- 
sive against Khmer Rouge forces whom it 
accused of land-grabbing to the east in 
Kompong Thom province. Defence Minis- 





Refugees return to a 'small war.' 


ter Tea Banh, asked about renewed fight- 
ing during the Sisophon ceremony, said the 
government was not engaged in a major 
Offensive, but a "small war." 

Tea Banh described the fighting in 
Kompong Thom, which has raged since 
January, as a response to a Khmer Rouge 


attempt to cut Highway 12 and therefore 
isolate Preah Vihear province to the north. 
“I have to take strong measures," he said. 

The Kompong Thom fighting has con- 
founded efforts by the UN Transitional 
Authority in Cambodia (Untac) to estab- 
lish peace in the run-up to elections 


CAMBODIA 2 


Travelling salesman 


By Susumu Awanohara in Washington 

and Robert Delfs in Tokyo 

While Cambodian Prime Minister Hun 
Sen's plea that the US Congress release 
funds for UN peacekeeping operations 
may not produce immediate results, he 
has clearly won converts among US offi- 
cials and lawmakers who until recently 
had dismissed him as a former Khmer 
Rouge cadre and then a Vietnamese 


puppet 
un Sen clearly saw the irony in his 
efforts to secure funding so that the UN 
peace plan for Cambodia can be imple- 
mented. It was, after all, the five perma- 
nent members of the UN Security Coun- 
cil — including the US — and not the 
Phnom Penh government which had 
pushed for the UN’s involvement in the 
Cambodian settlement. During his late 
March visit, he told a Washington forum 
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that “once the peace accord was signed, 
governments [which had pressed for a UN 
role] became reluctant to pay. They have 
placed the Cambodian people in a very 
dangerous situation.” 

He also warned that if the international 
community failed to act fast, the Khmer 
Rouge would attempt to return to power. 
Because of the delay in funding, UN 
troops necessary to disarm and demobilise 
the Cambodian factions have not arrived 
in strength, landmines have not been 
cleared nor access roads prepared for the 
repatriation of refugees, Hun Sen said. 

According to UN rules, Washington 
must pay just over 30% of the costs of the 
world body’s peacekeeping operations. 
The UN estimates the costs in Cambodia 
to be about US$1.9 billion, implying a US 
share of roughly US$600 million. In addi- 
tion to peacekeeping costs, refugee repa- 
triation and emergency economic aid 


FAR EASTERN ECONOMIC REVIEW 


planned for early 1993. The recently ar- 
rived military component of Untac, which 
is eventually planned to comprise 16,000 
troops with another 6,000 police and civil- 
ian personnel to run the country until 
elections, has been unable to control the 
Kompong Thom battle. 

Elements of the Untac military force had 
an easier task in providing security for the 


; refugees’ arrival in Sisophon. The refugees 


were the first group of volunteers from 
among 370,000 “displaced persons” in 
seven camps just across the Thai border, 
two thirds of whom have been in Thailand 
for more than a decade. 

Although the Kompong Thom fighting 
worries UN officials, nearly all of the bor- 
der refugees will eventually be resettled in 
their previous home areas in comparatively 
peaceful western Cambodia. Cambodian 
leader Prince Norodom Sihanouk told 
journalists in Sisophon that the returning 
refugees will find peace and stability in 
western Cambodia, and that the present 
clashes only affected “a very few areas” of 
the country. 

But security is one of many major 
problems readily admitted by UN officials 
and private relief groups involved in the 
repatriation of refugees. Sisophon, Bat- 
tambang and other western areas where 
the bulk of the refugees want to be reset- 
tled are calm at the moment, but during 
the 13-year civil war they were the main 
areas where the three resistance factions 
confronted government forces. 

All of the border refugees were control- 


would cost an extra US$1 billion, he said. 
However, recession, the still growing 
federal deficit and rising voter sentiment 
against legislators in an election year have 
combined to make expensive overseas 
involvements unpopular on Capitol Hill. 
At present, provisions for new UN 
peacekeeping operations in the 1992 and 
1993 budgets — a total of US$700 million 
— are stuck in the Congressional pipeline. 
Opinion in Washington is divided on 
what impact Hun Sen's visit will have 
had on Congress. Many doubt it would 
make a difference, given that financial 
support for UN peacekeeping operations 
is attached to broader legislation which 
can be stalled or killed for any number of 
reasons — including technicalities unre- 
lated to Cambodia. Others argue that 
funds can be disbursed if there is a po- 
litical will among legislators, and said that 
Hun Sen may have pulled it off. 
Assistant Secretary of State for East 
Asia and the Pacific, Richard Solomon, 
who less than a ago felt Hun Sen 
was "[not] strong enough to build a solu- 
tion around," hosted a Washington din- 
ner in his honour. The House of Repre- 
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ed by resistance factions, and therefore 
night have a problem assimilating with 
heir compatriots who weathered the fight- 
ng at home to eke out a living in desperate 
'onditions while those who took flight 
vere comparatively pampered by the UN. 
Also many resistance fighters now to be 
lisarmed by Untac are turning to banditry 
ind may well prey on returning refugees, 
nany of whom have more money and 
valuables than those who remained be- 
ind. 

More immediate problems facing the 
JN in its programme to repatriate all 
370,000 refugees by the end of the year are: 
ivailability of habitable land, given the fact 
hat most of the vacant tracts are still 
trewn with landmines, and that potable 
water and access roads are in short supply; 
oping with the returnees’ medical prob- 
ems, particularly drug-resistant malaria; 
ind getting enough donations to support 
he US$116 million programme, for which 
mly about half has so far been pledged. 

The pioneering 527 were due to go to a 
comparatively hospitable area near 
»sisophon, with reasonably fertile soil. Like 
thers who follow, each family received 
' ha of farmland, a house frame, farming 
quipment and household utensils, as well 
as guaranteed food supplies from the UN's 
World Food Programme for 12 months. 
3ut others who want to follow may be 
xonfronted by a daunting logistical prob- 
em facing the UN programme — the 
prospect of impassable roads during the 
rainy season from the end of May. 5 
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CHINA 


Reformist onslaught 


Deng and his supporters reassert political contro! 


By Lincoln Kaye in Peking — 


Id news is still news in China; be- 
() lated coverage in official media of 

patriarch Deng Xiaoping's January 
visit to South China offers the latest clue to 
the state of play in the continuing factional 
fight between reformists and hardliners in 
the ruling communist party. 

All major newspapers in the capital 
bannered Deng's remarks, alongside a 
photograph of the 87-year-old patriarch 
looking spry and commanding, pointing 
with his right hand straight at the lens as 
he issued directives into a microphone. 
State-run television also led with the 
story. 

Prominent play was given to Deng's 
exhortations for double-digit economic 
growth rates, a 100-year commitment to 
reform and accelerated development for 
southern coastal investment enclaves so 
that they can catch up with Asia's "Little 
Dragons" (Taiwan, Hongkong, Singapore 
and South Korea) within 20 years. 

These tenets, together with an account 
of Deng's southern trip, had formed the 
basis of an internally circulated party 
"study document" whose content and dis- 
tribution hardliners had tried to limit last 
month. The patriarch's more incendiary 
slogans were also omitted from Premier Li 
Peng's studiedly neutral keynote address 
to the current session of the National Peo- 
ple's Congress (NPC), 

Li's tepid remarks had sparked a flurry 
of oblique rebuttals from provincial politi- 
cal figures in town for the NPC. Governor 
after governor staged press conferences to 
extol the progress of "opening and reform" 
in their bailiwicks and to call for acceler- 
ated development in excess of the 6% five- 
year plan rate endorsed by Li. 

Significantly, the national newspapers 
duly reported these remarks, together with 
denunciations by NPC delegates of the re- 
sidual influence of leftist thinking and the 
need for recalcitrant leaders to "step aside" 
and make way for reform. Such statements 
would have been unthinkable in official 
print just a few months ago, when the 
media was still firmly in the grip of 
hardliners. 

Other signs have been accumulating of 
Deng's reassertion of control over the par- 
ty's propaganda organs. Reformist lumi- 
naries like Vice-Premier Zhu Rongji and 
politburo standing committee member Li 
Ruihuan have been featured prominently 
in front page photographs. They had been 
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largely ignored before. 

Many papers picked up a Xinhua 
newsagency dispatch quoting NPC Chair- 
man Wan Li as saying that, if it “cannot 
develop the economy and improve peo- 
ple’s living standards, [the communist 
party] is not qualified” to rule. A commu- 
nique by the party's politburo had earlier 
parroted the patriarch's dictum that, as be- 
tween Left and Right deviationism, the 
former was the more dangerous. 

Conservatives have been scrambling to 
board the Dengist bandwagon; endorse- 
ments of accelerated economic develop- 
ment poured in from such unlikely sources 
as Song Ping, head of the standing com- 
mittee's organisation department, and his- 
torian He Xin, the hardliners' mercurial in- 








Deng: playing the media card. 


tellectual polemicist. 

Such "death-bed conversions" may be 
too late, one liberal academic ventured to 
hope. Sackings could be in store for key 
hardliners in the media, like Acting Cul- 
ture Minister He Jingzhi, central committee 
propaganda chief Wang Renzhi and Peo- 
ple's Daily chief Gao Di, a key ally of the 
premier. 

Perhaps emboldened by the reformist 
tide, a few NPC delegates even questioned 
aspects of the Rmb 56 billion (US$10 bil- 
lion) Three Gorges hydroelectric project, a 
pet scheme of economic centralists. How- 
ever, the Three Gorges scheme handily 
passed the NPC. So did laws on women's 
rights, labour unions and the apportion- 
ment of delegates for the next NPC. * 
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Indian minister resigns 
over Bofors uproar 


> Indian Foreign Minister Madhavsinh 
Solanki resigned on 31 March after an 
uproar in parliament about alleged 
government attempts to scuttle 
investigations in Sweden and Switzerland 
into the pay-off scandal surrounding 
India's 1986 purchase of artillery guns 
from Swedish arms manufacturer Bofors. 
Solanki has admitted that while attending 
the World Economic Forum in 
Switzerland in February he handed over 
to his Swiss counterpart, Rene Felber, a 
letter from an Indian lawyer. Opposition 
parties believe the lawyer was acting for 
one of the alleged middlemen in the 
Bofors deal who received pay-offs into 
Swiss bank accounts. Indian legal 
authorities have been applying through a 
Swiss court to have the code-named 
accounts opened. Some weeks after 
Solanki's visit, a senior Swiss police 
official told an Indian newspaper his 
superiors had been informed by New 
Delhi that the court case was "not 
urgent." Separately, the Swedish 
newspaper Dagens Nyheter said in 
February it had been told by a senior 
Bofors executive that bribes were paid to 
the late Rajiv Gandhi, India's prime 
minister at the time of the sale. Prime 
Minister P. V. Narasimha Rao will handle 
the external affairs portfolio himself for 
the time being. 


Malaysia upgrades 
orders for warships 


> Malaysia has decided to buy two 
frigates, instead of the two corvettes 
initially agreed upon under a 
memorandum of understanding with 
Britain. An agreement to purchase the 
two ships was signed in Kuala Lumpur 
on 31 March. They will be built by the 
British company GEC Marconi, which 
owns Yarrow Shipbuilders, for M$1.4 
billion (US$550 million). The Malaysian 
Defence Ministry said that the need for 
ships with a multi-role capability had 
governed the decision to order larger 
ships than originally planned. The ships 
will be delivered in 1996. 


Drug charge holds up 

Thai Government bid 

> A statement by the US State 
Department that veteran Thai politician 
Narong Wongwan was denied a visa to 
the country in July 1991 because of 
suspected involvement in drug trafficking 
continued to delay an attempt by five 
Thai parties to form a coalition 


government following the 22 March 
general election. Narong, leader of the 
Samakkhi Tham party which gained the 
most seats in the election, has denied any 
drug connection and written to President 
George Bush asking for his name to be 
cleared. But the US claim has cast 
substantial doubt over his bid to become 
prime minister, and the shape of the new 
government remained unclear. 


Indonesian party supports 
general for vice-presidency 


> The Indonesian Democratic Party (PDI) 
endorsed armed forces commander Gen. 
Try Sutrisno for vice-president on 27 
March, the first name to receive public 
backing from a political organisation. 
President Suharto’s choice of a deputy is 
crucial this time because Suharto himself 
is expected to step down when his sixth 
term expires in 1998. The PDi's choice 
reflects a widely held view in some 
political quarters that his successor should 
also be from the armed forces. 


Social indicators 


Number of refugees in 
the world by region 


Million 


ONn31 AVY 


Total 





Latin America 


"GIN ! booa We oce sent rund 
‘76 ‘78 ‘80 ‘82 ‘84 :'86 '88 ‘90 
Source: United Nations High Commissioner for Refugees 


Japan ruling party 

reverses polls trend 

> Japan's ruling Liberal Democratic Party 
(LDP) won two lower house seats, 
including one previously held by the 
opposition, in a by-election in rural 
Gunma prefecture on 29 March. LDP 
candidates Yoshio Yatsu and Yojiro 
Nakajima beat Toshie Sunaga of the Social 
Democratic Party of Japan (Spr) for the 
seat vacated by her late husband, and 
Keiji Kosuge who was backed by the 
Japan Communist party. The victories 
were the first for the LDP in by-elections 
since Kiichi Miyazawa became prime 
minister in November 1991 and followed 
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two upper house by-election defeats in 
Nara and Miyagi. Those upsets in 
traditional LDP strongholds were 
attributed to a series of political funds 
scandals involving senior LDP politicians. 


Manila senator joins 
presidential rival 
P Sen. Joseph 

Estrada has given up 
his bid for the 
Philippine presidency 
and instead joined 
Eduardo Cojuangco 

as the latter's vice- 
presidential running 
mate. Cojuangco's 
former running mate, 
Sen. John Osmena, 

will be running for re-election under 
Cojuangco's group, the National People's 
Coalition. Estrada, a former movie actor, 
has substantial grassroots support and 
could serve to deodorise Cojuangco's 
image as a former crony and political heir 
of deposed president Ferdinand Marcos. 





Estrada. 


Taipei refuses to 

play Gatts name game 

> The Taiwan Government is resisting a 
suggestion from Gatt officials in Geneva 
to alter the country’s name on its Gatt 
application as requested by Peking. 
Taiwan applied to join the Gatt two years 
ago under the name “Taiwan, Penghu, 
Kinmen, and Matsu Independent 
Customs Territories” but Peking wants to 
add “Chinese Taipei” to the title. Officials 
say it is unnecessary to change the name 
and that, as a non-member of the Gatt 
whose own application is also under 
discussion, Peking has no right to request 
such a change. 


Seoul security chief . 
sacked in election row 


> South Korean President Roh Tae Woo 
has fired his top intelligence chief 
following the detention of four security 
agents for harassing an opposition 
candidate in the 24 March general election 
in which the ruling Democratic Liberal 
party lost its majority. Interior Minister 
Lee Sahng Yeon has replaced Suh Dong 
Kwon as director of the Agency for 
National Security Planning. Lee was 
succeeded by former provincial governor 
Lee Dong Ho. Roh also replaced his chief 
economic adviser Kim Chong In with 
former construction minister Lee Jin Seol 
following media accusations that Kim's 
trade policies had led to a US$10 billion 
trade deficit last year. 
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R THE HEART OF MANILA, 
THERE IS ERMITA. 


One district in Manila pulsates with the life of the city. Ermita. 
Where rare antiques speak of Manila's glorious past. Where 
great bargains tempt from every corner. Where spectacular 


sunsets and walks in the park soothe the senses, and where 
bright lights and endless nights enliven them. 


AND IN THE HEART OF ERMITA, 
THERE IS THE 
MANILA PAVILION HOTEL. 


One hotel opens its doors right into the attractions of Ermita. 
The Manila Pavilion. 






Ready to welcome you with de luxe accommodation, 
delectable cuisine and complete business and convention 
facilities. 






Keep in touch with the beat of Ermita at 
the Manila Pavilion Hotel, 
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popular government, without popu- 

lar information or the means of ac- 

quiring it is but a prologue to a farce 

or a tragedy; or perhaps both. Know- 
ledge will forever govern ignorance, and a peo- 
ple who mean to be their own governors must 
arm themselves with the power which know- 
ledge gives.” — US President James Madi- 
son (1751-1836). 

Madison's powerful call for the free 
flow of information is the perfect summa- 
tion of the dilemma facing the people of 
Hongkong. Unless they can find out why 
Britain and China are denying them the 
right to govern themselves in 1997, the 
outcome of China's takeover of the colo- 
ny's 6 million free people is likely to be 
both a farce and a tragedy. 

In September 1991, after 150 years of 
British rule, the people of Hongkong were 
permitted to take a tiny step forward in the 
process of organising themselves for self- 
administration under Chinese sovereignty. 
They were allowed to freely choose 18 of 
60 members of their Legislative Council in 
one-man, one-vote elections that had been 
put off since 1988 for fear of upsetting Pe- 
king. This tiny step has turned out to be 
a Great Leap Forward in politically jittery 
Hongkong. 

It revitalised the colony's political scene 
and forced two of the three players re- 
sponsible for the plot to deprive Hongkong 
people of the political rights granted them 
in the 1984 Sino-British Joint Declaration to 
declare their hand. 

Britain, having bungled the opportunity 
of reversing its policy of appeasing China 
over Hongkong that arose after the June 
1989 Tiananmen Square crackdown, has 
given up trying. Instead, London is 
praying that the lift-off in business 
confidence that followed Peking's agree- 
ment not to block Hongkong’s new airport 
will somehow enable it to muddle through 
the last five years of British rule and 
achieve a happy, if inglorious, release on 1 
July 1997, 

Peking, on the other hand, has been 
shaken by the sudden emergence of a 
strident voice of the Hongkong people, and 
has responded by seeking to undermine 
the legitimacy and credibility of the 
colony’s first genuinely representative 
legislature. It is ostentatiously taking 
advice on Hongkong affairs from a stable 
of carefully chosen local pro-Peking wor- 
thies, in a replay of the tactics it used to 
draft the Basic Law — China’s political 
rewrite of the Joint Declaration — which 
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was promulgated in 1990. 

The third player, the Hongkong estab- 
lishment, is in a state of painful political 
readjustment. Its position is still cast in wet 
concrete while it tries to determine the 
parameters of political expression for a free 
society — one that is struggling to save 
itself from domination by a communist 
dictatorship. 

In 1984, the British Government and its 
parliament promised it would give that 
society the support needed to help it 
exercise political and administrative au- 
tonomy before it was placed under the 
sovereignty of China. The British have 
failed to do this. 

Despite this, and possibly because of it, 
Hongkong's first taste of 
one-man, one-vote de- 
mocracy has sparked off 
a local version of China's 
Hundred Flowers Move- 
ment. Each day the me- 
dia reports some new 
state of political play as a 
Hundred Schools of 
Thought contend over 
the performance of gov- 
ernor Lord Wilson's ad- 
ministration. 

But what locals see as 
the blooming of fragrant 
flowers, Peking views as 
the sprouting of poison- 
ous weeds, as it contem- 
plates the looming take- 
over of this Westernised 
and skittish community. 

On the basis of pre- 
cedents set by the Chi- 
nese communist party in 
1956 and 1957, this sort 
of situation needs a dose 
of Thought Reform. The 
treatment then led to the 
liquidation of 80,000 in- 
tellectuals in China and 
the loss of political rights 
for another 300,000. 
While thought reform 
will not be on the agenda at the next 
meeting of the Sino-British Joint Liaison 
Group (JLG), who can guess what the 
agenda will be for the first meeting after 
the change of sovereignty? 

For the people of Hongkong, June 1989 
proved that the party is not a paper tiger. 
Above all, most are realists about their fu- 
ture. So those who decide to participate in 
the "through train" transitional govern- 
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Knowledge is power 


ment in 1995, whether as politicians or offi- 
cials, will not stick their necks out by rush- 
ing to enact legislation they know the party 
will regard as obstructing its plan to exer- 


cise indirect control over the internal affairs 


of the post-1997 Hongkong 

So if Hongkong people are to have 
statutory access to official information, the 
necessary legislation has got to be put in 
place while there are still local politicians 
willing to fight for it. Right now looks like 
a good time. But the task of getting the 
establishment to accept a somewhat nebu- 
lous and costly measure like a Freedom of 
Information Ordinance is forbidding 

Any campaign based on giving the 
people of Hongkong the right of access to 
official information will 
need the full support of 
the local media. This, in 
principle, will be forth- 
coming. However, | am 
not sure that proprietors 
and journalists in Hong- 


from 
that 


themselves 
mentality made 


lishment in the past. 


that at the second meet- 
ing of the JLG in Novem- 
ber 1985, the British ca- 
pitulated to Chinese de- 


y has 


kong have yet liberated | 
the | 


them part of the estab- | 


There is overwhelm- | 
ing evidence to suggest | 


mands to take control of | 


the pace of political re- 
form in Hongkong in the 
run-up to 1997. This se- 
cret deal was in direct 
opposition to parlia- 


ment's intentions and | 


contrary to specific min- 
to it that anv such matter 
would be outside the 


purview of the ILG 


of Hongkong's political 


isterial assurances made | 


This flagrant betrayal | 


rights has been obfus- | 
cated by the British Foreign Office and the | 


Hongkong Government. However, no 
Hongkong newspaper investigated or 


published the story and no local jour- | 
nalists are questioning those who know | 


about it. E 


John Walden, a former Hongkong civil servant, 


is a research fellow at the University of Hong- 


kong's Centre of Asian Studies. 
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TWO MONGOLIAS 1 


€: steppes 


China looms large in ethnic upsurge among Mongols 


ia aaa rr a i a A aser rM Sar tara ee P p ta nire P D S PII n e 


Like a tottering Hum- 
pty Dumpty, fragile 
and precarious, Mon- 
golia has long strad- 
> dled the wall of Russo-Chinese confronta- 
© tion. It has retained a nominal independ- 
ence, balancing both sides against each 
“other, for most of the eight decades since it 
broke away from China in 1911. For more 
than a generation, Moscow has economi- 
cally subsidised its 2.2 million people in 
exchange for their value as a military buffer 
against China. . 
© Now that the empire of its Soviet 
patrons has crumbled, the Mongolian 
Humpty Dumpty is in danger of a great 
fall into economic chaos. If that were to 
"happen, all Peking's horses and all Pe- 
‘king's men might not be able — or inclined 
~~ to put independent Mongolia back to- 
gether again. Indeed, China might prefer 
simply to pick up the pieces and cement 
them into its own economic and political 
sphere of influence. 
1 Mongols dread this outcome "in their 
ones," according to Chuluny Dalai, head 
the Northeast Asian Studies Centre of 
Mongolian Academy of Sciences. Ar- 
muably, it was to avoid such a prospect that 
ongolia — the former Chinese province 
of Outer Mongolia — submitted to Soviet 
domination as the lesser of two evils. 
. "Any Mongolian understands the Chi- 
med in some ways, better than your most 

















































the M Oe Halic [which penas in 1911] 
is a warning etched into every Mongolian's 


1 That history Dalai sums up as a saga of 
.. mercantilist absorption by a vastly larger 
and more diversified economy 
- to the south. Qing military and 
«. political suzerainty merely for- 
 imalised China's economic sway 
-and opened the floodgates to 
Han Chinese settlement. 
© Mongolians fear that, after 
decades of economically irra- 
“tional socialist "planning," 
doctrinaire application of hoc 
market nostrums under the 
"Stewardship of the country's 
.new Western mentors will only 
- result in another round of Chi- 
“nese encroachment. Yet Ulan 





Bator policymakers are at a loss as to how 
to prevent this, while at the same time 
laying the legal and institutional founda- 
tions for a modern, open, privatised, trad- 
ing economy. 

British-trained lawyer Tsegmidiin 
Erdenebold wonders “how can we estab- 
lish rule of law and equal protection, but 
still erect barriers against one particular in- 
vestor or trade partner.” Might not such 
barriers be called for, though, against a 
partner with such a disproportionate inter- 
est and commercial edge in this market? 

China enjoys advantages in Mongolia 
that no other potential supplier or investor 
can match: 
> Proximity. Shipping costs to and from 
China’s heartland are a fraction of any 
other partner’s. Even for overseas trade, 
rail links from China’s Tianjin port are five 
times shorter than from the Soviet Far East- 
ern ports on which landlocked Mongolia 
used to rely. 
> Complementarity. China needs Mongo- 
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lia’s resources of timber, minerals and ani- 
mal products. At the same time it offers 
farm produce, light manufactures and 
capital goods that fit Mongolia’s level ol 
development and spending power. 

P Familiarity. For better or worse, Chine 
and Mongolia have long experience of eact 
other. And Chinese-controlled Inner Mon. 
golia provides Peking a ready supply o 
Mongol-speaking market agents. 

P Strategic interest. For decades, Mongo 
lia was prized militarily as a buffer state 
The end of the Cold War and the Sovie! 
collapse have drastically devalued its geo 
political importance to virtually all inter 
national players — except Peking, whose 
continued interest is assured by history 
and geography. 

These factors, given full play, could turr 
Mongolia from the unofficial 16th republic 
of the former Soviet Union into the tle factc 
22nd province of China. The hazard is un- 
derscored by the example of Inner Mongo 
lia, a Chinese autonomous region where 
3.4 million Mongols — hal! 
again as many as Outer Mon- 
golia's — are outnumbered five 
to one by Han settlers. 

"To Keep the lid on its owr 
Mongols," reasons a foreign aic 
official here, "Peking mus 
want to keep this place con 
spicuously poorer than Inne! 
Mongolia. Nor can they wisl 
much success for Mongolia’: 
experiment with pluralistic de 
mocracy. 5o they're pouring re 
sources into [Inner Mongolia] 
but dragging their heels on re 
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lief for Ulan Bator.” 

Last August, on the first official visit 
here this century by a Chinese head of 
state, President Yang Shangkun offered 
Mongolia Rmb 50 million (US$9.4 million) 
worth of tied credits. By contrast, Japan, 
Europe and the US have pledged nearly 
US$200 million worth of assistance so far 
to tide Mongolia through its first “winter 
of discontent” without Soviet subsidies. 

Barely a month after Yang’s visit, deliri- 
ous crowds here welcomed Peking’s old 
nemesis, the Dalai Lama, the most vene- 
rated cleric of Mongolia’s resurgent lamaist 
faith. Other provocations may be less con- 
spicuous, but vex China nonetheless. Since 
the collapse of the old Stalinist control 
mechanisms in 1989, Ulan Bator has al- 
ready emerged as a font of samizdat publi- 
cations and a way-station on the “under- 
ground railroad” spiriting dissidents out of 
China, according to Inner Mongolian stu- 
dents at local universities. 

The Soviet collapse has raised Outer 
Mongolia's prestige as a magnet for ethnic 
Mongols in such enclaves as Tuva and 
Buriat (both part of Russia). Altogether, 
perhaps 1 million Mongols live outside In- 
ner and Outer Mongolia. 

Direct contacts between Inner and 
Outer Mongolia over the past two years 
have been more extensive than at any time 
since the 1950s. Still, they are limited to 
just a handful of academic exchanges and 
a stream of Outer Mongolian pedlars on 
shopping forays to China. Last year, seven 
new crossing points were opened on the 
Sino-Mongolian border, but traffic through 
them remains negligible. 

Even this limited increment of familiar- 
ity, though, has bred renewed contempt 
between Mongols on both sides of the 
border. Outer Mongolians are scorned 
in China as bumpkins and small-time 
sharpies. They, in turn, dismiss the Inner 
Mongolians as either Sinicised city slickers 
or quaint, tame specimens isolated in “eth- 
nic Zoos.” 

Yet, paradoxically, many Ulan Bator in- 
tellectuals envy the Inner Mongolians for 
their fluency in traditional Mongol script 
and their familiarity with lamaist ritual. 
Until 1989, these outward symbols of 
ethnic identity were suppressed in Outer 
Mongolia, in line with Soviet policies. In 
Inner Mongolia, they were carefully fos- 
tered as proof of the supposed magnanim- 
ity of Chinese minority policy. 

Such cultural trappings could become 
significant weapons in future psycholo- 
gical warfare with China, worries presi- 
dential press assistant Dugersurengiin 
Suhjargalmaa, granddaughter of inde- 
pendent Mongolia’s founding father 
Sukebator. For the present, though, Pe- 
king’s political bets in Ulan Bator still seem 
to be riding on the ruling Mongolian Peo- 
ple's Revolutionary Party (MPRP, the former 
‘communist party). 











| But the MPRP itself i is Mine d off pines 
factions and changing its doctrinal spots so 
fast that Peking's ideologues might well 
wonder how long it can last as a vehicle 
for communist orthodoxy. At the same 
time, the MPRP is rapidly alienating another 
of its key constituencies: Mongolian ultra- 
nationalists, who carry no brief for political 
pluralism or market economics, but above 
all fear Chinese encroachment. 

"We are facing a silent invasion," wor- 
ries Ravdangiin Bold, executive secretary 
of the military-affiliated Centre for Strate- 
gic Studies. "I go home and find my 
daughter playing with Chinese dolls. ! 
walk the street and see everybody wearing 
Chinese clothes." 

With the rollback of Soviet forces, he 
admits, Mongolia can hardly rely on its 
own 20,000 under-equipped regular troops 
for its defence. So the main arena of Sino- 
Mongolian confrontation is no longer mili- 
tary, but rather economic and political. 

Ulan Bator, he concedes, is in a weak 
position to call the shots on investment and 
trade. Nor does the MPRP provide such a 
solid political bulwark as before. For the 
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ising line of defence lies in the upsurge of 
populist jingoism evoked by economic 
hard times and the sterile factional infight- 
ing of elite politics. 

“We like the Group of 281," Bold says, 
alluding to a shadowy ultra-nationalist 
movement believed to flourish in the 
shantytowns of yurts that cluster around 
the crumbling Stalinist housing blocks of 
Mongolian cities. "We quietly encourage 
them." 

The Group of 281's most visible spokes- 
man is charismatic poet Dashbalbar. Long- 
maned and bedecked in Buddhist rosary 
beads, the 35-year-old bard represents 
himself as the "true voice of ordinary 
Mongolian people." 

"He may be right," says a Western aca- 
demic, "for all we know, in a country 
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preme Bold feels Mongolia's most prom- 






























where opinion polling is a few kid: 
dipboards hanging around the i : 
tion. In a way, the first real post-co 
nist public attitudinal survey in W 
will be the June election" 
Dashbalbar maintains that the "alie 
political and economic systems now ^i 
posed" by the West are as unsuited as was: 
Soviet socialism to the “nomadic, inde 
pendent^ Spirit of the Mongols. He pre 
dicts that “just as imposed socialism made 
us lazy, so imposed market economics wil 
valuing only money instead of nature and 
people." These traits mark settled, non-no- 
madic cultures like the Chinese. "They're. 
as different from us as water from fire. if 1- 
were president, 1 would declare a state: 
emergency — under the framework of our 
constitution, of course — and thin out the 
cities," lest the Mongol soul tum seden 
and dependent. 
But Mongolia need hardly resort toe a 
tarky and forced rustication in pursui 
economic independence, acco ae 
Jagvarliin Hanibal, who heads t 
Ministry's Department Number O 
China-cum-ex-Soviet Union des 









wistful hope is for developed countries t __ 
retain enough of an economic and political 
interest in Mongolia to offset over-reliance: 
upon either neighbour. He cites US Secre- 
tary of State James Baker's pledge during - 
his last visit to Ulan Bator: "We will be. 
your third neighbour.” 

Now, aid fatigue is already starting to... 
set in and investment horizons are shifting 
elsewhere. A diplomat flatly asserts: "We _ 
have zero strategic interest here. None". 
Confident of its built-in leverage over UL 
Bator and the limited Western atte 
span, China knows that time is on its: 
It can afford to play a slow game of. 
and-mouse. Already this year, Pek 
rejected Mongolian pleas for conces 
tariffs on manufactured exports to ( 
and non-stop access to Ulan Bator for tf 
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country airlines via Chinese airspace. 

The Tianjin rail-and-sea link has been 
opened, but China has driven a hard bar- 
gain on price and volume. “They charge 
just a shade under what it costs to ship via 
the nearest Russian port, five times as far 
away,” according to Isao Tanaka, general 
manager here for C. Itoh, the Japanese 
trading company. And China still balks at 
requests to open up other ports to Mongo- 
lian cargo. 

As for investment, China has so far lim- 
ited its Mongolian forays to a few expen- 
sive restaurants, retail stores and a hotel. 
Davshelt, an ethnic Mongol official from 
the Inner Mongolian branch of China’s 
Communications Bank, keeps court in a 
back room of the Manduhai Hotel here. 
“We bought into a hotel,” he admits, “just 
as a beachhead for further business expan- 
sion. For the time being, the Mongolians 
are stand-offish about selling raw materi- 
als rather than processed commodities. But 
they'll come around.” 

China, meanwhile, stands poised to 
make a killing on equipment sales, thanks 
to donor pressure on Ulan Bator to open 
aid contracts to competitive international 
bidding. Bids will soon be entertained for, 
among other things, power stations, rail- 
way rolling stock and machine tools. Last 
month, China bagged its first major order 
from Mongolia, a US$7 million deal on a 
score of 45-tonne dumptrucks for a coal 
mine. 

The trucks will be driven nearly 1,000 
km overland from the Inner Mongolian 
plant where they are made — a major sav- 
ing in shipping and assembly costs, com- 
pared with sending them in kit form from 
overseas. "But by the time they get here, 
those trucks will be used vehicles," sniffs a 
losing bidder for the contract. 

Even more worrisome to some Mon- 
golians than the import of Chinese goods 
is the prospect of importing Chinese funds 
through Ulan Bator's nascent stock ex- 
change. When, in its fitful course towards 
industrial privatisation, Mongolia eventu- 
ally throws open its equities to foreign in- 
vestment, it might not take much to buy 
out the bourse. 

So far, the entire market capitalisation 
runs to about Tugriks 16 billion (US$400 
million at the official exchange rate, or 
US$80 million at the street rate). Such sums 
would be readily affordable to Chinese 
punters, who comprise the only readily 
identifiable batch of foreign investors with 
an intrinsic interest in Mongolia and a 
boundless appetite for equity. 

"So what?" says Naidansurengiin 
Zolzhargal, 27-year-old chairman of the 
bourse. "The last thing you want to do is 
restrict market access. If you open the door 
just a crack, the only ones to squeeze 
through will be those who desperately 
want in. But if you open it wide, you'll 
attract everybody." * 
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The Han hordes 


Inner Mongolians a minority in their own homeland 


By Christopher Atwood and Lincoln Kaye 
in Peking and A Correspondent in Inner 
Mongolia 


Bad enough, Mongol 
dissidents in Inner 
Mongolia complain 
that Peking swamps 
them with Han Chinese settlers, gerry- 
manders them out of a majority in any dis- 
trict of this "autonomous region" and 
packs the administration at every level 
with Han officials. Then, adding insult to 
injury, China Travel Service brochures pat- 
ronise them by gushing on about the 
"warm and uninhibited Mongol people 
who are so good at singing and dancing." 

The tunes some Mongols have been 
singing lately, though, seem discordant to 
government ears. Last year, in Ih Ju League 
(county) near the Inner Mongolian capital 
of Hohhot, authorities sentenced two 
leaders of a study group to jail terms of 
two and three years respectively and 
placed 26 others under house arrest. The 
charge was fomenting "splittism." 

Another group was crushed in 
Bayannuur district and its leader, Amu- 
gulang, was arrested along with three other 
teachers and a student from a local high 
school. When a Hohhot history lecturer, 
Ulan Chovo, tried to pass on documents 
about these crackdowns to foreigners, he 
too was arrested. 

All this adds up to “a secret campaign 
of repression against ethnic Mongolian in- 
tellectuals,” according to a just-released re- 
port by Asia Watch. The New York-based 
human-rights group claims that security 
forces have been beefed up, with large 
numbers of experienced agents transferred 
in from neighbouring jurisdictions. Even 
well-placed ethnic Mongolian officials are 
under stepped-up surveillance, the report 
Says. 

In his comfortable Hohhot parlour, a 
senior ethnic Mongol bureaucrat seems 
unperturbed. He counts himself well-as- 
similated, with a Han wife and children 
who speak only Chinese. Over the years, 
he has built up close ties to Ulanfu, the 
autonomous region’s veteran communist 
boss. The bureaucrat typifies, in his own 
estimation, the Mongol elite of the au- 
tonomous region — a far cry from the tar- 
gets of the crackdown, who are simply 
“bad elements, with no influence, no 
credibility.” He feels safe. 

Political connections and collaboration 
with the Han have not always assured per- 
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sonal safety in Inner Mongolia, however 
During the Cultural Revolution, 40,00! 
Mongols perished, according to official fig 
ures. Communist activists were among th: 
first to die, due to factional in-fighting 
Mongols accounted for nearly a tenth o 
acknowledged Cultural Revolution casual 
ties nationwide, though they comprise les: 
than 0.5% of China's population. 

Personal violence was not the only set 
back the Mongols suffered during the 
Cultural Revolution. The decade-long 
Maoist mobilisation brought on a new tide 
of Han settlers, and radical collectivisation 
rode roughshod over the land-use rights o 
Mongol herdsmen. Much of the land i: 
now useless for either grazing or farming 
due to salination caused by over-irrigation 

Many of the Han “educated youths” 
who were moved in at that time stayed on 
after the Cultural Revolution to assume 
berths in the bureaucracy. Now, only about 





Genghis Khan mosaic: still venerated. 


one third of the autonomous region's ad- 
ministration — and barely one sixth of its 
population — is Mongol. Official business 
is conducted in Chinese. "What kind of 
autonomy do you call that?" a Mongol 
student asks. 

Dissidents also chafe at the education 
policy which, according to Asia Watch, 
stresses Chinese language from first grade 
onwards. Even where the medium of in- 
struction is Mongol, the curriculum content 
is identical to any other school's, adds the 
Mongol bureaucrat in Hohhot, "so the 
values are all Chinese." 

Still, at least formal veneration is paid 
to the legacy of Genghis Khan, the 13th- 
century military genius who briefly united 
the Mongol tribes and extended their do- 
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minion from Turkey to Korea. His 1950s- 
vintage “mausoleum” in the empty grass- 
lands of Ejin Horo enjoys the status of a 
“Chinese national treasure,” despite its to- 
tal lack of any historical or architectural sig- 
nificance. The Great Khan is believed to be 
buried somewhere in Outer Mongolia. The 
Ulan Bator government, belatedly realising 
his value as a national symbol, is franti- 
cally searching for the tomb with Japanese 
technical assistance. 

In Hohhot, Mongolian studies — at 
least at college level — enjoy more latitude 
than they have at any time since the tense 
aftermath of the 1989 Tiananmen massacre. 
Research efforts include increasingly de- 
tailed histories of the pre-1949 nationalist 
movements, when it was still unclear 
whether Inner Mongolia would join with 
Outer Mongolia or federate with China. 

Although these papers all ostensibly toe 
Peking’s line, they supply a historical per- 
spective for disaffected Inner Mongolians. 
Scholars also enjoy more access to their 
counterparts from Outer Mongolia and 
abroad. Guards at university gates no 
longer demand that guests register or show 
identification. 

Surveillance, albeit clumsy, still goes on, 
however. A Western academic was tailed 
into a Mongol-language bookstore by 
Chinese agents, who then proceeded to 
browse at length through what must have 
been, for them, completely incomprehen- 
sible scrawls. Not all the agents are so ob- 
tuse; rumour has it that Ulan Chovo was 
actually caught on videotape handing over 
documents. 

In this respect, at least, Hohhot easily 
outdoes Ulan Bator in its fidelity to the 
Great Khan's statecraft, according to the 
Inner Mongolian bureaucrat: “Genghis 
Khan relied above all on a multitude of 
spies. That and his lightning reaction 
strikes to any threat or opportunity.” 

Inner Mongolia’s most promising op- 
portunities, at present, lie to the south, not 
the north, the bureaucrat is convinced. The 
autonomous region must step up efforts to 
woo pptential investors among Hongkong 
and Overseas Chinese visitors. 

As for Outer Mongolian visitors, ac- 
cording to a secret circular of the Hohhot 
administration cited by Asia Watch, they 
have "become overly impatient, overly 
enthusiastic and unruly." Ulan Bator de- 
legations have started turning up even be- 
fore invitation formalities have been com- 
pleted, the document complains. "The du- 
ration of their visits and the activities of 
the visitors are to be curtailed . . . [and] 
security departments should keep close 
track" of them. 

It is not just the Outer Mongolians' 
breach of protocol that worries Hohhot, but 
rather "spiritual pollution" from the north. 
Pamphlets have started finding their way 
across the border full of anti-communist 
poetry, democratic manifestos, news of 
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Ulan Bator's conversion to political plural- 


ism and reports on Inner Mongolia's hu- 
man-rights record. This is the first time that 
Inner Mongolians have been able to read 
such material in their own language. 

Last autumn, Outer Mongolian students 
organised a Prince Demchugdongrub So- 
ciety (named after an anti-communist Inner 
Mongolian nationalist of the 1930s) to agi- 
tate for human rights in Inner Mongolia. 
They staged a sit-in in front of the Chinese 
Embassy in Ulan Bator and claimed to 
have gathered 30,000 signatures on a peti- 
tion demanding the release of political 
prisoners in Inner Mongolia. 

Still, Erdenecogt, one of the society's 
leaders, concedes that support for Inner 
Mongolia is broad but very shallow. 

The society never set up a formal or- 
ganisation. Some of the allegations in its 
literature are so dubious that they may be 
disinformation planted by Chinese agents. 
Efforts to establish contacts with Inner 
Mongolian counterparts have proved 
fruitless and Erdenecogt fears there may 
be no hope of reviving the Inner Mongo- 
lian student movement. 

But study groups and discussion circles 
persist in the autonomous region, despite 
the crackdown. Like the two groups 
smashed by the police, they comprise 


ravening horde of petty traders driven 
south by Ulan Bator's desperate shortage 
of consumer goods and hard currency 
These pedlars have no qualms about tap- 
ping their new-found Inner Mongolian 
contacts for business introductions, accom- 
modation, monev changing and spot loans 
that often are seldom repaid. 

In the first flush of enthusiasm after 
re-establishment of Outer Mon- 
golians could go a long way on sob stories 
of long-lost kinship. Privately, however, 
they deride Inner Mongolians as Sinicised 
half-breeds. 

Instantly recognisable in their Russian- 
style shoes and fur hats, the Outer 
Mongolians further affront local puritan- 
ism by travelling with heavily made-up 
unmarried female companions. After 
meeting her first Outer Mongolians, a local 
Mongol employee of a Chinese trading 
firm gasped: “Why would we ever want to 
unite with those punks? 

But if not unification, Mongol intellec- 
tuals in Hohhot are left to ponder, what 
then should be the status of Inner Mongo: 
lia in a post-communist world? Some, like 
Moren, an openly activist Inner Mongolian 
now living in Ulan Bator, envision the au- 
tonomous region às a component state of a 
free, federal China — hich both 


contact 


an idea w 





Mongolians in Russian hats highlight differences with Inner Mongolians. 


mostly intellectuals in their late twenties 
and thirties. Each group draws its mem- 
bership from a particular tribe and home- 
region. This parochialism makes it hard for 
Chinese police to infiltrate them. But it also 
keeps them from effectively making com- 
mon cause with each other, much less 
Outer Mongolians. 

Paradoxically, the sudden increase in 
contact between the two Mongolias for the 
first time in 30 years has actually dimin- 
ished the cachet of pan-Mongol national- 
ism. Inner Mongolians find themselves 
disenchanted with their northern brethren, 
whose independence — nominal it may 
have been — was long romanticised here. 

Part of the problem may be the particu- 
lar Outer Mongolians they get to meet — à 
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Sun Yat-sen in 1924 and Mao Zi 
1945 had once claimed to support 

Others remain leerv of any association 
at all with China. Inner Mong golian acti 
vists, sounding out Chinese pro-democracy 
leaders in exile, find their attitudes on the 
ethnic issues in China to be basicallv the 
same as those of the communists. Cheng- 
gelt, another Ulan Bator-based Inner Mon- 
golian activist, insists that even more im- 
portant than the question of the autono- 
mous region's status is the redefinition of 
its boundaries to include a Mongol major- 
itv and exclude Han transmigrants. In the 
present repressive climate, the matter is 
moot. But, in a renewed cvcle of liberalism 


Gong m 


in China, it is bound to come up again, 
even more pointedly. w 
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Kushok Bakula; young lamas: showpiece Buddhism. 


TWO MONGOLIAS 


Back to the old faith 


Peking worries over revival of Buddhism 


On weekdays, Kushok 
* Bakula fulfils his nor- 

mal diplomatic func- 

tions as India's am- 
bassador here. But on Saturdays, the 76- 
year-old Ladakhi lama receives visitors in 
his other capacity, as a "Living Buddha" 
who is the 20th incarnation of the Buddhist 
sage Bakula Arhat — and the highest rank- 
ing clergyman in the country. 

Devotees come from all over Mongolia, 
a rugged land half as large as India, to seek 
his blessing and guidance on matters rang- 
ing from homeopathic medicine to build- 
ing temples and monastaries. 

Bakula recognises the irony of Mongo- 
lia's having to import its top cleric in the 
guise of a diplomat. This country used to 
be steeped in such lore more than any 
place on earth barely two generations ago, 
when it was a tradition-bound lamaist 
theocracy. But that was before 70 years of 
Soviet domination reduced Mongolian 
Buddhism to just a few specimen temples 
and a handful of token monks. 

Even that Buddhist veneer, however, 
was enough to keep the flame of religious 
sensibility alive, Bakula maintains, and 
help spare Mongolia the horrors of a Ro- 
manian-style bloodbath with the onset of 
political change in 1989. Bakula, more than 
anyone, should know the value of show- 
piece Buddhism, having long served as 
head. of the Ulan Bator-based Asian Bud- 
dhist Congress for Peace, a Soviet front or- 
ganisation. 

But still, he says, "so much has been 
lost in Mongolia, and there's such a deep 
yearning for religion." The depth of that 
yearning was demonstrated when nearly 
one third of Mongolia's population crowd- 





ed into Ulan Bator to welcome the Dalai 
Lama last September. Peking, however, 
was not amused. 

A month earlier, Chinese President 
Yang Shangkun had paid a state visit here 
which had been reportedly predicated 
upon Mongolia's withdrawing its official 
welcome mat for the exiled Tibetan god- 
king. No sooner was Yang out of the way, 
though, than the Dalai Lama accepted a 
non-governmental invitation from Ulan 
Bator’s Ganden Monastery. China lodged 
a stiff protest. But both religious and secu- 
lar sources here agree that Peking’s para- 
noia about Mongolia’s lamaist resurgence 
might be misplaced. 

Much as local Buddhists have tradition- 
ally looked to Tibet for clerical authority, 
veneration for the Dalai Lama does not 
necessarily translate into solidarity with the 
political cause of Tibetan independence. 
Nor do Ulan Bator clerics automatically 
view Peking as an enemy of the faith. 

Indeed, some look to China as a source 
of “spiritual technology transfer.” Vinaya, 
or monastic discipline, is the most urgent 
need of Mongolia’s Buddhist clergy today, 
according to C. Dambajav, abbot of Ulan 
Bator's breakaway Taschichoeling Monas- 
tery, a reformist offshoot of the Ganden. 

Although he was trained in Dharam- 
sala, India, the Dalai Lama’s headquarters 
in exile, Dambajav has also visited religious 
establishments in Chinese-controlled Inner 
Mongolia and Qinghai. These places have 
much to offer Outer Mongolian Buddhists, 
he says. They have sutras, ritual artefacts, 
temple architecture — traditions which 
have been lost here. 

They even have duly ordained Living 
Buddhas, properly selected according to 
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the exacting criteria for recognising rein- 
carnated lamas. The last ones here died 
during anti-clerical pogroms ordained in 
the 1930s by Choibalsang, "Mongolia's 
Stalin." Now the selection criteria must be 
painstakingly relearned from abroad be- 
fore Mongolia can reinstitute such centres 
of religious authority. 

A living reincarnation has been recog- 
nised by the Dalai Lama, however, for the 
Jebtsundamba Khutuktu, the traditional 
apex of pre-revolutionary Mongolia's Bud- 
dhist hierarchy. The Ninth Khutuktu is a 
Tibetan in his 60s, currently living in India. 

So far he has expressed no interest in 
coming to Mongolia. This probably suits 
the authorities in Ulan Bator, Peking and 
Dharamsala alike, at least in the short term. 
The sheer existence, however, of a pur- 
ported incarnation of Mongolia's last 
reigning theocrat unnerves secularists in 
the Ulan Bator elite. 

So does a proposal that came up in 
January's constitutional convention to es- 
tablish Buddhism as the state religion. The 
measure was only narrowly defeated after 
a series of close votes. Bakula, for one, feels 
it might have been constructive to recog- 
nise Buddhism at least as the main reli- 
gion, though he grants it should not be im- 
posed as an official faith. 

Presidential information assistant 
Dugersurengiin Suhjargalmaa, grand- 
daughter of the founding father of secular 
Mongolia, worries that populist Buddhism 
could some day offer a vehicle for Peking's 
meddling in Mongolian affairs. After all, 
she points out, the Chinese are not lacking 
in Buddhist collaborators of their own, and 
“we here have become so uncritical of all 
things Buddhist." 

Ravdangiin Bold, executive secretary of 
the military-affiliated Centre for Strategic 
Studies, agrees that, in the Sino-Mongolian 
confrontation, Buddhism has become a 
two-edged sword. When it comes to reli- 
gious infiltration, he feels, Ulan Bator 
might have as much to fear from Peking as 
the other way around. 

But from a strategic standpoint, be sees 
promise in the influx of non-Buddhist reli- 
gions that have also rushed into the spir- 
itual vacuum of post-communist Mongo- 
lia. Fresh-faced young zealots and sea- 
soned old preachers from Europe and the 
US have gravitated here to promote a vari- 
ety of Protestant sects. 

Catholics, too, might soon gain entry if 
Ulan Bator offers missionary access in ex- 
change for adding a Vatican embassy to its 
diplomatic fold. Even a couple of dhoti- 
clad devotees of India's Maharishi Mahesh 
Yogi have appeared in the capital, pur- 
portedly at the invitation of the Education 
Ministry. "Imagine if these people actually 
make some headway among our elites," 
smiles Bold, "and then we turn around and 
start exporting such 'spiritual pollution' to 
Inner Mongolia." m Lincoln Kaye 
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SOUTH KOREA 


Against the ruler 


Chungs poll success shakes the establishment 





By Shim Jae Hoon in Seoul 
fter badly rattling South Korea's 
political establishment in the 24 
March general election, Chung Ju 

Yung, the 76-year-old founder of the giant 

Hyundai conglomerate, has indicated that 

he may run for the presidency in Decem- 

oer's election. 

Chung's presidential ambitions — 
»ased on the success of his barely two- 
month-old Unification National Party 
(UNP) winning 31 seats in the 299-member 
parliament — while no longer as fantastic 
as they initially appeared, may yet be tem- 
pered by his age and could lead to him 
making a deal with a more conventional 
"andidate. 

Astonished by the strength of the UNP’s 
performance, President Roh Tae Woo re- 
acted by endorsing Democratic Liberal 
Party (DLP) executive chairman Kim Young 
5am as the ruling party's candidate for the 
oresidential election. Kim will be nomi- 
aated at the party convention in May, 
where he is expected to compete against 
several other contenders. 

By launching a political party and suc- 
:essfully establishing a significant presence 
n parliament, Chung has demonstrated 
hat South Korea's traditional government- 
»usiness relationship — which the admin- 
stration has always dominated — is about 
‘0 evolve to another stage. His action also 
hreatens half a dozen professional politi- 
tians who have nursed presidential ambi- 
ions, including perennial also-rans such as 
<im Young Sam and chief opposition 
eader Kim Dae Jung of the Democratic 

(DP). 

As the so-called Two Kims prepare for 
the campaign starting in June, Chung is 
issembling a large team of Hyundai 
executives and political advisers to find out 
how much support he can expect if he de- 
dares his candidacy for president. "Our 
party will certainly produce a candidate, 
sven if we would have to draft one from 
yutside the party," he told a recent news 
sonference. 

This qualifier, however, looks more like 
a smokescreen than reflecting Chung’s true 
concern over the lack of a candidate. He 
has not lessened his criticisms of the Roh 
administration, and continues to attack the 
president's use of the security services to 
harass opposition candidates. Chung 
seems to believe that had it not been for 
obstruction from Roh his party would have 
collected far more seats. 
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While Chung vows to keep the UNP in a 
"cooperative framework with the opposi- 
tion" but firmly in the centre on many po- 
litical — if not economic — issues, he is 
increasingly casting himself as a "third 
choice" against Kim Young Sam and Kim 
Dae Jung. 

Chung's confidence stems from the 
even spread of national support he re- 
ceived during the recent election. His party 
won seats in all provinces except Cholla 
and Cheju. The UNP savaged the heartland 
of Roh's native city of Taegu and the 
neighbouring province of North Kyong- 
sang by taking four seats, where by con- 
trast the main opposition under Kim Dae 
Jung failed totally. 

Leading from the front, Chung's vigor- 
ous barnstorming was the main factor that 
saw his infant party carry a 
respectable 17% of the total 
vote. The well-entrenched 
DLP took 38.5%, while the 
main opposition DP ac- 
counted for 29.2%. Despite 
his age, Chung pushed 
ahead with six to seven 
speaking engagements a 
day, ferried from one venue 
to another in Hyundai's 
corporate helicopter. 

Chung ran his campaign 
the same way he used to 
run Hyundai, a conglomer- 
ate whose products range 
from cars to ships, electron- 
ics to construction. Recog- 
nising what many of his campaign manag- 
ers described as strong consumer demand, 
or disenchantment over the Two Kims and 
a craving for a new political champion, 
Chung marketed himself with policies 
based on cheaper housing for the poor; 
lower interest rates and a pledge to send 
more exports to Japan rather than curbing 
imports to tackle South Korea’s US$10 bil- 
lion trade deficit. 

He unabashedly used many of the 
Hyundai group’s 160,000 employees as 
vote-getters, while also mobilising tens of 
thousands of others working at subcon- 
tracting companies. At the same time, he 
mounted a huge political sales campaign 
by running newspaper advertisements 
publicising the UNP platform. 

In the process of his campaign, Chung 
not only broke the taboo of businessmen 
engaging in politics, but also demonstrated 
he could reduce election expenditure by 
applying management techniques. Unlike 
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Chung: ‘third choice.’ 


the existing political parties operating un- | 


der a tightly centralised authority, Chung 
delegated and allowed each local cam- 
paign office to be flexible in "marketing" 
its candidates in response to "local" de- 
mand. 

However, such tactics will not be 
enough in the far more complex presiden- 
tial race in December, Hyundai executives 
concede. Although Chung has a strong 
grasp of economic issues, he has no experi- 
ence in keeping the military out of politics 
or negotiating sensitive security matters 
with North Korea. He has also yet to chart 
a comprehensive vision for taking South 
Korea into the next century, overshadowed 
by such daunting problems as North-South 
unification and political and social reforms. 
In the quest for the presidency, Chung 
must also grapple with the pervasive an- 
tipathy felt by many South Koreans to- 
wards a chaebol businessman taking hold 
of the nation's leadership. 

The biggest drawback will be his age. If 
elected president, Chung will have turned 
82 when he retires from office, an age con- 
sidered far too advanced for South Korea's 
commander-in-chief in a country still on a 
virtual war footing with 
the North. Therefore, he is 
likely to pursue a political 
course that would trade his 
campaign support in ex- 
change for practical deals 
with one of the Two Kims. 

What remains unclear 
is the price he may ask for 
his support. Some analysts 
think it may be a key eco- 
nomic portfolio — finance 
or trade and industry are 
obvious ones — in return 
for backing one of the 
Kims, though such horse- 
trading could be risky as 
even a remote chance of 
the Hyundai patriarch controlling these 
commercially sensitive positions would 
spark serious opposition from other busi- 
ness leaders. In addition, any likelihood of 
this happening could backfire on the UNP, 
as voters take fright at the prospect of the 
political process being taken over by 
plutocracts. 

Regardless of how the presidential 
campaign ends, it is certain to leave the 
South Korean business establishment 
permanently changed. Chung has shown 
that the government-chaebol relationship 
can no longer be dominated by a vertical 
hierarchical system based on government 
hegemony. Rather, the relationship ap- 
pears to be evolving along the lines of the 
Japanese model, based on a horizontal 
structure in which the ruling party de- 
pends on business for support while 
sharing the decision-making perogatives 
that determine the country's future direc- 
tion. " 
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hung ju Yung’ s parliamentary s suc- 
cess may well have seriously eroded 
the relationship between business 
|. and government, seen by many analysts as 
one of the key components to the country's 
.. soaring economic performance over the 
. past three decades. 
. . South Korea's business conglomerates 
have long been systematically nurtured by 
government, receiving cheap loans and a 
ide range of economic privileges. In re- 
irn for access to credit and business li- 
ences, business has had to funnel cash to 
both ruling party officials and government 
bureaucrats. 
. Since the Republic of Korea was 
ounded in 1948, South Korea's presidents 
have depended on cash contributions from 
business to fund their political machines. 
By his own admission, Chung gave Won 
26 billion (US$34.2 million) to President 
Roh Tae Woo and his predecessor, Chun 
Doo Hwan. Roh has subsequently said the 
Yoney was used for the needy. 
. Chung has simply cut out the middle- 
men at the Blue House — the presidential 
palace — by funding his own candidates. 
But Chung is driven by more than short- 
term economic thinking, for he has report- 
edly set aside Won 1 trillion to fund his 
political ambitions. His underlying moti- 
vation seems to be the desire to avenge his 
treatment at the hands of Chun and Roh. 
Chung’s success also challenges the or- 
thodox belief that South Koreans want 
businessmen to steer clear of politics. Vot- 
ers evidently believed that the straight-talk- 
‘ing Chung and his team could do a better 
yb managing the economy than the cur- 
rent administration, whose political poli- 
ies have been characterised by drift and 
uncertainty. 
= Suh Sang Mok, one of South Korea's 
best-known technocrats and a National 
\ssembly member, is among the most ar- 
culate critics of Chung's move into poli- 
ics. A long-time advocate of curbing the 
chaebol, Suh argues that Hyundai's involve- 
ment in politics would make the country 
hostage to special interests and distract the 
company from its business activities. In 
fact, Hyundai's business did seem slow 
‘because the company mobilised thousands 
‘of workers for its campaign effort, and this 
concern is shared even by many business- 
men who support Chung’ s political efforts. 
. The government pulled no punches in 
rying to limit Hyundai's bankrolling of the 






































































Chung s political ambitions worry business rivals 


elections. Officials, stationed in Hyundai 
offices in the weeks ahead of the elections, 
took physical control of bankbooks from 
financial officers in an effort to keep the 
conglomerate from channelling money to 
Chung's Unification National Party. South 
Korea has strict spending limits for candi- 
dates, though they are regularly flouted. In 
addition, the Finance Ministry ordered 
Hyundai to recall Won 250 billion in loans 
made to Chung and his family. 

The business community is deeply di- 
vided over Chung’s strategy. Leading busi- 
ness organisations, acting at the govern- 
ment's behest, urged Hyundai to stay out 
of politics as they believe C hung's high po- 
litical profile will eventually hurt them all. 

The Daewoo group is particularly un- 

happy with Chung's strong showing. In 
unusually personal attacks, Chung traded 
barbs with Daewoo chairman Kim Woo 
Choong. Daewoo, the country's fourth- 
largest business group, now has the closest 
ties to the Blue House among South Ko- 
rea's leading chaebol. Samsung and Lucky- 
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Goldstar are the other two. 





Chung is still nursing a grudge from a 
1980 industrial restructuring when the gov- 
ernment forced him to hand over an in- 
dustrial complex at Changwon to Daewoo 
without compensation. 

Sunkyong, a petrochemical company 
which has grown rapidly during Roh's ad- 
ministration, has also had a taste of poten- 
tial problems to come in the wake of the 
elections. 

Sunkyong chairman Chey Jong Hyon's 
son married Roh's daughter, a match 
which helped smooth bureaucratic obsta- 
cles. When Sunkyong wanted to take over 
Taepyong Securities in the face of a ban on 
financial service acquisitions by large 
groups, Chey somehow won permission to 
E it in his own name. Although 

Taepyong was brought into the Sunkyong 
group at the end of last year, no protests 
were raised at the time. 

However, the day after the election, lo- 
cal newspapers published a surprisingly 
detailed report saying that the source of 
Chey's funds for the purchase was being 
inv estigated. The article charged that Chey 
had laundered corporate funds to make the 
purchase seem as if it were with his own 
money. Whatever else it means, Chung's 
victory and the end of Roh's administra- 
tion will mean a shake-up in the govern- 
ment-business alliances which have been 
built up since Roh took office in 1988. m 
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Power of the machine 


Weaker candidates pin hopes on urban voters 








By Rigoberto Tiglao in Manila 


hen the Commission on Elec- 
W tions (Comelec) examined vot- 

ers' lists in four areas in Luzon 
recently, it realised that the rolls had little 
bearing to actual population estimates. 
What troubled Comelec, as it ordered a 
new registration of voters, was that this 
blatant padding of the lists had occurred 
not in some remote region of the Philip- 
pines but right in the heart of Metro- 
Manila 





What is happening in the capital region 
could well prove to be a mirror image of 
national political dynamics in the run-up 
to the 11 May elections, which include the 
choosing of a successor to President Cora- 
zon Aquino. The subversion of the elec- 
toral process in Metro-Manila — 
whose 5 million voters purportedly 
comprise the most well-informed 
and politically sophisticated elec- 
toral bloc — starkly demonstrates 
the power of patronage-based po- 
litical machines and spells trouble 
for candidates who do not have such 
machinery behind them. 

In Metro-Manila, the strongest 
candidates are considered to be 
Marcos-era political bosses, incum- 
bents who have used their offices' 
budgets to build up their baili- 
wicks. Marginalised in the current 
patronage game are the "new-poli- 
tics," issue-oriented groups that 
were powerful in the anti-Marcos 
struggles and immediately after 
the 1986 "people power" uprising. 
Congressman Amado Bagatsing 
says: "A crucial factor is a candidate's or- 
ganisation." 

Bagatsing's father Ramon, a mayor 
during the Marcos years, has come out of 
retirement to be the ruling Laban ng 
Demokratikong Pilipino's (LbP) candidate 
for mayor of Manila. The Bagatsing clan's 
political network is considered to be the 
most extensive in Manila, with two sons 
holding congressional posts for two of the 
city's six districts. 

"Particularly when the electorate is con- 
fused or exasperated [in choosing the 
presidential candidate], ward politics is 
decisive," says Jose Atienza, who is run- 
ning for vice-mayor of Manila. "Even in 
Manila, the so-called intelligent, media- 
educated voter bloc is small, at most 20% 
of voters," he says. 

Atienza's running mate for the mayor- 
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ship is not some middle-class crusader of 


the “new politics” forces Atienza had been 
identified with before. It is Alfredo Lim, a 
police officer during the Marcos years who 
became National Bureau of Investigation 
director under the Aquino administration 
despite criticisms over alleged human- 
rights violations that earned him the nick- 
name “Terminator.” 

Most of the presidential candidates 
without party machines cling to the hope 
that the electorate in the metropolis will 
vote on the basis of a rational, media-in- 
formed assessment of the eight aspirants. 
Metro-Manila accounts for the biggest sin- 
gle regional bloc, or 16% of the electorate. 
The candidates calculate that in a situation 
where eight rivals split the ballot in the rest 
of the country, whoever secures Metro- 





Ramos (left) and supporters: the Manila card. 


Manila could squeeze into the presidency. 
The reality may be quite different. 

Comelec, after finding the number of 
registered voters to be statistically im- 
probable, ordered a new registration in 
Manila, Quezon City (the country's second- 
biggest city), Makati and San Juan mu- 
nicipality. Nationwide, Comelec has 
ordered new registrations only in 12 areas, 
including rural South Cotabato, Tawi-Tawi 
and Sulu in the Muslim-dominated south. 
The new registrations reduced the number 
of voters. 

Analysts, however, point out that if the 
politicians were able to pad voters' lists — 
a logistically difficult task requiring each 
participant to register in several precincts 
— they must already have in place a well- 
oiled machinery that will be decisive in 
getting residents to vote on election day. 
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Political clout in Metro-Manila, as else- 


where in the country, is developed through ^ 


a clientelist system. As one academic de- 
scribes it: "Political patrons provide their 
followers among the poor with a variety of 
governmentally funded rewards. Clients 
repay .. . by giving them their votes as 
well as the votes of their families and 
friends." 

Bagatsing says: "Unless the [presiden- 
tial] candidate is a personal friend, or a 


friend of a friend, and unless there is la ` 


surge of support] for one charismatic 
candidate, a voter in Manila will vote 
[for whoever] our party machinery sup- 
ports." 

The 40-year-old Quezon City mayor 
Brigido Simon — formerly a student ac- 


y 


tivist of the “new politics" school — is seen ~ 


as having evolved into a traditional pra- 
ctitioner of clientelist politics through con- 
trol of the city budget and the appointment: 
of his city council allies as "deputy may- 
ors. 


Simon's progress is proof that urban b 


politics is no different from rural politics. 
His rise has been attributed to the patron- 
age of LDP secretary-general and Tarlac 
congressman Jose (“Peping”) Co- 
juangco, Aquino’s younger brother. 
“Peping wanted a base outside 
Tarlac [in central Luzon], so he went 
to Quezon City,” 
said. 
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another master of clientelist politics, 
Ismael Mathay, who developed his 
political machine as vice-mayor for 
two decades and, more importantly, 
as Imelda Marcos’ vice-governor in 
Metro-Manila during the Marcos 
era. Mathay’s political resurrection 
exemplifies how patron-client poli- 
tics works and what LDP leader Luis 


of local rivalries” that is at the heart 
of the May elections 

To foil former defence secretary 
Fidel Ramos’ attempt to be chosen 
as the LDP standard bearer at the party's 
November convention, Mitra had relied on 
Mathay’s machine in Quezon City. Mathay 
in turn called on Mitra's debt to win for 
himself the LDP's nomination as candidate 
for Quezon City mayor. 

Political observers claim there is a more 
important national element in Mitra’s 
choice of Mathay. When Mathay was 
Metro-Manila vice-governor, he is said to 
have won the favour of the Philippine 
Christian sect, Iglesia ni Cristo, which is 
reputedly so regimented that its 1.5 million 
members vote as a bloc for whoever its 
leader Erano Manalo chooses. 

As in Quezon City, so too in Makati, 
the centre of the country's corporate com- 


an LDP insider — 


Opposing Simon on 11 May is - 


Villafuerte describes as the “politics - 
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munity. Despite his unpopularity with the — 


media and the corporate world’s disdain 


for him, incumbent mayor Jejomar Binay is 
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bant for 80% m the ieu 
His critics, however, claim that Binay, a 












si is dat +4 allocated P30 million 
3$1.18 million) from the municipality 
iget for cash gifts to poor residents for 
ch reasons as a death in the family. 
_. It is Metro-Manila's class structure and 
. demographics — despite its urbanisation 
-<== that puts its voter behaviour in the same 
_ basket as other regions of the Philippines. 
. In the two decades since martial law was 
imposed, deteriorating economic condi- 
tions have sparked a massive migration 
om depressed areas of the country into 
nila. Of Metro-Manila's 8 million peo- 
3.2 million are estimated to be of the 
an poor, living in slum areas where 
ctically all of their old rural social or- 
sations have been duplicated. The 
wds adoring Imelda Marcos at her ral- 
es in the city, for instance, have been 
ostly migrants from economically de- 
ssed Samar and Leyte in the central 
rilippines. 
The vote-rich areas that have emerged 
Metro-Manila are squatter communities 
ideal ground for building up patronage 
orks by ambitious incumbent mayors. 
<ing slum clearance projects is one 
of winning the residents’ loyalty. 
The importance of two sectors consi- 
ed to be at the forefront of the “new 
ics" — students and middle-class 
roups — appears to have been overesti- 
ted. Congresswoman Teresa Aquino- 
ta explains: “In our area [Malabon and 
vaotas municipalities], I ran [in the 1987 
'tions] against a candidate who clearly 
id the student activist vote. They were 
sy and held a lot of rallies, but on elec- 
| day, the candidate ended up third — 
n his leaders had failed to register as 
V illafuerte noted another problem with 
ollege student vote: "They [other 
presidential candidates] keep going to the 
leges whipping up support. But at the 
end of March, schools close, the students 
go | back to their provinces — where they 
are not registered as voters." 
Campaign managers also claim that 
Metro-Manila's upper and middle classes 
are electorally apathetic. "These are the 
uppies and executives who spend most 
their time in their offices, and go home 
some suburban village, and usually 
< from the dreary task of having to go 
he polling stations,” congressional can- 
e Romeo Candazo noted. “It is the 
DE ople who are eager to vote, perhaps 
ise, in their economic misery, voting 
only. occasion when they feel they 


























































e toll of terror 





Government in a bind over human-rights abuses 


he troopers have been ordered out 

from their sandbagged bunker at 

Srinagar's Nowhatta Market to 
track down a sniper. There is a curfew on, 
they are the only people out. The patrol 
creeps along the side of the narrow alley- 
way, guns cocked and ready. A loud crash 
at the corner ahead makes them j jump — a 
kangri, the clay pot full of burning coals 
hugged by the Kashmiris under their win- 
ter cloaks, has been thrown from a win- 
dow somewhere high up. A distant voice 
shouts: "Indian dogs, go home." 

They close in outside a walled com- 
pound overlooked by several stone houses, 
shuttered and silent. A trooper kicks the 
gate until its lock gives. The men stand 
watch beside the doors of a deserted store 
house, as their officers force the doors and 
go in for a search. Abdul Rashid, a Kash- 
miri steel merchant, is called out from a 
nearby house and questioned. “I’m glad 





Punjab v violence 


you're here," he tells a foreign reporter. “It 
could have been much rougher otherwise." 

Across town, troopers from another 
unit of the Border Security Force (BsF) take 
up positions on Zaider Kadal, a bridge 
across one of the houseboat-lined water- 
ways through Srinagar. Through binocu- 
lars they watch for movement at a large 
mosque along the river. "Sir, I think they're 
sighting a rocket at us," reports a young 
officer. A machine-gunner lines up his 
sights on the mosque. Others take shelter 
behind walls. A patrol is sent out to the 
mosque, to find young men sitting inside, 
all innocence and no weapons. 

For the Indian forces, the enemy is all 
around. Just 200 m from the Nowhatta 
Market bunker, Kashmiri youths had ear- 
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lier brought out an AK47 rifle to display to 
reporters, and burnt an Indian flag for the 
benefit of photographers. Others had 
marched us through a maze of streets to 
meet Altaf Alam, the head of a pro-Pakis- 
tan armed underground group called AI- 
Jihad, who seemed utterly relaxed about 
his safety. India and its security forces have 
few friends in the population. 

From a situation like this — day in and 
day out, with the safety catches off — a 
steadily mounting toll of human-rights 
abuses is hardly surprising. Some are an- 
gry, blind responses like wild shooting into 
crowds or rampages through a neighbour- 
hood after a fellow-soldier is killed by 
sniper fire. Some are systematic: the round- 
up of young men for prolonged and vio- 
lent interrogation. Some are even more sin- 
ister: executions implausibly attributed to 
shooting battles, or "encounters." Field in- 
terrogations of captured militants become 
ever more brutal, as intelligence officers try 
to locate hide-outs and arms caches in the 
hour or two before word gets out that the 
location is compromised. 

Some atrocities are cynically provoked 
by militants, who know there is no surer 
way of turning abstract notions of repres- 
sion into glaring reality. And, as the Indian 
authorities constantly point out, militants 
have also committed numerous crimes in 
Kashmir over the past two years, includ- 
ing abduction, murder, torture and rape of 
victims sometimes only remotely con- 
nected with the government. 

Yet India is in a deep bind on the hu- 
man-rights problem, with a succession of 
private and government reports listing a 
mounting toll of abuses that, as Amnesty 
International claims in its latest report (on 
torture, rape and deaths in custody, listing 
415 cases over six years), appear “system- 
atic” and “routine” — and are not confined 
to the states where there is clearly an out- 
side force stirring up insurgency. 

Although a system based on Common 
Law remains in place and fundamental 
rights are guaranteed in the constitution, 
in practice there has been a steady erosion 
of both these safeguards. Special laws re- 
lated to national security, which the consti- 
tution allows, enable detention without 
trial for up to two years, and no less than 
16 of the 25 state governments have in- 
voked them. According to government fig- 
ures cited in the latest US State Department 
report on human rights, over 11,000 peo- 
ple were detained under such laws at the 
end of 1991. 








The line between civilian and military 
authority has been blurred by the rapid 
growth of central paramilitary forces — 
which now total about 420,000 troops — 
and their deployment on internal security 
duty. To its great reluctance, the 1 million- 
strong Indian army has been increasingly 
diverted to internal tasks in Kashmir, 
Punjab and Assam. These forces and local 
police are empowered by the special secu- 
rity laws to shoot to kill on suspicion, as 
well as carry out preventive detentions. 

To Indian and foreign human-rights 
groups, Punjab's rising death toll from po- 
litical violence is the most worrying. It 
contains a suspiciously high number of 
“non-hardcore and others” among the al- 
leged terrorists killed, as well as a high 
proportion of civilian deaths attributed to 





Kashmiris taunt India with burning flag. 


terrorists not having a clear motive. 
Among the 2,591 civilians the Punjab po- 
lice say were killed by terrorists last year 
only 234 were categorised as “political” or 
“in the garb of social reform” or “suspected 
informers.” The remaining 2,357 deaths 
were simply classed as “other.” 

That the proportion of Sikhs (as against 
Hindus) among the dead has risen from a 
little over 50% to more than 70% in the 
past &hree years has also reinforced anec- 
dotal evidence of widespread police kill- 
ings of Sikhs. The massacres by Sikh ter- 
rorists have been mostly against the state's 
Hindu population, though there have been 
exemplary killings of Sikhs for collusion 
with the authorities. The government be- 
gan an inquiry in late March into news- 
paper reports that large numbers of dead 
bodies, with hands bound, were being 
found in the irrigation canals in the state. 
From their long hair and beards, they ap- 
peared mostly to be those of Sikh men. 

Andhra Pradesh is another state caus- 
ing deep concern. The national newspaper 
The Pioneer reported that over 800 alleged 
Naxalite terrorists had been killed over the 
last decade in executions portrayed as “en- 
counters," with 105 encounter deaths in 
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1991. Writing in The Hindustan Times, 
journalist S. Sahay said that "a citizen in 
Andhra Pradesh could be bumped off by 
the police on mere suspicion of being a 
Naxalite or sympathiser, or even to feed a 
personal grudge, his death being attributed 
to an encounter and his body cremated 
irrespective of religious practices, without 
his friends and relatives being the wiser." 

The government's response to allega- 
tions of abuse has been varied. One reac- 
tion has been to suggest that India follows 
a different and broader concept of human 
rights than the West, covering the rights to 
food, shelter and so on. Yet these are not 
listed among the "fundamental rights" of 
the constitution, and there is no move to 
include them. 

Indian leaders have also sometimes 
suggested that individual rights have to 
give way before development priorities. 
Quite often this remark is made during the 
visit of a Third World leader whose own 
record on either human rights or develop- 
ment is not impressive. Again, India is un- 
likely to give this official status. During 
Chinese Premier Li Peng's visit last De- 
cember, India turned down an invitation 
to subscribe to Peking's version of this 
theory. India also has a highly individual- 
istic, litigious culture which makes Indians 
unlikely candidates for the sort of East 
Asian "communitarian" values pushed by 
Singapore's Lee Kuan Yew. 

Another reply has been to point to atro- 
cities committed by terrorists and complain 
that these are not given equal attention by 
human-rights groups. Conspiracies are 
floated alleging that Amnesty or the New 
York-based Asiawatch are dupes or agents 
of Pakistan. Or, strictures by Western 
groups are seen as attempts to belittle de- 
veloping countries. "Only terrorists have 
human rights," said Prime Minister 
P. V. Narasimha Rao recently. Yet India 
would hardly want to be put on an equal 
footing with terrorists, and this criticism 
ignores the attention given to abuses in 
Pakistan and Western countries. 

New Delhi also says that action is taken 
against security personnel when there is 
evidence to lay charges, and that avenues 
of complaint and private prosecution exist 
within the judicial system. Over the past 
three or four years, 79 criminal cases have 
been registered against security force 
members for excesses in Kashmir, while in 
Punjab 89 police have been dismissed and 
68 prematurely retired according to a 
government spokesman. 

But relatively few cases have gone to 
trial. The exception has been the court- 
martial of two army captains, who were 
respectively sentenced to 10 and 11 years 
hard labour recently for the rape of a 
Canadian tourist in Srinagar in October 
1990. This followed sustained pressure by 
Ottawa, and a great deal of courage by the 
victim, who had herself promptly exam- 
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ined, identified the offenders and returned 
to India to undergo a tough cross-exami- 
nation by defence lawyers. The rest include 
cases of torture, rape and indiscriminate 
firing, mostly by paramilitary troops who 
are subject to civilian courts rather than 
courts-martial. 

In these cases, only ancillary discipli- 
nary charges have been heard. In Kashmir 
and Punjab, the civil judicial system had 
completely broken down because lawyers, 
judges and witnesses were intimidated by 
terrorists, home ministry officials said. 
Only by special permission of the Supreme 
Court could a trial be held outside the state 
where the offence took place. Further, in 
the typical case of crimes committed by 
members of a large body of uniformed 
personnel it was not possible for victims 
and witnesses to readily identify the actual 
perpetrator. Intrinsically in torture cases, 
the only witnesses were the torturers 
or their accessories, and circumstantial 
evidence became more important. 

Behind the prickliness at foreign criti- 
cism, there is some dissatisfaction at the 
political level with the system's present 
workings. Shortly before his assassination 
in last year's elections, Congress Party 
leader Rajiv Gandhi admitted to foreign 
reporters that the security forces had "gone 
beserk" in Kashmir, and pledged to set up 
a Human Rights Commission within a year 
of taking office. The home ministry is now 
studying examples in the Philippines, 
Canada and Australia. 

The question is whether it can be any 
more effective than the existing commis- 
sions for women, tribal people and former 
untouchables, all of which are token bo- 
dies. Meanwhile, government efforts to 
pursue investigations into alleged offences 
have a desultory quality. The police in- 
quiry into the alleged mass rape by soldiers 
at Kunan-Poshpora in Kashmir last year is 
still “in progress," even though the police 
officer involved has been transferred to a 
distant part of the state. A video pro- 
gramme by New Delhi's Eye Witness pro- 
duction house, which showed two 
Kashmiris hospitalised after alleged torture 
by troops, was censored. One of the two, 
Muzaffar Achmad Mirza, has since died. 
The censorship and the alleged torture are 
the subject of a writ in the Supreme Court. 

The overriding official concern tends to 
be protecting the “morale” of the forces 
rather than satisfying the public. Discipli- 
nary proceedings are not publicised, except 
in response to specific questions. The con- 
viction of the two army captains in Kash- 
mir, for example, has never been an- 
nounced except in passing references that 
do not link them to a particular crime. Of- 
ficials said their rank, punishment and 
crime — but not their names or units — 
would be recorded in an internal army ga- 
zette, which they assumed all soldiers 
would normally read. Li 
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Reform ruckus 


National Assembly drags feet on presidential poll 


By Julian Baum in Taipei 


he reform of Taiwan's constitution 
is turning out to be a messier busi- 
ness than expected, and will almost 
certainly not be completed during the cur- 
rent two-month session of the National 
Assembly which began in late March. 
Several hundred newly elected assem- 
bly members have been cutting their po- 
litical teeth trying to tackle the procedural 
questions, but making no progress on the 
complex constitutional issues. The 75 dele- 
gates of the opposition Democratic Pro- 
gressive Party (DPP) have threatened to 
walk out, though they achieved a minor 
breakthrough when an opposition deputy 
was allowed to preside over an assembly 
session for the first time. 
The usual shoving matches and dis- 
putes over whether delegates should be al- 





Lee ponders direct presidential elections. 


lowed to speak in their native Taiwanese 
or in aboriginal languages are only a pre- 
lude to the assembly’s major stumbling 
block — how to choose the next president. 
Elders of the ruling Kuomintang (KMT) 
want to buy time with instructions to the 
assembly to postpone any decision on the 
presidential election method to a special 
session to be called by President Lee Teng- 
hui before 20 May 1995, 

Between now and 1995, the KMT’s lib- 
eral wing can lobby party conservatives 
and try to assure them that a direct popu- 
lar ballot will not lead to an independent 
Taiwan and will not provoke political in- 
stability. Already the liberal Wisdom Club 
faction in the legislature is planning to fo- 
cus on the issue in its campaign strategy 
for year-end legislative elections. 
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One of the liberals' strongest arguments 
against the instability issue is that in last 
December's polls the electorate opted for 
continuity over radical change by giving 
the KMT 72% of the popular vote, despite 
open advocacy of Taiwan independence by 
the opposition. Liberals say this showed 
that the public can be trusted to act re- 
sponsibly in choosing their own leader. 

Lee has appeared so confident on this 
question that he broke silence in a closed 
party meeting and supported direct elec- 
tions. He rejected the view that this would 
lead to a "Taiwanese" presidency, but also 
tried to ease intra-party tensions with 
comments that both direct and indirect 
methods of choosing the president were 
consistent with democratic practice. 

KMT conservatives, including Premier 
Hau Pei-tsun, have favoured choosing 
the president by proxy through the Na- 
tional Assembly, following a 
method similar to the present 
one, though obligating as- 
sembly candidates in ad- 

vance to vote for a particular 
presidential candidate. Con- 
servatives have the support 
of a wide range of constitu- 
tional scholars who doubt the 
ability of other branches of 
government to check a strong 
presidency. 

If the KMT refuses to place 
the presidential election 
issue on the agenda, the 
DPP has vowed to mobilise 
public opinion with a mas- 
sive street march on 19 
April. So far, however, the 
strongest protest over the 
KMT's patchwork of other, minor corfstitu- 
tional changes has come from the Taiwan 
Provincial Assembly. The provincial as- 
sembly is fighting to retain its often lucra- 
tive privilege of electing members to the 
Control Yuan, the government's watchdog 
agency. 

To end the endemic practice of vote 
buying for Control Yuan seats, the KMT is 
proposing that members be nominated by 
the president and confirmed by the Na- 
tional Assembly. Under the present sys- 
tem, the Control Yuan is elected by 
members of the provincial assembly and 
the Taipei and Kaohsiung city councils. 
The provincial assembly has adjourned in- 
definitely to protest against the possible 
loss of its privilege in choosing the Control 
Yuan. * 
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VATIKIOTIS 


Traveller s Tales 


n "old Asia-hand" remarked the 

other day that it was a pity 

Malaysia had lost most of its 

exotic qualities. We were driving 
through the heart of Kuala Lumpur, up on 
one of the city's elevated ring roads, snak- 
ing around the cluster of glass towers 
which define — like any major city these 
days — the business hub. 

It reminded me of the somewhat am- 
biguous slogan concocted to promote a 
recent Visit Malaysia Year: "Fascinating 
Malaysia" — not exotic, but fascinating. 

What is indeed fascinating about 
Malaysia is the speed and brashness of 
its transformation of the exotic into the 
modern and materially chic. Hardly has 
the street hawker vacated a stretch of 
pavement before it becomes the entrance 
to a neon-lit and brightly tiled fast-food 
substitute. The spicy beef curry rendang 
once sold by the hawker now comes in 
handy paper boxes as a “burger” or 
“nugget,” with French fries instead of rice. 

Malaysia seems to be industrialising, 
urbanising and economically homogenis- 
ing faster than any other country in the 
region. The pace is breathtaking. 

In Bangkok or Jakarta, it is always 
possible to sense the rural dispossessed 
pressing on the fringes of the propserous 
core just by walking the streets. In Malay- 
sia, the beggars have to come from as far 
afield as Burma and Bangladesh. As for 
the Malay rural immigrant, barely weeks 
after joining the urban labour force he has 
mastered the art of plastic access; the 
phone card, the cash card — even the 
credit card. A recent immigrant may have 
no permanent home, but already own a 
mobile phone. 

Parhaps more disconcerting is the in- 
discriminate shedding of tradition and 
culture in the quest for the modern Ma- 
laysia. Prime Minister Datuk Seri Mahathir 
Mohamad has captivated his people with 
a vision of a developed Malaysia by 2020. 
Deploying this distant vision of the future 
has allowed Malaysians to think of them- 
selves as becoming a nation of airline pilots 
and nuclear physicists by 2020. 

What worries the thinking Malaysian is 
the reverse implication of 2020 vision — 
what Malaysia will not be until 2020. I saw 
this the other day when a local newspaper 
reporter quizzed a lawyer about human 
rights. His point was why make a fuss 
about human-rights awareness since, ac- 
cording to Vision 2020, full awareness of 
human-rights would take another 30 years 
to achieve. More realistically Mahathir's 
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Vision, and for that matter Goh Chok 
Tong's Next Lap, and Suharto's Second 
National Reawakening, are symptoms of 
boosterism; a device to extend the legiti- 
macy of over-extended regimes. 

There is a danger that in the rush to 
reach their fully developed goal, always 
congratulating themselves for achieve- 
ments along the way, Malaysians will ig- 
nore the erosion of traditional social and 
cultural values which occurs in the process. 
Instead, the measure of success becomes a 
more universal blend of materialism so 
evident on the streets and in the yuppie 
bars of Kuala Lumpur. "Young, vibrant, 
exciting" yells the voice-over on one TV 
commercial; “quality, style, excellence" 
drools another. 

| was struck by a commentary in one 
local newspaper which, in typical fashion, 
castigated Malaysians for not realising how 
well off they are. But to support this, for 
some reason the writer decided that a long 
list of expatriates opting to retire in Malay- 
sia was proof of how great the country is. 
Are there not more familiar reasons for 
liking the place? 





A Lamborghini Diabolo: immunity challenge. 


Another cogent point was made re- 
cently in the Aliran monthly, a rare exam- 
ple of a magazine with sustained inde- 
pendent views. In a piece entitled: “The 
Ugly Malaysian,” the writer described 
traits which spurn any form of idealism 
as “unsuitable for adults in the real 
world”; a “crass pragmatism” when it 
came to applying idealism to politics; and 
an ugly “me first” attitude bred of “offi- 
cially sanctioned ethnic competition.” 

Ironically, of course, it is precisely these 
traits, ugly as they may seem, which con- 
stitute the ingredients of the unique social 
glue holding Malaysia's plural society to- 
gether. A longer, harder look, reveals a so- 
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ciety whose elements are determined to 
prosper despite their differences. It is a 
form of collective selfishness, but it has its 
endearing qualities. 

| think of the elderly Chinese who gam- 
ble their pensions and savings on the Kuala 
Lumpur Stock Exchange with the avid glee 
of punters at the races, and how their an- 
tics support the prices of stock held by 
bumiputra nominees. | revel in the rich 
tapestry of ethnic interaction which the 
other day brought four Indian electricians 
to my door apologising for not coming 
earlier because their Muslim colleagues 
were breaking their Ramadan fast. 

Malaysia in many ways forms the lead- 
ing edge of social change in Southeast Asia. 
That many Malaysians no longer vote for 
political ideals, take holidays abroad, for- 
get their mother tongue and aspire to own 
a suburban house and two cars, may worry 
those who consider being exotic the es- 
sence of the region; but they are looking at 
its future norms. 

There is perhaps no better example of 
the clash between Malaysia's traditional 
past and its modern inclinations, than the 
challenge by the Malay political establish- 

ment of the rights and prerogatives of the 
Malay traditional rulers. Some have com- 
pared the plan to draw up a code of ethics 
for the country’s nine hereditary rulers to 
the Magna Carta or Great Charter pre- 
sented by British nobles to King John in 
1215, which aimed to define the rights and 
obligations of the nobles with respect to 
the monarchy. 

Malaysia’s kings no longer wield power 
of feudal proportions, but leaders of the 
United Malays National Organisation ar- 
gue that their influence and privileges need 
defining to curb abuses. What better ex- 
ample, some might say, than the Sultan of 
Kelantan's recent snatching of a new Italian 
luxury sports car from an airport ware- 
house, after refusing to pay custom duties 
amounting to M$2.1 million (US$815,500), 
or even the cargo charges for the 
Lamborghini Diabolo which he had or- 
dered. 

The government says it will take legal 
action against the sultan, an option legal 
experts doubt is feasible because under the 
constitution the rulers are immune trom 
legal action in the courts. The sultan, who 
is not the only Malay ruler with a pen- 
chant for luxury cars, is crying foul. The 
issue has only come to light, he says, be- 


cause “of certain interests who are not 
happy with the constitutional role of the 
monarchy.” * 
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INDONESIA 


To Mecca with love 


Romance vs religion underlies a controversy over legalising intermarriage 








By Margot Cohen in Jakarta 

n a sun-scorched parking lot behind 
Jakarta’s Senayan stadium, an Islamic 
preacher scolds more than 150,000 
Muslims for allowing their children 

to marry outside the faith. “It is not valid!” 

he thunders, to the cheers of the perspiring 

crowd. 

In a breezy student crashpad near the 
hurly-burly of Malichero street, a 25-year- 
old Muslim activist tells his Yogyakarta 
chums he would never wed a Christian 
woman. “There is no love without reli- 
gion,” he declares. 

In an air-conditioned shopping mall, a 
civil court judge cautions some young 
women. “Think a thousand times; which 
do you choose, the love for your parents, 
or the love for your prospective husband?” 
Later, a greying matron asks tremulously: 
“When a Muslim woman marries a Chris- 
tian man, have her parents sinned?” 
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A Hindu wedding in Bali. 





The controversy over love and religion 
began last January, when Religious Affairs 
Minister Munawir Sjadzali told reporters 
that the government was exploring ways 
to sanction interfaith marriage — now offi- 
cially forbidden — in order to stem the tide 
of couples living in sin. The mass media 
pounced on his proposal, sending shock 
waves that continue to reverberate, particu- 
larly in Muslim circles. Tongues wag that 


the new law was needed so that President 
Suharto's son, Hutomo Mandala Putra, 
could marry his paramour Maya Rumantir, 
a protestant singer whose family opposes 
conversion to Islam. 

There are many reasons why the issue 
has resonated so deeply. In a society where 
urban migration has forged new intimacy 
between diverse ethnic groups, mixed 
marriage raises fundamental questions of 
family loyalty, religious conviction and 
male-female relations. 

The debate over mixed marriage also 
illustrates the relationship between per- 
sonal freedom and government authority. 
In New Order Indonesia, a nation based 
on the precepts "Unity in Diversity" and 
“Belief in the One Supreme God," empha- 
sis has been placed on the idea that the 
lessons of social harmony begin at home. 
A child's religious education is considered 
not just a personal matter, but key to sur- 
vival of the state. 






And coming in the midst of Indonesia's 
Islamic revival, the mixed-marriage debate 
has tapped into deep-seated fears of 
Christianisation and secularisation. Such 
fears are so politically sensitive that the 
Central Bureau of Statistics keeps secret the 
1985 and 1990 figures on the population's 
religious breakdown, so that none of the 
five officially recognised religions — Islam, 
Protestantism, Roman Catholicism, Hindu- 
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ism and Buddhism — can chart their rise 
or fall over the past decade. In 1980, Mus- 
lims comprised 87.1% of the population, 
down from 95% in 1955. 

While many of Indonesia’s Islamic lead- 
ers wish to ride on the revival to increase 
their influence, they have a substantial 
stake in maintaining newly improved rela- 
tions with the state. A blow-up over mixed 
marriage could lead to a painful divorce 
between Islam and the New Order, some- 
thing neither partner wants to see happen. 
Hence, Munawir says he doubts the issue 
will be resolved before the June elections. 

Mixed marriage has a complex history 
in Indonesia. Under Dutch law, which re- 
mained in effect long after independence, 
matrimony was a matter of civil adminis- 
tration and no religious constraints ap- 
plied. After emotional Muslim protests in 
1973-74, the government handed marital 
affairs over to religious authorities. But a 
loophole in the new law allowed mixed 
couples to participate in two different reli- 
gious ceremonies, and then record the 
union at their local Civil Registration of- 
fice. Some couples simply registered with- 
out any religious ceremony. 

Then, in 1986, the Religious Affairs 
Ministry and other government agencies 
decided to eliminate this civil option, partly 
as a result of Muslim pressure. Although 
the Indonesian Supreme Court ruled in 
1989 that a Muslim woman was entitled to 
marry her Christian fiancé, that case has 
not been viewed as a binding precedent. 

The legal flip-flops have caused plenty 
of confusion, as H. Herusuko, head of Ja- 
karta’s Civil Registration Office, can attest. 
He interrupted a recent noon meeting to 
field a frantic telephone call from the office 
of Home Affairs Minister Rudini. No, he 
explained with exaggerated patience, the 
couple cannot simply come to his office to 
record the marriage. They should choose 
one religion, and register the marriage fol- 
lowing the religious ceremony. 

Such advice does not sit well with 
everyone. "You can't get married unless 
you start lying and acting a part," objects a 
Catholic priest in Yogyakarta. "In a Chris- 
tian view, it is useless to act without con- 
viction." 

And in a society where men still believe 
they rule the roost, women are generally 
the ones expected to convert. "They always 
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think, ‘she’s only a woman.’ Even if she 
didn't convert deep in her heart, she's go- 
ing to follow her husband," says Adrina, a 
member of Kalyanamitra, an non-govern- 
ment organisation devoted to women's 
communication and education. 

Given that female faith often rivals, if 
not outshines, the male variety, conflicts 
emerge. Such was the case of "Mrs S. of 
Bandung," who converted from Islam to 
Christianity to wed her Christian fiancé. 

"My soul is miserable and lonely," she 
confessed to Famili (F amily) magazine. Al- 
though her husband has allowed her to 
bring up the children as Muslims, she still 
regrets her own conversion and longs to 
return to Islam. “But clearly, that would 
mean divorce,” states the magazine. 


In fact, the state has become more strict 
than the religions themselves. In Islam, for 





ways regarded as Christianisation,” be- 
moans Y. B. Mangunwijaya, a Catholic 
priest active in social issues. "It's an un- 
healthy situation. The Muslims fear the 
Christians, and the Christians fear the Mus- 
lims.” 

Afan Gaffar, vice-rector of Universitas 
Islam Indonesia in Yogyakarta, says the 
facts speak for themselves. “Christian girls 
marry abangan men, and mostly, the 
abangan change their religion.” 

At the Yogyakarta branch of the Islamic 
Students’ Association, philosophy major 
Mahide Hayshal talks of handsome male 
missionaries who stalk impoverished com- 
munities for Muslim girls, luring them 
with promises of greener pastures. (He is 
talking about Indonesian missionaries, for 
the number of foreigners has declined 
sharply due to government restrictions.) 
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Catholic ‘attired in Javanese dress (/eff) and a Muslim bridegroom speaks to his guests. 


example, the Koran's “Ahli Kitab” rule al- 
lows a Muslim man to wed a Christian or 
Jewish woman, under the assumption that 
he will later succeed in drawing her into 
the fold. But many officials within the Of- 
fice of Religious Affairs, which now regis- 
ters all Muslim marriages, require non- 
Muslim women to convert first. 

The Roman Catholic church allows 
mixed marriages, as long as the non-Catho- 
lic partner agrees to allow religious free- 
dom, repudiates divorce, and acknowl- 
edges that the Catholic partner will try to 
influence the children. Protestantism, Bud- 
dhism and Hinduism also make some al- 
lowances for mixed marriage. In Indone- 
sia, much depends on finding a sympa- 
thetic ear, which leads to clergy-shopping. 

Some couples pick a third religion as a 
compromise. As long as a clergyman from 
one of the five religions validates the mar- 
riage, it is considered legal. Adherents of 
Javanese mysticism, Confucianism, or athe- 
ism beware: choose a recognised faith or 
stay single forevermore. 

In Central Java, heartland of a moder- 
ate, Javanese-style Islam known as abangan, 
mixed marriage is often viewed as a tool of 
Christianisation. "All my actions are al- 
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Hayshal says he does not wish to attack 
the Christians. Since both Christianity and 
Islam are missionary religions, he says, it is 
up to Muslim businessmen to provide job 
opportunities to poor Muslims so they do 
not succumb to Christian charity. 

Hayshal and his friends believe that 
Munawir, the religious affairs minister, 
was sounding a warning with his com- 
ments on legalising mixed marriages. 
Munawir, however, explains himself dif- 
ferently. "We are a multi-religious commu- 
nity," Munawir says in a sensible tone. 
"Two people from different religions can 
fall in love with each other. And some- 
times, love is so strong." 

Without the option of civil marriage, 
these couples "live a kind of free love," he 
notes. "For those people themselves, as 
long as they love each other, no problem. 
But what will happen to their children: 
They have to suffer and get a brand for a 
crime they did not commit." 

The fate of the children: this is the crux 
of every argument on intermarriage. While 
proponents such as Munawir worry about 
legal status, opponents worry about lost 
souls. Rather than choosing a religion once 
they reach adulthood — a notion common 
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in intermarriage elsewhere naysayers 
worry that the children will end up with 
no belief in God at all 

Godless children 
larisation. Secularisation adds up to pro- 
miscuity, homosexuality, adultery, pre- 
marital pregnancy, and a host of other ills 
Just ask Indonesian psychiatrist H. Dadang 
Hawari, vice-president of the Asean Fed- 
eration for Psychiatry and Mental Health. 
In a March lecture, he presented the Ameri- 
can example. "They don't want marriage 
to be bound by tradition and religion They 
want freedom according to human rights, 
However . .. many households end up as 
broken homes,” he says 

Another popular argument is that god- 
less children could spark a resurgence of 
communism. “It is the duty of the state to 
arrange what is best for the people, 


add up to secu- 


says 





M. Agan Sudargo, a parliamentarian from 
the Armed Forces faction. Those who don't 
believe in God are not afraid of sinning, he 
argues, and sins such as murder, robbery, 
and other crimes affect the harmony and 
security of the state. 

But while many Indonesians say they 
personally would not choose to marry out- 
side their own faith, they do not necessar- 
ily want the state to make the choice for 
them. Even among devout Muslims, there 
is measurable uneasiness over government 
interference in such a private realm. And 
as top government officials watch their 
own sons and daughters choose partners 
of different faiths, state paternalism may 
eventually yield to pragmatism 

Abdurrahman Wahid, chairman of In- 
donesia's largest Islamic organisation, 
Nahdlatul Ulama, believes that the "silent 
majority" of Muslims would approve of 
legalising intermarriage. "In my view, we 
can't just say that these people who marry 
non-Muslims are losing their right to be à 
Muslim,” Wahid says. He argues that Is- 
lam differentiates between "invalid" and 


"imperfect" marriages. Mixed marriages 
could be interpreted as “imperfect” mar- 
riages, he suggests. z 
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THAILAND 


Radical chic 


A literary journal espouses activism with a pen 


By Martin Clutterbuck in Bangkok 


uchat Sawadsri likes to think of 
himself as an activist with his pen. 
He was one of the student radicals in 
those heady days that led to the 14 October 
1973 revolution which ousted dictator 
Thanom Kittikachorn. Now 44 and the 
editor of the literary journal Chor Karaket, 
he still wears loose-fitting cotton peasant's 
tunics, the uniform of radical chic intellec- 
tuals, and talks of changing Thai society. 

But surrounded by books in the study 
of his traditional-style wood house under 
the flight path of Bangkok’ s airport, Suchat 
says his view of how to change things has 
moved from behind the barricades to be- 
hind a desk. These days his interest is in 
writing, especially encouraging young, 
new voices in Thai writing. 

While his own writings 
are intermittent and ob- 
scure, his effort to nurture 
innovative literature is 
reminiscent of his erstwhile 
ardour for radical politics. 
Thailand is reeling from the 
effects of massive industri- 
alisation, he says, and a lit- 
erature that addresses this 
has found an audience as 
Thais adjust to modernity. 

Suchat originally started 
the journal Chor Karaket (A 
Bouquet of Screw Pine) in 
1980, but it floundered in 
part because many writers- 
turned-radicals were still underground, 
hiding from the government. He revived 
the journal in 1989, through his publishing 
house, Literary Artisan Press, with the co- 
operation of a few trusted radical friends. 
When it was re-launched, Suchat an- 
nounced: "In the strong currents of capital- 
ism ...it is an investment not to make a 
profit, but also not to take a loss." 

Chor Karaket, this time around, is doing 
just that. With the current issue, Suchat has 
sold all 5,000 copies. Suchat's criteria of 
literary merit includes a mixed bag of per- 
sonal and social themes. One issue, for in- 
stance, covers such controversial subjects 
as the sexual abuse of children, trigger- 
happy madmen and life in mental institu- 
tions. Recent issues of Chor Karaket focus on 
the underbelly of "Thailand, the next 
Newly Industrialised Country [NIC].” 

Such literary activism is old hat for 
Suchat. During the 1970s, he edited the 
ground-breaking Sangkhomsat Parithat (So- 
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Adjusting to boom times. 


cial Science Review). Known for its daring 
graphic design and content, it was required 
reading for all young activists. 

Even then Suchat was no doctrinaire 
leftwinger; his heroes were the champions 
of individualistic art — dadaists, surrealists 
and anarchists, whose message he believed 
meshed well with Thai Buddhism. 

But the euphoria of the 1973 revolution 
soon ended. A violent rightwing backlash 
took in Sangkhomsat Parithat, and with its 
staff on the run it stopped publication. 
Only with the accession of prime minister 
Kriangsak Chomanand in 1978 did most of 
the former student radicals reappear, in- 
cluding Suchat and his idea for Chor 
Karaket. 

Thailand as a NIC is the theme of the 
current issue, Fires Don't Burn Rice Stubble, 
a title intended to be a bit- 
ter riposte to “the glow of 
burning rice stubble,” a fa- 
vourite image of the old 
student movement. The 
idea was that old power 
was to be burned away, 
and the updated version of 
the saying turns it on its 
head: the old power is 
stronger than ever. 

One selection, called 
Legend of Life, captures the 
theme. It is the saga of 
“rural development” writ- 
ten as a beautiful prose- 
poem. Land is first cleared 
to farm rice, then poisoned 
with chemicals, before finally being built 
on. Another story, Spreading Traces of Dust 
is about high death rates in the construc- 
tion industry. . 

Suchat's own work is not without inter- 
est. In 1988, he published Three Line Imagi- 
nation, a collection of three-line squibs 
"keeping the detail" of almost any subject 
imaginable, illustrated with his own car- 
toons. For instance, about tourism: 

"Clockwork heritage. 

Ancient arts and places. 

Prostitution." 

As for his sense of politics, Suchat says, 
"these days it's more of an individual, iso- 
lated struggle, like my dispute with the 
developers of this condominium." Suchat 
has lived in his house for over 15 years, 
but he cannot find the papers proving that 
he owns the land. A condominium deve- 
loper claims the land, and the dispute 
seems right out of the pages of Chor 
Karaket. [] 
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Shrinking the Chinese mind 


Beyond the Chinese Face: Insights from 
Psychology by Michael Harris Bond. Oxford 
University Press, Hongkong. HK$65 
(LIS$8.40). 


Are Chinese, deep down, psychotic 
wrecks, or the embodiment of psychologi- 
cal equanimity? Is it even possible to talk 
of "the psychology of the Chinese"? 
Michael Bond thinks it is, and believes he 
is able to divine the basic character of Chi- 
nese people. The thesis of this book was set 
out in a collection edited by Bond in 1986, 
The Psychology of the Chinese People, and this 
is the condensed (marketable) version. 

To claim a distinctiveness for Chinese 
psychology one must of course have some 
point, or points, of compari- 
son. Thus a book like this is 
of necessity an exercise in 
cross-cultural psychology. 
What is so thoroughly dis- 
arming (and disappointing) 
about the book is the nar- 
rowness of its points of 
reference, and the loose 
(though characteristic) ways 
they are used. “Chinese” are 
typically compared and con- 
trasted with "Westerners," 
for whom you can invari- 
ably read North Americans. 
Occasionally, however, we 
discover that the psycho- 
logy of the "West" is not so 
monolithic when Bond signals that the re- 
sults of French research, for example, di- 
verge from those in the US. Comparisons 
with other Asian cultures hardly feature. 
Consequently, the reader is left feeling pro- 
foundly sceptical about the claims made 
for the cross-cultural distinctiveness of Chi- 
nese psychology. And you do not need a 
degree in psychology to realise that Chi- 
nese dre different from middle-class 
Americans. 

Overall, one is left with a strong im- 
pression of two self-absorbed cultures — 
China and North America — staring into 
one another's eyes to the exclusion of all 
others, generating a gigantic narcissistic 
delusion — among psychologists if no one 
else. 

As for “the Chinese,” there is an under- 
lying assumption that one can slide 
unproblematically from data gathered in 
China (used uncritically), to data in Singa- 
pore, to data in Hongkong, to data about 
Chinese in the US and elsewhere. But can 
one? (Here we leave aside the questionable 
assumption of a uniform psychology 
among the billion or so people inside China 
itself.) Furthermore, the Chinese diaspora 
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is the source of most of the data and so it 
comes from a range of cultural settings. 

Bond is sufficiently aware of anthropo- 
logical discussions of cross-cultural psy- 
chology (which briefly flourished as the 
“cultural and personality" school) to real- 
ise that social structure plays a key role in 
an individual's psychological formation. If 
that is so then one cannot simply move 
around the world investigating a constant 
called "Chinese"; one must investigate 
each social structure. But if there is some- 
thing constant, one must say what it is — 
whether cultural or biological. Bond quite 
rightly observes "that there are genetic 
bases which set limits on how much a per- 
son can be shaped [by culture]." But can 
these bases be identified 
among Chinese, rather than 
among humans per se? 
Bond offers no substantial 
evidence to show that they 
can be. 

So Chinese psychology 
must be overwhelmingly 
a cultural phenomenon, 
leaving us with the problem 
of defining Chinese culture 
— or perhaps we should be 
looking at several cultures 
which call themselves Chi- 
nese and investigating the 
psychological problems 
they throw up. Unfortu- 
nately, lacking such studies, 
Bond falls back on cliches about Confucian- 
ism (what would academics and journal- 
ists of China do without this "concept?"), 
and flimsy extrapolations from “tradi- 
tional” Chinese culture to the present. 

The book has an informative chapter on 
the socialisation of children (leaving aside 
dubious comparisons), and much less sa- 
tisfactory discussions of the cultural dimen- 
sions of psychology. A long chapter is de- 
voted to Chinese “organisational life” (no 
doubt with an eye to the “economic mira- 
cle” market) which fails to prove that Chi- 
nese psychology has much to do with 
economic success. Incidentally, as a 
"peasantologist" I was intrigued to learn 
that the modern Chinese firm is plagued 
by the same sociological tensions and 
fissiparousness as the traditional peasant 
family farm and hence family companies, 
like substantial landholdings, “frequently 
disappear by the third generation.” 

Having come this far the reader dis- 
covers that in the one area where one pre- 
sumes psychology can have a distinct 
contribution to make, the study of psy- 
chopathology, Bond can only conclude that 
psychologists “are on shakier ground in the 
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area of Chinese psychology.” One could 
forgive Bond's pop-sociology if the psy- 
chologists had something to tell us about 
the psychological problems of ordinary 
Chinese people. But it appears that they 
have little to offer. 

Time and again, one is surprised by 
how little hard data academic analyses of 
the psychology of the Chinese people are 
built on. Consequently, this slim book 
gives few “insights from psychology,” and 
once again we are thrown back on our own 
pop-psychological resources and cliches 
about “the psychology of the Chinese.” 

m Grant Evans 





Visible hand 


and Underdevelopment 
by Lim Chong-Yah. Longman, Singapore. 
S$35 (US$21). 

With Margaret Thatcher and Ronald 
Reagan reversing the post-war Keynesian 
consensus in the West, and debt exposure 
in the South ensuring compliance with the 
structural adjustments recommended by 
the IMF-World Bank, the 1980s saw a dra- 
matic turnaround in development policy 
as well as thinking. 


At the intellectual and ideological level, 
development economics experienced its - 


own "counter-revolution" with the as- 
cendance of the free market conservatism 
associated with Peter Bauer and Anne 
Krueger, then a powerful vice president of 
the World Bank. 

While the new gospel provided impor- 
tant correctives to the unbridled enthusi- 
asm of earlier decades, it sought to recast 
recent economic history in its own tinted 


light. Put simply, all economic growth and - 


progress was attributed to free-market 
forces, while stagnation and underdeve- 
lopment was due to some form of govern- 
ment intervention. 

The counter-revolutionaries in deve- 
lopment economics — though some saw 
the distinct existence of development eco- 
nomics itself as part of the problem — were 
enthusiastically supported by Friedmanite 
monetarists, supply-side economists redis- 
covering Say's Law, conservative public- 
choice theorists, other new institutional 
economists and a variety of other born- 
again converts to the unseen but benevo- 
lent god, the Invisible Hand. 

Earlier recognition of market failure and 
a variety of other factors contributing to 
economic retardation were now summar- 
ily discussed as the superstitious mytho- 
logy of development economics obstruct- 
ing the way of the otherwise obviously su- 
perior free market solutions. 

Recently, however, the tide has begun 
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to turn again. While supply-side policies 


have transformed the US into the world’s 
largest debtor nation, and inflation has 
risen with unemployment in Britain to pre- 
Thatcher levels, Japanese industry and 
technology set the pace while East and 
Southeast Asian economic growth races 
ahead of world economic growth. 
Meanwhile, few serious observers, save 


— the Friedmanites, believe that the consider- 


able economic expansion of the East Asian 


~ economies has been achieved without con- 


siderable government intervention, even in 
the admittedly unusual case of colonial 
Hongkong, where labour, housing and 
other related policies have been so crucial 
to growth. 

With the departure of Krueger from the 


- World Bank, its latest annual World Deve- 


lopment Report now acknowledges the cru- 
cial developmentalist role many govern- 
ments have played. In the 1990s then, we 
can expect the terms and conditions of the 


. development debate to turn from whether 


states should intervene to how they should 
do so. 

The publication of Prof. Lim Chong- 
Yah's new book in this context is both 
timely and anachronistic. Lim is Singa- 
pore's leading academic economist and has 
chaired the nominally tripartite National 
Wages Council since its establishment two 
decades ago. From the book's title, one 
would expect a general treatise on deve- 


‘lopment theory, perhaps drawing lessons 


a 
Hh 
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from Singapore's impressive achievements 


= — as problematic as generalising from the 


unusual experience of a city-state is likely 
to be. 

Unusually, Lim devotes more attention 
to Marx and Schumpeter than to com- 
monly acknowledged economic develop- 
ment theories. But his treatment of Marx 
actually sheds little light on contemporary 
Marxist development theory. 

Lim reduces all other economic deve- 
lopment theories to a few adapted growth 
models, geo-economic (dependency and 
growth centre versions) and circular theo- 
ries. His own contribution is the "EGOIN 
theory," according to which income levels 
can be raised by improving: entrepreneur- 
ship (E), government (G) and ordinary (O) 
labour. This also involves making infra- 
structural (I) improvements as well as in- 
creasing natural (N) resource utilisation, 
while happily ignoring ecological con- 
straints and considerations. 

How EGOIN amounts to a theory of 


— development is unclear. The main value of 
. his argument is to underline the admittedly 


less measurable human dimensions of EGO, 
rather than emphasizing investment, but 
even this is not new. 

Lim then draws upon considerable — if 
selective — historical evidence from the 
Japanese, Taiwanese and Singaporean ex- 


- periences to demonstrate his theory, effec- 


tively emphasising the critical role of the 


state in furthering growth and indus- 
trialisation. Unfortunately, this is done by 
assertion rather than by locking horns with 
those — and there are enough in the 
economics profession — who claim other- 
wise. 

Lim's interest in the classics and the 
wealth of his experience throw up numer- 
ous useful insights, which more technical 
but less experienced economists seem to 
lack. His views also coincide with a reverse 
swing in contemporary development eco- 
nomic thinking towards more careful con- 
sideration of the changing nature and role 
of government intervention in late indus- 
trialisation. m Jomo K. S. 





Selling off 


Investment in the Lao People's | Democratic 
Republic by Laurence Brahm and Neill T. 
Macpherson. Longman, Hongkong. US$165. 


Like its East Asian socialist allies in 
Vietnam and Mongolia, the small landlock- 
ed state of Laos reluctantly abandoned 
its centrally planned, supply-led economy 
in the late 1980s. With one eye on Gorba- 
chov's perestroika and the 
other eye on Deng's open 
door, Vientiane enacted a 
plethora of legislative de- 
crees that freed up the Lao 
domestic economy and in- 
vited the input of Western 
capital, skills and techno- 
logy. Now, with the Soviet 
economy in turmoil and 
China constrained by its 
own sheer size, it appears 
that Laos — like Vietnam 
— has become a path- 
breaker in economic re- 
form and foreign invest- 
ment among the remain- 
ing avowedly socialist 
states. 

Investment in the Lao 
PDR is a guide to prospec- 
tive foreign investors writ- 
ten by two experts on business law in In- 
dochina. The book charts the rapid legisla- 
tive changes in Laos since April 1988 when 
the foreign-investment law was promul- 
gated, and analyses the 1990-9] privatisa- 
tion campaign which was intended to 
boost Western capital inflows. Indeed, the 
array of state-owned businesses that have 
recently been "open to outside offers" is 
impressive, everything from the state air- 
line to a brewery. “It seems that the gov- 
ernment is willing to unload everything 
that doesn't work; and in the Lao PDR that 
means practically everything," commented 
one foreign diplomat. 

Laos' long-term potential is significant, 
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particularly in the tourist sector, forestry 
products, hydro-power generation, and the 
extraction of such minerals as copper, man- 
ganese, oil, tin, gold and gypsum. But the 
more immediate hurdles of investing in 
Laos are great: a small population (and 
therefore small market and workforce); 
very low per capita income; poor infra- 
structure; bureaucratic red tape and sloth; 
a high degree of political risk; some anti- 
government guerilla activity; an uncon- 
vertible currency and so on. 

Inevitably, comparisons with neigh- 
bouring Vietnam are drawn, since the 
broad structure of the foreign-investment 
process — and the motives behind it — are 
almost identical in the two countries. Just 
as Hanoi has its State Committee for Coop- 
eration and Investment, Vientiane has the 
Foreign Investment Management Commit- 
tee. Both of these remarkably powerful or- 
gans act as a "single, one-stop foreign-in- 
vestment service, and the sole organisation 
in the country responsible for accepting 
and handling the approval of applications 
for foreign investment." 

However, in this book Laos comes 
off a little too favourably in comparison 
with Vietnam, and unjust criticisms are 
indirectly levied at Hanoi. For instance, to 
suggest that Vientiane has displayed a 
greater degree of pragma- 
tism in its dealings with 
foreign firms than the 
more ideologically dog- 
matic Hanoi is wholly 
unsupportable. Indeed, 
Western business people 
based in Vietnam have 
commended their local 
counterparts for their flex- 
ibility, in spite of their 
tough-minded approach to 
negotiations. In this regard, 
a comparison between Laos 
and China might be more 
appropriate. 

Much of Lao business — 
and politics for that matter 
— continues to operate in a 
closed network of cóntacts, 
with a socialist government 
sitting atop an almost twi- 
light world of friends and families. 

Since this book was written, a constitu- 
tion has been approved, giving à more 
solid grounding to earlier legislation on 
private property, technology transfer and 
governmental guarantees against enforced 
nationalisation, etc. And work has begun 
on the first bridge across the Mekong 
River, generously financed by Australia. 
Both factors augur well for Lao develop- 
ment over the next decade. However, at 
present — with the notable exception of 
Thai business activity in and around 
Vientiane — the title of this book reflects 
Lao aspirations rather than a quantifiable 
reality. m Nick Freeman 
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Paul primes the pump 


Prime ministers economic package sets the stage for electioneering 


By Michael Malik in Canberra 


ew Australian Prime Minister Paul Keating found him- 

self not only lagging in the opinion polls behind oppo- 

sition leader John Hewson, but badly surprised when 

Hewson's promised sales tax package, which will shift 
some tax burden from direct taxation to a tax on goods and ser- 
vices — expected to be a huge electoral millstone — seemed to be 
easily accepted by most voters. 

Keating's response was to produce a counter-proposal to “kick- 
start” the economy and pro- 
duce 800,000 new jobs in the 
next four years. He proposed to 
put A$2.3 billion (US$1.74 bil- 
lion) into capital works — 
roads, railways and the na- 
tional electricity grid — with- 
out increasing taxes. He fore- 
cast that it would produce a 
4.75% expansion in economic 
activity in 1992 and 1993. 

In a complex document la- 
belled One Nation he even 
promises tax cuts — the catch 
being that these would not 
even start until well after the 
election he must call by next 
March at the latest, and some 
not even until the following 
election three years further on. 

That Keating, an almost fa- 
natical advocate of free trade 
policies, should resort to prim- 
ing the economic pump in an 
effort to draw Australia from 
the fiscal mire is more than 
electioneering. 

Both business and consumer 
confidence has plummeted in 
the past 15-month recession b Beet 
and Keating now cannot afford 
to let the whiff of economic re- 
covery smelt in late 1991 drift off on the back of internecine politi- 
cal posturing. 

Almost exclusively under Keating's helmsmanship, the coun- 
try’s foreign debt has ballooned more than 10-fold in a decade to 
A$145 billion because of a frenzy of uncontrolled borrowing in 
the 1980s — of which the private sector accounts for two thirds. 
Rampant property speculation and over- 
gearing of assets were held up as vindica- 
tion of the success of an open marketplace. 

Australia probably reached its nadir in 
1991. Net external debt reached Third 





Business welcomes Keating's recovery initiatives. 
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A$7 a kg. However, they have since staged a frail recover 
While the farming sector itself contributes only about of 
GDP, the size of the fall in wool and wheat sales had ; propor 
tionate effect on the country’s economic performance, being based 
on international demand rather than internal dickering. ! ixed in- 
vestment in business and housing, for example, fell about 11% in 
1991, but this reflects more upon the excesses of the 198 nd is 

seen as a necessary component of any economic rebirth 

But the fledgling optimism 
$ received a setback with the an- 
nouncement of an increase in 
the current account deficit to 
AS861 billion in January of this 
year coupled with a 2% in- 
crease in imports and a 1% rise 


in exports compared with De- 


cember 1991. This has raised 
the spectre that the release of 
A$2.3 billion to stimulate eco- 
nomic growth will put further 
pressure on interest rates at à 
time when the government is 
under political pressure to 
lower rates in the face of unem- 
ployment levels which con- 
tinue to hover around 109 
Keating's Labor Party gov- 
ernment also stronglv hinted it 
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plan to cut immigration num- 


would soon 


bers something the trade 
unions are believed have 
been urging it to do in view of 
unemployment 

Two years ago the immigra- 
tion quota was 140,000. This 
was cut for 1991-92 to 111,000. 
Hewson has promised, if 


elected, to cut immigration to 
as little as 50,000 in the short 

term until there is an economic recovery 
Labor has already announced tighter controls on business mi- 


grants — who mostly come from Asia — to make sure they really 
are investing in Australia and not coming in, getting 


residence 


rights and then taking their money out again to continue business 
elsewhere instead of creating jobs in Australia. In the past there 
has been virtually no follow-up on these 
migrants. There will also be a reduction on 


the number of foreign doctors admitted 
Keating's package which 


ingly did not mention foreign debt 


3Uurpris- 


which 


World levels at 35% of GDP and accounted Industrial policy eeenet enne hene nennen nn 36 has been one of his major concerns for 
for three quarters of net external liabilities. Industry 1 ............... CSI edm 40 some time — was well received by busi- 
Wool prices, a common indicator of the Industry 2 diclis T AV cm I 4 AN, 41 ness, an indication of the desperation fell 
state of the nation, crashed 40% in the first Property .......... Uo LASS APIS 42 in commercial circles. The business com- 
quarter of 1991 following the removal of a TOUPISBA coire IOE RA A rena 021: 44 munity, until now, has attacked increased 
government guaranteed reserve price of public and capital expenditure by the gov- 
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ernment, believing that the private 
sector is a better driving force for 
economic development and stimu- 
lus. 

But the crux of the proposal's 
popular success — and of Keating 
getting a chance to win the next 
election, which would give Labor a 
record five in a row — will be 
whether the "give-away" package 
can start to improve the economy 
in the year before voting is due. 

In an interview with the REVIEW, 
Keating denied he had given up 
his "dry" economic ideology, nor 
was he trying to buy popularity 
by "throwing money" at the prob- 
lem. 

“A$2.3 billion is only one half a 
percentage point of GDP and it is 
largely going into things such as the infrastructure which gets no 
private investment but which is important to Australia's efficiency 
and competitiveness," he said. 

In the 1980s, when he was treasurer and things were booming, 
the government withdrew the fiscal stimulus of a deficit 
budget to produce for the first time a series of large surpluses. 
With a GDP of about A$400 billion, the government produced a 
surplus of A$18 billion. It has now decided to make some public 
investment. 

"| am neither ‘wet’ nor ‘dry.’ It just seemed the sensible thing 
to do. It is a matter of being sensible, not ideological, Keating 
said. n 


a i 
Keatings formula 


for the economy 


These are some of Keating's proposals to “kick-start” the 
economy and produce 800,000 new jobs over the next four 
years: 

> Some A$602.5 million will be spent on a new and 
safer road network. Australia’s main highways are 
substandard, in some places not even double-track, and 
major accidents, usually involving commercial vehicles, are 
commonplace. 

> About A$495.5 million will be spent on a standard gauge 
railway, linking Brisbane, Sydney, Melbourne, Adelaide and 
Perth. Australia has been cursed for years by the fact that 
different states have different rail gauges, making through 

. traffic impossible. 

= > A one-off family allowance payment, costing a total of 

-. A$317 million, to add a fillip to consumer spending. 

— > Acutin sales tax from 20% to 15% on new cars to stimu- 
" late the Australian motor industry. This will cost A$185 
. million in 1992-93. 

> An agreement with the Australian Confederation of 
Trade Unions, committing the unions to restricting wage 
demands to keep inflation in line with the country's major 
trading partners. 

> A reduction to 30% in marginal tax rates affecting the 
majority of workers. These cuts will not come into force 
until 1994-95 and 1995-96 and will cost A$8.6 million in 
those two years. m 





Hewson: alternative. 


FAR EASTERN ECONOMIC REVIEW 


IMMIGRATION 


Pros and cons 
of new settlers 


By Jacqueline Rees in Canberra 


Ithough the source of migrants to Australia has changed 
A dramatically in recent years from Europe to Asia, the focus 

of debate on immigration policy has shifted from questions 
of race to those of the impact on the economy and environment of 
large numbers of new settlers. 

Immigration continues to run at around 110,000 to 120,000 a 
year, a high figure for a nation with a population of 17 million. 
Against the background of a recession and the highest unem- 
ployment in 60 years, a growing chorus of political and union 
leaders and environmentalists are calling for cuts to the pro- 
gramme. 

Those arguing for a reduction in immigration are suggesting 
ceilings of 50,000 to 60,000, though the 1992-93 policy Immigration 
Minister Gerry Hand is likely to take before the cabinet in April is 
unlikely to go quite that low. Australia also has a vocal “immi- 
gration industry” which argues immigrants bring in money, cre- 
ate jobs and that the country can easily absorb and benefit from at 
least 160,000 new settlers a year. Prevailing sentiment in present 
harsh economic times, however, is not overly sympathetic to this 
view. 

Opposition Liberal Party leader John Hewson recently indi- 
cated that he would like the figure cut to 90,000 at most, saying 
the nation could not absorb more in a recession. In New South 
Wales — Australia’s most densely populated state — opposition 
Labor Party leader Bob Carr has called for reduced immigration 
to both protect jobs and lower the pressure on Sydney, a city 
already congested and overcrowded by Australian standards. 

Perhaps the most salient feature of Australia’s immigration 
patterns over the past decade has been the dramatic switch from 
Europe as the source of new migrants. In the September quarter 
of 1991-92, Hongkong replaced Britain as the country’s main 
source of immigrants. During that period, 14.4% of immigrants 
came from Hongkong and 13.1% from Britain. 

A recent Bureau of Immigration report revealed that between 
1982-83 and 1990-91 the percentage of people coming from 
Northeast Asia to settle permanently in Australia rose from 4% to 
19% and from southern Asia from 3% to 8%. On the other hand, 
immigrants from Europe and the former Soviet Union dropped 
from 51% to 27%. 

There has also been a significant trend in the types of migrants 
coming from Asia and Europe. Over the past 12 months, most 
migrants coming to Australia from Southeast and Northeast Asia 
have been professionals while those from Europe have tended to 
be artisans. 

Artisans comprised 16% of immigrants from Europe in 1990- 
91; professionals comprised 10% and clerical workers 6%. For 
Southeast Asian immigrants, the proportions were 9% for pro- 
fessionals, 6% for artisans and 5% for labourers, while 22% of 
Northeast Asian immigrants had professional qualifications, 13% 
were managers and administrators and 6% had clerical back- 
grounds. 

The controversial family reunion programme also had dis- 
tinctive trends. Most immigrants from Europe and Northeast Asia 
entered under the skills section of the immigration programme, 
which encourages people with experience lacking in the Austra- 
lian workforce rather than through the family reunion scheme. 
On the other hand, two thirds of immigrants from Southeast Asia 
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came to Australia under the family reunion 
programme. 

The bulk of places in Australia’s immi- 
gration policy has been allotted to family 
reunion in recent years. The 1991-92 policy 
allocated 56,000 places for family migrants, 
leaving 42,500 places for skilled migrants 
and 12,500 for special refugee and humani- 
tarian entry. 

However, unemployment has been high 
among migrants allowed in under the fam- 
ily reunion scheme and, according to some 
critics, it is these migrants who have placed 
a great strain on Australia’s already over- 
burdened welfare and social security ser- 
vices. 

Phillip Ruddock, the opposition spokes- 
man on immigration, indicated in January 
that 32% of migrants to Australia could not 
find jobs and ended up on welfare — a 
situation the opposition intended to tackle 
if it comes to power in next year’s federal 
elections. Ruddock also foreshadowed a 
number of adjustments to what has been 
until now a bipartisan policy in Australia’s 
experience of large-scale immigration. 

Apart from cutting overall numbers, 
Ruddock promised a Liberal-National 
Party coalition would bring in English-lan- 
guage testing for distant relatives applying 


to enter Australia under the family reunion programme in the 
hope of ensuring better employment opportunities. He also indi- 
cated that a coalition government would limit access to social 
welfare benefits for new settlers during their first two years. 
Hand is about to complete a series of national consultations as 
he prepares his recommendations on the 1992-93 policy, though 


TIES WITH ASIA 


A partner and 
neighbour 


Prime Minister Paul Keating made it 
quite clear to the REVIEW that he firmly 
believed Australia was now part of the 
Asia-Pacific region. 

*’The shift in our trade over the past 
decade has been so marked that 72% of 
our exports and I think about 67% of 
our im are with the Apec [Asia 
Pacific Economic Cooperation] area. 
That marks out our place in the world." 

"Although we have investments in 
the US and Europe, more and more in- 
vestment is going into the Asia-Pacific 
area — in fact there is some domestic 
concern that too much investment is go- 
ing into Asia at the expense of invest- 
ment in Australia itself." 

. "We have also taken responsibilities 
in Asia, such as over the Cambodian 
problem, and we initiated the Apec pro- 
posal. I think the shift in our trade is 
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also changing alliances and allegiances. 
Our position in this part of the world is 
now pretty obvious." 

Keating said that he did not oppose 
joint ventures with Australian capital in 
low-wage Asian countries, and in fact 
there was A$63 million (US$47.7 million) 
already invested in such ventures. But 
he denied that Australia had a problem 
with high wages inhibiting its own ex- 
ports. "We are now a low labour cost 
country in OECD terms." The problem, he 


Dollars from Asia | 
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radical changes are not expected. The 
policy will probably reflect similar commu- 
nity concerns with Australia's general un- 
employment rate and the high unemploy- 
ment among family reunion immigrants. 

While both Hand and Prime Minister 
Paul Keating have spoken of reducing the 
numbers of migrants because of the na- 
tion's economic problems, the release of 
planning figures last year intended as a 
guide to government thinking on immigra- 
tion suggest the intake may not be cut as 
much many critics would like. Indicative 
planning levels set for 1992-93 were 118,000 
places and for 1993-94 were 128,000 

The one area where there is general 
support for taking a tougher line is on refu- 
gees who enter Australia illegally. The re- 
cent arrival of boat people, notably those 
from Cambodia and China who have been 
judged as "economic migrants" rather than 
refugees, has hardened local attitudes. Fol- 
lowing the discovery of 56 people who 
landed on Australia's remote northwest 
coast in January and whose rescue entailed 
a costly operation, Hand announced that 
people who came to Australia to claim 
refugee status but were unable to prove it 
would be quickly sent home. The 56, all 
from southern China, were refused refugee 


status and, despite their hardiness in surviving the harsh condi- 
tions they encountered, were not looked kindly on by many Aus- 
tralians who felt they had "queue-jumped." 

Despite the occasional sensational tabloid press report, the 
question of race has not been a focus of recent Australian immi- 
gration policies, irregardless of the dramatic change in the source 


said, was low productivity and the way 
in which many industries were run. 

He also denied that the country was 
failing to y ox rt manufactured goods, 
saying tha year was the first time 
that the export of manufactured goods 
exceeded that of rural products. 

(He did not go on to say that this was 
partly because of the fall in rural exports, 
particularly wool, during most of the — 
year. The figures show wool exports to 
Japan, for example, for the September 
quarter of 1991, down by A$28.4 million — 
over the same period in 1990.) 

One indication of how Australia is 
taking its role as part of Asia seriously is 
the extent of Asian- ge 
spreading through schools, though 
Keating admits that due to the state sys- 
tem — which gives them independence 
over education — he has not yet consid- 
ered a national curriculum which would 
recommend such teaching. So far only 
Queensland, under Labor premier 
Wayne Goss, has formulated a policy 
that all schools must offer an Asian lan- 
guage as an o "dal it is being wel- 
comed by 
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of migrants. Only a decade ago, the Asian component in Austra- 
lia’s immigration intake was about 10,000 people a year; this year 
it will be 60,000. Some 40 years ago, when the big migration 
schemes from Europe were bringing in up to 180,000 people a 
year, Australia was a 90% Anglo-Celtic nation; now it is 70%. 
Some demographers predict that by the middle of the next cen- 
tury, the Anglo-Celtic proportion will be 50%, with the other half 
of the populace being of Asian and Middle Eastern background. 

To date, Australia has been able to absorb a myriad of different 
cultures, with more than 5 million people having migrated to the 
country since World War II. Even now, two in every nine Austral- 
ians were born overseas. While there is growing concern about 
“multi-culturalism,” there is little concern about the fact that peo- 
ple come from differening ethnic backgrounds. 

Even the present recession has seen the community concerned 
more about total numbers and not where people come from. In 
fact, if either the present administration — or a new government 
next year — were to substantially cut immigration numbers, the 
proportion of non-Europeans in the immigration programme 
would remain the largest, so cutting numbers is not seen to have 
a racial basis. 

The most recent force in Australia's immigration debate, the 
environmentalists, have attacked high immigration intakes be- 
cause of the sheer impact of numbers on the nation's environ- 
ment. The Australian Conservation Foundation, a powerful 
“green” lobby group, called this year for an annual immigration 
intake of no more than 60,000. 

In addition, the vocal Canberra-based Australians For An Eco- 
logically Sustainable Population group, told the government that 
“it is time economists took into account the social and health costs 
of a rapidly growing population. Economists advising the federal 
government argue that ‘economies of scale’ will mean a bigger 
population reduces costs, but they wilfully ignore diseconomies 
created by increased pollution and congestion." 

Carr, Australia's "greenest" political leader, has been spread- 
ing the same message to his federal Labor Party counterparts. 
Green concerns are a new aspect in Australia's immigration policy, 
and they are likely to be powerful one. * 


Australian students learning Chinese: numbers rather than race. 
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INDUSTRIAL POLICY 


Mixed signals 
from on high 


By Bob Johnstone 


n 1957, world trade in manufactures exceeded trade in com- 

modities for the first time. Australia's reaction to the shift 

was to regard it as a temporary aberration. Today, the country 
has finally woken up to the fact that commodities are no longer 
king. 

Growth in Australia's traditionally strong exports — mining 
and agricultural products — is inching up a few percent a year. 
Meanwhile, exports of Australian manufactures during the 1980s 
shot up by a compound annual growth rate of 14.7%. In 1991 they 
exceeded rural exports for the first time. The big challenge Aus- 
tralia faces is how to restructure its economy to reflect the new 
reality. In particular, how to make its fragile and fragmented 
manufacturing industry internationally competitive. 

The Labor Government, in power since 1983, has already taken 
some of the obvious measures. It has dismantled the tariff wall 
erected in the 1950s and 1960s to protect Australian industry from 
the rigours of foreign competition. But beyond that, the govern- 
ment has been unable to agree on the extent to which it should 
support industrial development. 

sen. John Button's Department of Industry, Technology and 
Commerce (DITAC) has attempted to implement interventionist 
policies. But Button's efforts on industry's behalf have been 
strenuously opposed by the Department of Treasury and Finance. 
Under Prime Minister Paul Keating — and while he was treasurer 
— the treasury has pursued a hardline market-forces philosophy. 

Debate between the two departments over the desirability of a 
level playing field still rages in Can- 
berra. In the debate, the treasury's so- 
called economic rationalists — the flat 
earth society, as their opponents scath- 
ingly refer to them — have generally 
won the upper hand over DITAC's in- 
terventionists. This failure to agree on a 
common approach has left the govern- 
ment unable to pursue consistent poli- 
cies. 

Take DITAC's most important indus- 
trial promotion incentive, a 15056 re- 
search and development tax conces- 
sion. This is important because by in- 
ternational standards Australian in- 
dustry spends relatively little on R&D. 
Introduced in 1985, the concession has 
boosted R&D spending by around 14% 
a year. But the concession's effective- 
ness has been undermined by the re- 
luctance of the tax authorities to grant 
it. Worse, in an instance of the short- 
termism which bedevils Australian 
policymaking, it is scheduled for re- 
duction to 125% in 1993. 

Another example of inconsistency 
has been the use of government pro- 
curement as a stimulus to industry. In 
several rapidly growing sectors such as 
pharmaceuticals, computers and tele- 
communications, Australia has little or 
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no indigenous industry. Since the government is the most signifi- 
cant purchaser in each of these sectors, it makes sense to use 
procurement as a lever to force multinational corporations to in- 
vest some of their profits in local facilities. 

In pharmaceuticals, the government has persuaded several 
leading multinationals, including Merck and Glaxo, to form tie- 
ups with local firms. In information technology, a similar scheme 
has inspired, for example, Fujitsu to pour A$20 million (US$15.15 
million) in cash and leading-edge equipment into the Centre for 
Information Science at the Australian National University in 
Canberra. And in telecommunications, procurement policy has 
caused Alcatel to set up a local subsidiary, Tasman Cable, com- 
plete with a state-of-the-art factory to produce optical-fibre cables 
for submarine links. 

So far so good. But when it comes to using procurement policy 
as a means of nurturing fledgling Australian firms — which, after 
all, are the job providers of the future — the picture is very dif- 
ferent. Since its inception in 1988, a scheme called the National 
Procurement Development Programme (NPDP) has provided some 
90 grants to develop innovative products for government use. It is 
to be wound up this June. The reason, according to a government 
news release, is that the scheme’s “main effect has been to transfer 
A$25 million] from tax- 
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firms.” Another victory, 
in other words, for 
short-termism and the 
flat earth society. 

The disappearance 
of such a small scheme 
will make little differ- 
ence one way or the 
other. What undoubt- 
edly could make a difference to struggling young Australian com- 
panies would be more support from government buyers. It is bad 
enough that government procurement procedures should be of 
mind-boggling complexity. What is much worse is that, in case 
after case, government officials — at both the federal and state 





levels — have attempted to shut local firms out of the bidding for | 


juicy government contracts in favour of large foreign rivals. 


Notorious examples of Australian firms disadvantaged in this | 


way include: Interscan (air-traffic control system for the Civil 
Aviation Authority); Memtec (waste water filtration for the Syd- 
ney Water Board); and Amskan (automatic toll system for the 
Sydney Harbour Bridge Authority). Failure to secure a contract 
from your own government means more than a monetary loss. It 
also undermines export efforts. How can you expect to sell an 
innovative product to overseas customers without having first 
estabfished a track record through domestic sales? 

A charitable explanation for overly even-handed government 
procurement practices is the need to be sensitive to Gatt require- 
ments. But critics like Jean Austin, managing director of success- 
ful Melbourne-based engineering software firm Moldflow, are not 
inclined to be charitable. 

At a recent NPDP meeting (which in order to attend she had 
been obliged to pay all her own travelling and accommodation 
expenses), Austin was outraged to be told by government officials 
that they had little control over their own procurement people. 
Government buyers look forward to going on all-expenses-paid 


overseas junkets laid on by well-heeled foreign suppliers, and 


there is nothing to stop them from going. 

“A significant problem," according to Wealth Creation in Aus- 
tralia, a recently published report by the high-powered Strategic 
Imperatives Committee, "is a feeling within Australian bureau- 
cracies that Australian technology is poor, whereas foreign tech- 
nology, particularly American, European or Japanese, is good." 
The government purchasing system, concludes the report, "re- 
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quires urgent reform, since it is the single most important way to 
nurture fledgling industries.” 

Another important growth factor is venture capital. Here, too, 
governmental efforts to prime the pump have had mixed results, 
In 1984, in an attempt to rectify Australia’s almost total lack of 
venture capital, the federal government set up the Management 
and Investment Companies (MIC) scheme. Twelve groups were 
licensed to provide seed funding for early stage, Australian tech- 
nology-based, export-oriented start-ups. Only two of the groups 
remain in business today, and neither of them has much in the 
way of funds left to invest. 

The MIC scheme was phased out in 1991. A second scheme, the 
Victoria Economic Development Corp., spent A$200 million of the 
state government's money funding high-risk ventures. Its choices 
having proved unwise, the corporation is now in liquidation. So 
what went wrong? 

One problem, almost inevitable under the circumstances, was 
lack of experience. The two survivors from the MIC scheme, 
Hambro Grantham and Advent Management Group, reckon the 
reason they are still in business is that they were able to muster 
more of the specialised investment skills that successful venture 


PROT 
Thinking Australian 


Property? 


As Australia's sixth largest trading 
bank, State Bank of New South 
Wales Limited can arrange finance 
for residents of Hong Kong and 
expatriates to purchase domestic, 
commercial or industrial real estate, 
primarily in New South Wales, 
Queensland and Victoria. 


Loan packages to suit individual 
needs may be arranged in either 
Hong Kong or Australian dollars or 
other major currencies. Personal 
banking services are also available. 


So when your'e thinking Australian 
property, contact Danny Castro or 
Hazel Chan at our Hong Kong office: 


Suite 2904, Three Exchange Square, 
8 Connaught Place, 
Central Hong Kong 
Telephone: 521 1479. Fax: 845 3796 


— Bam Se mS 

S e B "2| nN k oo "ww TIT. 
> Ve T a 

tat oo S S 





State Bank of New South Wales Limited (A.C.N. 003 963 228) 


FOCUS 


capitalists need. But even they made mistakes: “None of us knew 
what we were doing,” recalls Advent managing director Nick 
Callinan, “we were making it up as we went along.” 

A second problem was that investors’ time horizons were 
much too short. They expected returns after just three years, 
whereas most new ventures take on average of five to seven years 
to start earning money, and eight to 12 years to turn a profit. 

Still another problem was the scheme’s domestic-only orienta- 
tion. Successful venture capitalists protect themselves by spread- 
ing their risk numerically (over a portfolio of firms) and geo- 
graphically (over several regions). Prevented by their charters from 
investing in other than Australian start-ups, local venture-capital 
firms were denied such protection. Ultimately, faced with growing 
criticism of the MIC scheme, the government got cold feet and 
pulled the plug. 

When the stockmarket crashed in 1987, interest in hi-tech stocks 
effectively evaporated. "[The crash] reinforced a fatalism that the 
only real wealth is tangible,” says former science minister Barry 
Jones. With sources of venture capital all but dried up, many 
Australian entrepreneurs are forced to depend for cash upon the 
whims of rich individual investors. 

As a potential alternative source of funds, start-ups look long- 
ingly at Australia’s cash-rich superannuation funds. Entrepreneurs 





Mining industry exports have been eclipsed by manufactures. 


like Ross Lyndon-James, managing director of Intaq International, 
a Sydney-based electronics start-up, resent the way the “supers” 

invest their money. “Super funds pay for the construction of big 
buildings,” he says, “but that does not create any industry. They 
have got the resources, but they do not know how to channel 
them wisely.” 

Jones agrees: “[Fund managers] are so preoccupied with short- 
term advantage . . they do not say, what about the state of the 
economy in 10 or 15 years.” 

A recent government-sponsored report recommended that su- 
pers with more than 10% of their assets overseas should be re- 
quired to invest 1% in Australian venture-capital projects. Ad- 
vent's Callinan does not believe compulsion is the answer, be- 
cause that would take responsibility away from the investor. But 
he does advocate that the government should do something to 
lower the psychological barriers against venture capital bv, for 
example, recommending it as a prudent investment. 

In fact, supers may not need much prompting to start channel- 
ling funds into venture capital. Callinan points out that big Aus- 
tralian financial institutions have over-bought the blue chips at 
the top of the stockmarket. He says he detects the first glimmers 
of interest in "green chips" — growing companies like Memtech 
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that could become the blue chips of the future. 

Such companies are typically based on tec hnology that origi- 
nates from Australian universities or the country's national re- 
search institution, the Commonwealth Scientific and Industrial 
Research Organisation (CSIRO). In purely academic terms, both 
universities and CSIRO boast excellent records. But neither has been 
particularly successful in tailoring their research to industry's 
needs. 

Australia spends A$2.6 billion (0.75% of GDP) a year on public 
sector research, which is quite respectable by OECD standards. The 
government would like to see a more tangible return on this in- 
vestment. Science and Technology Minister Ross Free sees his top 
priority as “commercialisation, way up there in lights." 

The centrepiece of Bob Hawke's 1990 election campaign was a 
new programme called Centres for Cooperative Research. The 
centres, Free explains, are intended to build "meaningful working 
linkages between the industrial and educational sectors." Thirty- 
five centres have already been established, with 15 more to come. 
Annual funding for the programme eventually will reach A$100 
million. 

But even if the centres perform as advertised, Australia still 
needs to do much more to bring its research output into line with 
market needs. Last November, a DITAC-sponsored task force on the 
commercialisation of research issued the 
Block report (named after task force chair- 
man Ray Block of SBC Domingues Barry) 
which made 11 major recommendations. 
They included maintaining the R&D conces- 
sion at 150%, extending the National Pro- 
curement & Development Programme, and 
measures to assist Australian companies win 
government contracts. 

But in his February economic statement, 
Keating picked up only one Block report rec- 
ommendation. And even that one — the es- 
tablishment of an Australian Technology 
Group to assist the linkage between ideas and 
business — was controversial. Most universi- 
ties have already set up companies to perform 
this function; having done so, they are reluc- 
tant to disband them. Much more welcome 
from a business point of view was Keating's 
proposal to allow accelerated depreciation 
deductions for plant and equipment. 

But there was no sign in the prime minis- 
ter's statement of what businessmen want 
most: a reduction in what they consider to be 
an unfair tax burden. In particular, the hated payroll tax, which 
can add up to 40% to the cost of hiring someone; and, absurd 
practices such as leave loading, whereby Australians on holiday 
earn 17.5% more than when they are working. 

“It has not been understood that wealth comes from wealthy 

companies," says Colin Adam, director of CsIRO's Institute of In- 

dustrial Technologies. "Companies would be 20% more profitable 
if they did not have to pay payroll tax." Without higher profits, 
Adam says, it is very hard for a business to grow. 

Industry’s complaints have not fallen on deaf ears. Shadow 
minister of science and technology Peter McGuaran says that, 
rather than specific initiatives, the coalition’s priority if returned 
to power at the next election will be “to get the general investment; 
climate right.” He promises that, if elected, the coalition plans to 
cut taxes by A$20 billion. 

Tax cuts alone will not do the trick. What Australian industry= 
needs is more — and consistent — leadership from its politicians 
and more support from its bureaucrats. They are unlikely to get it. 
lan McVeigh, Button’s opposite number, shows every sign of be- 
ing a fully paid-up member of the flat earth society. Economic 
rationalism may well continue as the prevailing ideology in Can- 
berra for a while yet. Li 
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hen most pcople think of Queensland, they And its aquaculture industry, which supplies Asian 
think of white sandy beaches, remote tropical markets with a range of commercially grown seafood, 
islands, lush rain forests and is rapidly expanding. 


sparkling clear waters. NN | 
i = To help facilitate trade, and promote business 


investment, between Hong Kong, China and 
Queensland, the State has established a Queensland 
Government Office in Hong Kong. 


Of course Queensland is all these 
things ... but it’s also much, 
much more. 





As Australia’s fastest growing state, Potential partners for investment and joint venture 


Queensland boasts a huge array of profitable v activities, and companies with new products and 
investment opportunities - in industries ranging from services for introduction to Queensland’s domestic 
agriculture to minerals and energy to manufacturing. market, are assisted by the Queensland Government 


Office in Hong Kong, which 
supplies up-to-date industn 
information, market 
responsive research and 
business contacts. 


Positioned on the edge of the burgeoning Asia Pacific 
region, and supported by pro-business government 
policies, a skilled workforce, state-of-the-art 
technological research and development, easily 
accessible and comprehensive transport facilities and 
modern communications systems, Queensland is a 
natural base for profitable business investment. 


Qucensland invites you to 
share in an investment 
climate - and quality of lite 
that are the envy ol the rest 
of the world. 


[ncreasing demands for cost-efficient construction 
svstems and materials has kept Queensland's building 
products manufacturers on the leading edge of 
building technology. 
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Getting runs 
on the board 


By Bob Johnstone 


n cricketing terms, Australian industry is a side with one or 

two world-class players, several handy middle-order batsmen 

and a very long tail. Minerals, oil and steel giant BHP and the 
newly merged orc-Telecom Australia are the side’s two stars; 
conglomerates like CRA, Pacific Dunlop and csr make up the 
middle order; and the tail consists of a host of small and medium- 
sized companies. 

Industry spends just 0.45% of GDP on research and develop- 
ment, ranking Australia 16th out of 19 OECD countries. Although 
Australian industry increased its spending during the 1980s, so 
did its counterparts everywhere else, with the result that in the 
early 1990s its ranking is unchanged. "Private-sector funding of 
research in Australia is appalling by 
world standards," says opposition 
science and technology spokesman 
Peter McGuaran. 

Clearly, if Australia is to avoid 
becoming — as some critics predict 4 5 
— à Third World country where you 
can drink the water, then industry 
must lift its game. It needs to get 
more runs on the board in the form 
of exports of technology-based 
manufactures and services. 
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the figures do not look so bad if you 
add in exploration expenditure as 
R&D. 

Another structural reason is that 
around two thirds of Australian 
manufacturing industry — including 
much of the technology-intensive 
sector — is foreign owned, hence 
R&D tends to be performed elsewhere. 
A dramatic example of what can 
happen to research spending when a 
company reverts to Australian own- 
ership is Comalco, the country's 
leading maker of aluminium pro- 
ducts. Kaiser, a US firm, sold the com- 
pany to CRA in 1982. Since then, 
spending on R&D at Comalco has 
risen from 0.3% of sales to 1.5%, and 
research staff from 12 to 200. During 
this period, aluminium has become 
Australia's second-largest export after coal. 

Research has transformed Comalco from a commodity metal 
producer into a maker of downstream products. Comalco is ex- 
periencing major growth in product areas such as cast aluminium 
wheels for BMW, Mazda and Nissan, while sales of aluminium 
metal — being a mature market — are creeping up at about 2% a 
year. 

Comalco's example of adding value is one that other Austra- 
lian primary producers must learn to emulate. It is absurd, for 
example, that three out of four firms scouring Australian wool 
before exporting it are either Japanese-owned or Japanese joint 
ventures. Or that Australia exports wood chips and imports paper. 
In a recent much-cited report, Australia and the Northeast Asian 
Ascendancy, Prof. Ross Garnaut argued that the country could tack 
on A$20 billion to the value of its exports by adding value to raw 
materials. 

A major handicap that Australia must overcome is its isolation 
from world markets and its consequent lack of international 
marketing experience. Isolation has bred what bureaucrat-turned— 
venture capitalist Terry Hilsberg calls an "aircraft carrier" men- 
tality on the part of Australian companies. They are content, in 
other words, merely to launch products into the air and hope for 
the best. But today that is not enough: with most hi-tech products, 
Hilsberg says, you need the ability to add value at the receiving 
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ledge of the US aircraft industry, 
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pharmaceuticals. As BHP's corporate 
general manger for technology and 
development Peter Laver points out, 
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For the most part, however, it is 
probably unrealistic to expect too 
much growth from Australia’s 
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create high-growth businesses. Of 
these, the oldest and by far the 
largest is a A$20 million-plus in- 
vestment in Ralph Sarich’s Orbital 
Engine Corp. BHP has been funding 
Sarich since 1972 and is the largest 
investor in Orbital, holding almost 
29% of the company’s shares. In two decades, Orbital has pro- 
gressed from its original, revolutionary engine design, through 
the development of a fuel-injection system to make the engine 
work, to its current stage, the application of the fuel injector to a 
two-stroke engine. 

At this point, Orbital is proving that it can successfully market 
its technology. In the past three years, according to John Stonier, 
the BHP executive who oversees the Orbital investment, the 
company has earned A$60 million in fees from licensees like GM, 
Ford, Honda and Fiat. Should any of these firms decide to build 
engines based on the Orbital design — which, given its light 
weight and low emissions, seems eminently possible — they will 
have to pay Orbital a royalty of US$35-50 a copy. Unfortunately 
for Orbital, however, the industry that it is trying to convince is an 
extremely conservative one which takes a long time to make up 
its mind. 

However, if Orbital does finally make the big time, its success 
could have tremendous symbolic value for Australian industry. 
For one thing, it would demonstrate that taking a long-term ap- 
proach can pay off. For another it would legitimise high-techno- 
logy start-ups in the eyes of the investment community. 

High-flying companies like Memtec and Cochlear demonstrate 
that it is possible for a techno- 
logy-based company to flourish on 
Australian soil. But these firms are 
very much exceptions to the rule. 
Over the past 10 years, literally 
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ment. 

Some observers, like Hilsberg 
and Clem Doherty of McKinsey & 
Co., believe that it is unrealistic to 
expect that niche-market widgets are 
ever going to be more than part of 
the answer to Australia’s wealth 
creation problems. Instead, they 
argue, the country should attempt to 
exploit its underlying strengths in 
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is that most of the institutes are in 
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Start-ups. 
Australian Style 


f the hundreds of hopeful Australian start- irms 

that emerged during the 1980s, the vast majority have 

long since gone under or been swallowed up. That start- 
ups suffer from a high flame-out rate should not surprise 
anyone. But in their fatalism, Australians tend to forget that, 
even in California’s Silicon Valley, most new companies do 
not make the grade. However, it has to be said that the 
success rate of Australian start-ups has been poor. What makes 4 
start-up successful? Cochlear and Memtec, two of Australia's 
brightest prospects, provide answers. 

Both companies set up shop in 
1983. Both based their business 
plans on commercialising bright 
ideas from Australian universities, 
Cochlear built on Graeme Clark's 
work on inner ear implants at Mel- 
bourne University to produce a “bi- 
onic ear,” a kind of hi-tech hearing 
aid. Memtec took membrane tech- 
nology invented at the University of 
New South Wales and applied it to 
the filtration of sewage and indus- 
trial wastes. 

Now Cochlear dominates its 
medical niche market worldwide 
with a 90% share, having disposed 
of much larger rivals like the 3M 
Corp. in the US along the way. The 
company racked up sales of around 
A$30 million (US$22.7 million) in 
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1990-91. The figures for Memtec are even more impressive. The 
company's 1990-91 sales topped A$106 million. Memtec now 
employs about 1,000 people worldwide, and is growing at 15%. 

Individuals have played a key role in the development of both 
companies. Cochlear started life as a spin-off from Nucleus Ltd, a 
local company specialising in cardiac pacemakers and other 
medical niche products. Nucleus' founder, Paul Trainor, is one of 
a handful of entrepreneurs who possess the vision — and the 
patience — to pursue a good idea through to commercial fruition. 

Memtec's key players are its management team, led by chair- 
man Denis Hanley. Most of the company's board members are 
Harvard MBAs, including Hanley. Before starting Memtec, the 
team gained crucial international experience working in the US 
and Europe for a US health-care products giant, Baxter. So, unlike 
most Australian managers, as Hanley points out, ^we never had a 
view of life associated with tariffs — we were always looking for 
competitive advantage that was real." 

Both Cochlear and Memtec maintain a resolutely international 
outlook. “We cannot survive on the Australian market," says 
Hanley, "the nature of what we do is international." Last year 
local sales accounted for only 14% of Memtec's business. 


For Cochlear, local sales made up just 5% of its business. “We 
have always been committed to a worldwide approach," says the 
company's chief executive, Michael Hirshorn. Cochlear overcomes 
Australia's geographical isolation through copious use of the 
phone, the computer and the jumbo jet. 

Interestingly enough, finding the money to get started was not 
a major problem for either company. Having said that, however, 
Hirshorn acknowledges that for most small Australian companies, 
development capital is conspicuous by its absence. "You get a 
little bit of early-stage funding from the government, then you are 
stuck." Lack of patient capital during the development stage — 
about five years is needed to turn a laboratory prototype into a 
fully fledged commercial product — has been the undoing of 
many an Australian start-up. 

And yet, as difficult as it is in getting off the ground, com- 
panies like Memtec, Cochlear, and maybe a couple of dozen other 
determined examples like AE Bishop Holdings (car steering sys- 
tems), Moldflow (injection molding software) and TCG (computers 
and electronic retailing) demonstrate that it can be done. But in 
future, if Australian industry is to get more runs on the board, it 
will have to be done more often. m Bob Johnstone 





Mixed 
attractions 


By Florence Chong in Sydney 


n Indonesian property investor negotiated on an office 

building in Sydney for several months. Finally, a price of 

around A$10 million (US$7.6 million) was agreed and the 
contracts were to be exchanged late last year. Then, the interest 
rate started to fall yet again and the Australian seller pulled out of 
the deal, saying he could now refinance and keep the property. 

Australian property values have fallen by at least 40% and as 
much as 75% in some instances. Coupled with lower cost of bor- 
rowing money in Australia today, compared with 12-18 months 
ago, investment prospects are much better. More important, while 
the Australian dollar may be holding up against the US unit, it is 
not showing the same resilience against strong Asian currencies. 
The drop is particularly significant to Asian buyers, especially 
those from Singapore, who have consistently complained about 
the over-valued Australian dollar. 

Interest rates are now at their lowest for more than a decade 
and with high yields, investors are achieving positive cash flow. 
Until now, however, lower interest rates have not had much im- 
pact on the property market, firstly because of lack of business 
confidence and secondly, banks were still refusing to lend, par- 
ticularly on property. 

The pressure is now being brought to bear by the Keating 
government after offering banks tax concessions on bad debt 
write-offs. Guidelines for foreign investment have also been con- 
siderably relaxed. Foreign buyers can now buy resorts and hotels 
valued up to A$50 million without the cumbersome Foreign In- 
vestment Review Board approval — up from A$5 million. 

The setback to the Indonesian buyer illustrates that while there 
may be bargains to be had in Australia, the reality is good deals 
are not that easy to come by. But keen Asian buyers are not de- 
terred. Last year, they spent close to A$390 million on properties 
priced over A$5 million each, in Australian capital cities, accord- 
ing to leading agency Jones Lang Wootton (Lw). The agency's 
analysis shows that some 41% all sales between July and Decem- 
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Brisbane lures Asian investors. 





ber 1991 went to foreign buyers, virtually all of whom are from 
Singapore, and to a lesser extent, Hongkong and Indonesia. 

Further, around A$240 million worth of hotels were sold in the 
past 12 months. Of those just a single property — a small A$6.7- 
million hotel in Adelaide — was sold to an Australian buyer. Of 
the balance, a French hotel group bought the Citygate Hotel in 
Melbourne for A$18 million and a Japanese company bought the 
Holiday Inn in Cairns for AS32 million. The biggest sales — the 
Hyatt Regency in Perth (A$75 million) and Eden on the Yarra 
(A$52 million) in Melbourne went to Indonesian investors. 

Sales to Asian investors in Melbourne alone have risen by 500% 
in the six months to December 1991 — compared with the same 
period in 1990, according to John Henderson, national investment 
director of JLW. Henderson says Asian investors have captured 
26% of major sales in Victoria’s commercial property market in 
the six months to December 1991. Asian investors from Malaysia, 
Hongkong and Singapore spent over A$115 million on central 
business district or fringe commercial office buildings. The figure, 
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he says, contrasts sharply with the total of A$20 million recorded 
in the 1990-91 financial year. 

Agents Colliers Jardine say it sold more properties in the past 
three months compared with the past 12 months. Sales totalled 
around A$300 million, again mostly to buyers from Asia. Few of 
those sales have been reported or disclosed because the agent has 
been bound by confidentiality clauses from discussing those deals. 

Singaporeans are taking profits from their own market and 
buying in the depressed Australian market. They are classic 
counter-cyclical buyers, who were present between 1980-81 when 
the Australian property market went into a downturn. 

Even the Singapore Government's own investments have 
tended to have a heavy flavour of property in their portfolios. The 
Government of Singapore Investment Corp. and Temasek bought 
a 30% stake in the British hotel group Mount Charlotte Invest- 
ments PLC from Brierley Investment Ltd in May 1990. 

These investors have been hovering over the market since the 
property bubble burst in 1989, but the expectation of vendors and 
the buyers were miles apart in the early days. That gap is closing 
with the increasing number of deals. Says Richard Stacy, director 
at Colliers Jardine in Sydney: "We are inundated by inquiries 
from Singapore and Hongkong. They are looking for similar 
properties, but are buying for different reasons.” 

Stacy says Singapore buyers are only interested in commercial 
properties particularly in Sydney's central business district or in 
North Sydney, They also like retail properties in strong regional 
centres. They want properties which are priced in the A$15-20 
million. By contrast, he sa says, Hongkong buyers are looking for 
properties up to A$10 million for long-term investment looking, 
for capital gains. He says Singaporean buyers are more conscious 
of immediate incomes. He suspects they may sell in three to four 
years, assuming the market improves. 

All told, Singapore buyers have already spent around A$200 
million on office blocks, shopping centres and hotels. But the big 
money from the big spenders has yet to come. Institutional in- 
vestors — Straits Steamship, Temasek, DBS Land, and Pidemco 
(the investment arm of the Urban Redevelopment Authority, a 
statutory body) have been monitoring this market for more than a 
year. Those advising these potential purchasers told the REVIEW 
they are currently assessing various prospects. From Hongkong, it 
has been suggested that names like Sung Hung Kai are starting to 
show interest. 

Richard Luscombe, director of JLW frankly admits that while 
attractive in the long term, prime Australian properties are com- 
paratively expensive. “It is possible to acquire some of the best 
properties in US cities at around A$7,000 per m*. In Australia, the 
cost of building some landmark properties has been between 
A$12,000 to A$14,000 per m. 

Collectively, major Singapore investors, such as Temasek and 
Straits Properties, have indicated they have up to a A$1 billion to 
spend on Australian properties. It is felt that they are more likely 
to form a consortium to buy a major building from a vendor who 
is hurting. 

A prime target is Sydney's Grosvenor Place, completed at the 
peak of the boom and whose A$1.06 billion value tag has been 
marked down by 40% to around A$600 million. Kern Corp., a 
20% owner of the property, is in receivership and its receivers are 
desperate to get rid of its stake. So is Aust-Wide Management, 
which owns a third of the building. 

Another possible purchase is 101 Collins Street, in Melbourne, 
completed late last year and also owned by the collapsed Kern 
Corp. and CFM. Only a year ago, the owners say it was worth 
A$500 million. Some analysts say central business district values 
in Melbourne have fallen by more than 50%. Melbourne faces a 
vacancy rates of more than 20%. 

While the sale of a major building would boost the morale of 
the property industry considerably, the industry accepts that for 
most of this year, it will have to be content to do small deals 
which have kept it ticking over in the past two years. a 
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TOURISM 


The new Asian 
onslaught 


By Ron Knowles in Sydney 
H aving supplanted coal and wool as the nation’s biggest 





export dollar-earner during the delirium of the nation’s 

bicentenary binge in 1988, Australia’s tourism industry 
protects its supremacy jealously, bringing in A$7.3 billion (US$5.53 
billion) in the 1990-91 financial year. 

But it has not been easy for the squeamish to watch tourism's 
successful progress. Like a magnificently fit and courageous 
prizefighter, tourism keeps moving forward no matter how hard 
it is hit — and it has suffered some painful blows. Its determined 
momentum is a paradigm of optimism triumphing over experi- 
ence, 

After coming through the chaos engendered by the 1989-90 
domestic pilots’ strike, tourism ran into the turbulence of the Gulf 
War last year. If that were not enough, it was jolted when the first 
brave venture into the deregulation of the former two-airline 
system came to grief with the collapse of Compass Airways in 
December 1991. 

Yet the Australian Bureau of Statistics is cheerfully forecasting 
that last year’s 2.37 million record total of visitors will top 3.5 
million by 1996 and reach 4.84 million by 2000. 





Ayers Rock: tourism survives the knocks. 


Chairman of the Australian Tourist Commission (ATC), John 
Haddad, points out that the 1991 figure represents a 7% increase 
over the previous year and compares this with the World Tourism 
Organisation's claim of a 1.5% growth worldwide. This looks good 
even when set against the 6.4% growth of the East Asia-Pacific 
region as a whole. 

“The point to be made about this is that the gain was made 
despite the war in the Gulf at the start of the year and an economic 
slowdown in most of our markets during the remaining months,” 
Haddad says. 

The Asia-Pacific region has been the strongest contributor to 
this growth. Arrivals from South Korea went up by 67.4%, Taiwan 
by 37%, Thailand 26% and Singapore, Hongkong, the Philippines 
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and New Zealand by 15%. Although Japan’s overseas travel was 
largely stifled by fears of a terrorist blacklash during the Gulf 
War, Japan was still Australia’s largest single source of tourists. 
The total increased by 10% to almost 530,000, which puts the 
Japanese share of the market at 19%. Second place is held by New 
Zealand, which provides 17% of visitors. 

ATC managing director Tony Thirlwell enthuses about the 
“YOLs” — Young Office Ladies — from Japan, who he says are 
ideal for the Australian market. “They are holding good office 
jobs, they are reasonably well paid, they tend to marry late and 
live at home with their parents. This means they have a high 
disposable income and no mortgage and other high overheads, so 
most of their money is spent on fashion and travel. Often they 
come here in small groups, four of five friends together.” 

A large number of Japanese honeymooners also head for Aus- 
tralia, which Thirlwell says has overtaken Hawaii as the premier 
destination for newlyweds. 

Will the onset of economic recession in Japan damage Aus- 
tralia's tourism? Thirlwell does not think it will be too harmful. 
The number of visas issued by Australian consular officials in 
Japan in February was 50% up on the 1991 figure, he points out. 
Even allowing for the effect of the Gulf War, it is still a sharp rise 
and gives him optimism that this year’s total of visitors from 
Japan will near 600,000. 

However, some Japanese are not so sanguine about tourism’s 
short-term future in Australia. EIE, Koshin and other corporate 
punters have recently put on the market previously prized prop- 
erties or land plots on Queensland’s Gold Coast — sites they 
secured during the late 1980s buying boom. Investors hoping for 
easy pickings are pulling out, and even Daikyo has put its A$400- 
million Palm Cove resort and residential scheme at Cairns on 
hold. 

In Sydney, the most popular destination, the luxury Ritz 
Carlton hotel in Macquarie Street owned by the Japanese enter- 
tainer Maseo Sen, has been put on the market. It may go for a 
bargain price. The Airport Hilton was sold for A$17 million in late 
March, or A$65,000 a room compared to the A$200,000 cost per 
room of today’s building rates. 

Hotels have had a rough time trying to balance feast against 
famine, while a building spurt has conspired with the recession to 
produce an accommodation glut in Sydney of 23,635 rooms of- 
fering more than 61,003 beds. The occupancy rate for the third 
quarter of 1991 was a miserable 34%, though Melbourne turned in 
a slightly better 40%. 

The Sydney glut followed a panic in 1988 when the industry 
was frantically trying to pace the demand of the bicentenary in- 
flux. Sydney's present embarrassment is unlikely to disappear 
swiftly after the opening of 24 new hotels in the city last year and 
yet more due to come on-line this 
year. These include the huge Park 
Lane ànd the almost as large ANA 
(All Nippon Airlines) edifice. . 

Airlines are also under pressure. m OS 90 
With bankruptcies reaching record 
highs and surviving businesses cut- 
ting back severely on all fronts, the 
airlines have seen their business 
travel markets shrivel. Tony Hill, 
spokesman for the private carrier 
Ansett, reports that some companies 
had been making savings by "mov- 
ing their executives to the rear," 
though they were now starting to 
ease them forward into the better 
seats again. 
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Medium and message 


A 67% surge in the annual total of tourists arriving from 
South Korea is being attributed to a combination of diplo- 
macy and advertising. Australia staged a coup when it 
became the first, and as yet only, foreign country to 
pierce South Korea’s strict advertising regulations and was 
allowed to run commercials trumpeting its tourist attrac- 
tions. 

“Much of this must be credited to our ambassador in 
Seoul and the excellent relationships he had built up,” says 
Tony Thirlwell, managing director of the Australian Tourist 
Commission. 

The advertisement depicts leading Australian golfer 
Greg Norman playing on an Australian course with a well- 
known South Korean soap opera star. 

“The emphasis is on friendship between the two nations 
epitomised by the two people playing golf,” Thirlwell says. 
“Probably most of the Koreans who see it on their television 
screens have no idea who Greg Norman is. They just see a 
big, friendly, smiling Australian having a lot of laughs with 
a Korean acting star. And the commercial certainly appears 
to be working for us.” 

South Korea's easing of travel restrictions following the 
1988 Olympics in Seoul and the inauguration of direct 
flights to Australia by Korean Air in April 1990 have also 
been factors in the growing number of visitors. 

m Ron Knowles 


sure travellers carried by the airlines during the last quarter of 
1991. The simple figures look encouraging, but the increase in the 
number of leisure travellers will not compensate completely in 
financial terms. 

The deregulation of air travel in Australia introduced 17 
months ago led to massive price discounting when Compass 
Airways entered a market previously carved up between Ansett 
and the government-owned Australian Airlines. Despite the de- 
mise of Compass, attributed to a large extent to unrealistic fare 
cuts, the price war it unleashed has continued. 

Earlier this month East-West Airlines, a smaller carrier which 
restricts itself to leisure traffic, offered discounts of up to 61% to 
major holiday destinations during May. The "big two" have re- 
sponded by extending their discounts to 65% and applying them 
to almost their entire networks, including some popular inter-city 
flights. 

However, there was good news 
— particularly for new tourism 
developments — from Prime 
Minister Paul Keating last month 
when he issued his economic 
blueprint to tackle the recession. 
Future annual depreciation al- 
lowance on buildings will be in- 
creased from 2.5% to 4%. Addi- 
tionally, a 2.5% allowance is to be 
introduced for non-building items, 
such as outdoor activity areas. Al- 
though there are a few in the 
industry who have complained that 
the accelerated depreciation move 
is not enough, most are pleased 
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Pushing the pendulum 


Deng leads China's economic reformers against party diehards 


By Tai Ming Cheung 
in Hongkong 


s conservatives and 
liberals wrestle for 
control of China's 
economic future, a 
diverse range of reforms per- 
colating through the system 
could decisively shift the 
economy to a more market- 
oriented path. But whether the 
changes will stick depends on 
the outcome of an intense 
power struggle under way in iur 
Peking. Lise 

The immediate flashpoint 
has been an argument over the economy's 
optimal rate of growth. Conservative pre- 
mier Li Peng reasserted at the National 
People's Congress (NPC) in late March that 
the growth target for this year is 6%, but 
reformists are urging that the economy be 
allowed to expand by at least 10%. 

Li's caution appears intended to check 
a recent reformist resurgence master- 
minded by Deng Xiaoping. The patriarch, 
who re-emerged into the political fray in 
late January after a couple of years in re- 
tirement, believes the time is opportune for 
the pace of reforms to be accelerated. A 
1989-91 retrenchment programme has been 
largely successful in purging the economy 
of some of the worst consequences of 
headlong expansion. 

This new round of reforms 
picks up where the previous 
programme under the leader- 








range of reform measures has been an- 
nounced or floated in recent months, 
though many are just a continuation or ex- 
tension of policies already being pursued. 
Some of the most important have been: 

Stockmarkets. Following the establish- 
ment of experimental exchanges in Shang- 
hai and Shenzhen in the past couple of 
years, Canton, Xiamen in Fujian province 
and Hainan Island are all finalising details 
on the opening of bourses later this year. 
Peking and Shenyang in Liaoning province 
are competing to set up a northern stock 
exchange. 

Local authorities. More autonomy will 
be granted by Peking to local governments 
to encourage them to attract foreign invest- 
ment. 


Socialism vs capitalism 


China’s erratic economic growth and steady 








ship of now-disgraced party expansion of private industry 
chief Zhao Ziyang left off. It — 9% 95 
emphasises the importance of 15- 80 - 
market forces and allows local 10 
authorities greater autonomy. 

But with the influence of  12- ONP prowih ag 
conservatives probably strong- 50 
er today in economic policy- 
making than during the 1980s, 9- | 
this next stage may be less am- 
bitious than during the Zhao 
era. Reformists appear to have gr 
no coordinated plan of action, 
with ministries, provinces, Ae 0 
other organisations and indi- CURSUS URS QUI MR AIL. IB la a > ; 5 
viduals promoting different : 80 '82 | 04 '86 88 30 B0 '82 "84 '86 
agendas. oa collectively-owned township and 

enterprises and foreign joint ventures 


Consequently, a disparate 
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Prices. Controls will be 
lifted on most agricultural 
commodities, including staple 
foodstuffs such as grain and 
oil. 

State enterprises. Manage- 
rial and other reforms are be- 
ing introduced to force loss- 
making enterprises to be re- 
sponsible for their bottom-line 
performance. 

Currency. The renminbi's 
value has been adjusted to 
bring it more into line with the 
unofficial exchange rate, with 
the ultimate goal of making it 
convertible. 

Leading the pack in pushing for more 
market-style reform is Guangdong. Deng 
gave the province a resounding vote of 
approval during a visit in February, and 
urged it to catch up with Asia's newly in- 
dustrialising countries within 20 years. 

Deaf to Li's call for careful growth, 
Guangdong officials say they are aiming 
for a repeat of 1991 when the province's 
GNP expanded by 13.5%. They have drawn 
up detailed plans to open up the province 
further. Central-government approval will 
still be required, yet local officials appear 
confident that there will be no obstruction. 

Hi-tech development zones and indus- 
trial parks along the Pearl River Delta will 
be expanded and will be endowed with 
many of the privileges and independent 
powers enjoyed by the prov- 
ince's three special economic 
zones (SEZs): Shenzhen, *Shan- 
tou and Zhuhai. 

The province's backward 
hinterland, where labour is 
plentiful and wages and land 
rentals considerably cheaper 
than in the SEZs, will also be 
opened up and turned into la- 
bour-intensive export-oriented 
production bases. 

To maintain their advan- 
tage, Shenzhen and the other 
favoured zones are looking to 
expand their role significantly 
as trading and service centres. 
Shenzhen officials are pushing 
to turn the SEZ into a free trade 
zone, and are upgrading its 
port facilities to help cope with 
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the rapid surge in imports and exports it 
expects. 

Other regions which have long been 
demanding privileges similar to those en- 
joyed by Shenzhen are finally receiving a 
positive response from Peking in this post- 
retrenchment phase. 

In mid-March, the State Council al- 
lowed Hainan Island to open up a 30-km 
free-port development zone at Yangpu, 
complete with privileges and powers even 
more favourable than those granted to the 
SEZS. 

During his tour of southern China, 
Deng is reported to have remarked that 
one of his biggest regrets was that the in- 
dustríal capital of Shanghai had not been 
part of the pioneering SEZ programme. 
Now the city's fortunes are set to improve 
substantially. 

The central authorities in March gave 
Shanghai the latitude to offer more induce- 
ments to foreign investors, and analysts 
expect that the Pudong development zone 
in the eastern part of the city will be 
awarded the panoply of privileges on offer 
to the SEZs. Reformist policymakers are also 
pushing Shanghai to quicken the expan- 
sion of its fledgling stockmarket. 

Reforms in the rural sector have been 
less publicised but no less significant. 
Prices of grain and other staple foods have 
been gradually increased in the past cou- 
ple of years and the government plans to 
abolish price controls on most agricultural 
commodities within the next year or two. 
This will allow the central authorities to 
reduce the heavy financial burden of price 
subsidies, which this year will total Rmb 
33 billion (US$6 billion). 

Some provinces have already ended 
price controls on grain. According to 
Huang Qinghe, a rural specialist at the 
State Council's Development Research 
Centre, all price restrictions on grain sold 
in Guangdong and Hainan were abolished 
last year. 

At the same time, the government is 
moving to overhaul the grain-purchasing 
System and end within the next few years 
the practice of making peasants sell a fixed 
proportion of their grain to the state at low, 
fixed prices. At present, the state buys 40% 
of its grain from farmers at the set prices, 
while the rest is bought at market rates. 

The litmus test of the reformist impetus 
will be the government's efforts to over- 
haul the state industrial sector. At least 40% 
of all state enterprises are unprofitable, and 
the government forked out more than Rmb 
31 billion last year to prop them up. 

The state sector represents a crucial bat- 
tleground between pro-market reformists 
and conservatives still wedded to central 
planning. The latter group believes all that 
„the state enterprises require is improved 
-administrative practices and technological 
novation, the former advocate the state's 





.. of the regulators and the stock exchange," 


Officials have said that state enterprises 
will be made accountable for their own 
profits and losses, and will no longer be 
able to rely on the government to soak up 
their unsellable output. Those which are 
chronically insolvent will be merged with 
profitable enterprises or closed, say the ot- 
ficials. Such a policy would result in tens 
of millions of workers being laid off. 

Initial reforms will focus on improving 
the management systems at the enterprises 
and reducing commitments to workers, 
such as guarantees of life-long employ- 
ment. 

Chen Jinhua, the conservative head of 
the State Economic Restructuring Com- 





Fund — cash in on market opening 
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a jor institutional fund managers 
are scrambling to capitalise on 
foreigners-only stock floated in 
China, despite the public view of Hong- 
kong regulators that the mainland's two 
securities markets are worryingly im- 
mature. A total of US$140 million will be 
raised from at least three China country 
funds being launched in early April A 
dozen other funds are set to follow. 

“China is the greatest investment story 
in the world right now," says Gary Coull, 
managing director of Credit Lyonnais Se- 
curities in Hongkong. "Everyone's looking 
for a piece of the action." 

The two stock exchanges of Shenzhen 
and Shanghai, however, are at an embry- 
onic stage with neither a national compa- 
nies law nor comprehensive securities 
regulations to protect investors. 

Nor can fund managers expect a rich 
array of pickings: only three foreigners- 
only "B" share issues have been floated, 
though at least 10 more are expected be- 
fore the end of the year. 

The Stock Exchange of Hongkong 
(SEHK) and the Securities and Futures 
Commission (SFC), the territory's primary 
regulator, will not allow the new China 

country funds to be either promoted or 
listed in Hongkong. "We have basic re- 
quirements with regard to diversification 
and liquidity that have not yet been met, 
says SFC senior manager Deborah Glass. 

Brokers say the stance of Hongkong 
market authorities is ironic, given their 
stated intention to make the territory a fo- 
cal point for foreign. equity investment into 
China. "The market is getting way ahead 























































mission, said the shake-up of stats 
prises would result in layoffs of more | 
2% of the more than 100 million wer 
employed in the sector. This estimate, | 
ever, seems extremely low given the te 
of thousands of enterprises in serious trou 
ble. | 

Although Deng’s re-emergence in i 
cent months has put reformists in the 4 
cendancy, it will take several months: | 
fore it is clear just how far the pen 
has swung. According to analys 5; 
tense power struggle is now takin 
over top party, state and military pos 
ahead of the 14th party congress sche 
for this autumn. 





says the head of a foreign br 
iui d “They haven't vet torr 
a policy on what to do about thi 
stockmarket.” Brokers add that sex 
houses have been warned for protte 
^B" shares directly to local investors. 
As such, the three new funds are b 
peddled primarily to institutional inve 
in Japan, Europe and the US who v 
China exposure but do not have the. 
presence to snap up the “B” share: 
The funds are expected to include à s 
stantial number of Hongkong-li 
"China play" stocks in their porttoli 
more "B" shares become available. 
All three funds are seeking a 
listing. A listing is the key to attrac inj 
pension fund managers who are ofte 
ited in the money they can place in 
listed investments. 
First to close was the China Fund 
US$50 million closed-end vehicle mi 
by Morgan Grenfell Singapore anc 
underwritten by Baring Securities. A 
ior official at Barings says that the « 
which closed on 30 March, was “ver 
received” among offshore buyers. 
Next off the blocks was the U5$940 m 
lion GT Shenzhen and China Fund, wi 
is being managed by GT epis is met 
(Asia) and lead underwritten by Cred 
Lyonnais Securities. This open-end fun 
closed on a bbe 
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Fund « a “US$50 pe ie a open ended v | 
slated to close on 13 April This fur 
managed by Barclays Fund Managers 
sey) and underwritten by Barclays c 
Zoete Wedd. 

Indosuez Asia Investment Services t 
unsuccessfully to launch a China funt 
December 1990. And Chin Tung 
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a unit of the Standard Chartered Bank, 
launched a US$43 million privately placed 
direct investment vehicle called China As- 
set Holdings last year. A second tranche of 
US$29 million is now being raised. 

Institutional portfolio managers in 
Hongkong say they have mixed feelings 
about buying into the new funds, despite 
the attractions of a market where profits 
on initial public offerings can be enormous. 
The “B” shares of Shenzhen Konka Elec- 
tronics (Holdings) more than doubled in 
price in their first day of trading on 27 
March. 

With so much money chasing so few 
stocks, potential customers say they doubt 
whether the country funds will be able to 
invest the money they have collected in 


China "B" shares. "What is the point of 
buying cash at a premium?" asks Richard 






POLICIES 


-By Carl Goldstein in Zhuhai 


dt is just the sort of grand that 
Ec The de- 
opment of the western district of 
economic zone (SEZ) — 
st mooted i in 1988, with earth-moving 
two later — will ulti- 
nat ly involve more than 100,000 work- 
s toiling to level mountains and fill 
| Shallow bays 
df all. goes according to plan, the 
p roject will create the heavy industrial 
še for which Zhuhai's leadership has 
yearned. . And best of all, it was person- 
j^ ed Zhuhai on voici 


















er 
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E n ding D Rob6o Hic. 
S611 billion), would be easy to 
dim iss as fancifully grandiose. 
at with Rmb 1.2 billion already 
s spent, , and with the provincial 
| gover veg n ent E committed 
it ' Rmb 5.6 billion 


d ort to rans an almost t 


he NEL uxo atone port 
ae complete with a deepwater 
. port at Gaolan, an enlarged do- 
mestic b at Sanzao, and a 


Wastcoat, a director at Fidelity Investments 
in Hongkong. “Why not buy the ‘B’ shares 
directly?” 

The SFC, which regulates the marketing 
of unit trusts in Hongkong, shares some of 
the scepticism. The commission is not keen 
on approving a vehicle that bills itself as a 
“China fund” when the majority of its as- 
sets is in cash or in the shares of Hong- 
kong-listed firms. 

Nor does the commission believe that 
the market for China "B" shares is ad- 
vanced enough. The src limits to 10% the 
net asset value of its approved funds that 
can be invested in a single stock. Further, it 
will not allow approved funds to place 
more than 10% of their assets in unlisted 
investments. The src's Glass believes the 
China country funds will have difficulty 
meeting cash redemptions until liquidity 


New pearl of the delta 


ing up with Canton and Macau. 

The Gaolan port is being assembled 
by linking three smaller islands to the 
west of Gaolan Island, which itself is 
being linked to the mainland. The plan is 
to have a port capable of handling 30 
million tonnes of goods a year by 1998. 
An initial 20,000-tonne berth will be 
constructed by 1995, officials say. 

The heavy industrial portion is to in- 
clude an oil refinery, a petrochemical 
complex, a power plant and, later, a steel 
mill. Amoco Chemicals of the US has 
signed a letter of intent to build a US$200 
million polyethylene plant in the zone. 
The US company would have a 609; 
share in the project, with the Zhuhai city 
government holding the remainder of 


Another gateway 
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in the "B" share market improves consi- 
derably. 

Similarly, SEHK regulations on funds it 
approves for listing call for "a reasonable 
spread of investments" by the manager. 
This means that no more than 20% of the 
net asset value of a fund can be invested in 
a single share issue. 

A spokesman for the SEHK, Henry Law, 
says that none of the funds is likely to be 
approved until a study can be completed, 
probably by August, on the listing of Chi- 
nese securities in Hongkong. 

In the meantime, Singapore market au- 
thorities have travelled to Shenzhen on an 
exploratory visit. Brokers wryly point out 
that the heavily regulated Stock Exchange 
of Singapore hopes to steal a march on 
Hongkong on the listing of China-related 
offerings. kl 


the equity. Initial planned output of 
250,000 tonnes a year would be mainly 
for export, with 20% reserved for the 
domestic market, according to Zhuhai 
vice-mayor Choi Kuong Seng. 

Following a press briefing over a 
giant model of the future development, 
Zhuhai vice-mayor Chen Huanli ges- 
tures expansively toward the horizon. 
"This is our Siberia," he says. The ana- 
logy may not be entirely apt. After all, 
Zhuhai is without natural resources. But 
it captures the sort of heroic effort the 
authorities are seeking to project. 

Officials are to address the 
power requirements for these heavy in- 
dustrial projects. Chen says construction 
will begin next year on the first two units 
in a four-unit, 260-MW coal-fired power 
plant on the western edge of the western 
district. The first units will be completed 
by 1995, with the others following in two 
to three years, at a total cost of Rmb 2.6 
billion. 


Despite its ambitions, Zhuhai 
3 still seems overshadowed by 
* Macau. At the end of one of 
Zhuhai's main streets sits «the 
border station. Looming over- 
head (from the Zhuhai side) are 
the skyscrapers of the rapidly 
devel Portuguese colony, 
which is scheduled to be handed 
back to Chinese control in 1999, 
two years after 
But this has not deterred 
Zhuhai officials from striving to 
catch up with its more immedi- 
ate rival, Shenzhen. The western 
development project is Zhuhai's 
attempt to shake off its con- 
servative image and build the 
sort of industrial base that would 
eie the zone to a new stage e 
development. 
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The Swire Group 


Cathay Pacific Airways Limited 
1991 FINAL RESULTS 


Audited Consolidated Results. «he profit attributable to 
shareholders for the year ended 31st December 1991 was 
US$378 million, as compared with US$384 million for the 
previous year. This represents a decrease of 1.596. 


1991 
USSM 


Turnover 2,684 
Bia ed 


Operating profit 468 
Net finance charges 30 
Net operating profit 438 


Share of profits of associated 
| J companies 


Profit before taxation 

Taxation 

Profit after taxation 

Minority interests 

Profit attributable to shareholders 
Dividends 


Retained profit for the year 
transferred to reserves 


Earnings per share 


Dividend per share 
interim 
final, recommended 


Available tonne 
kilometres (million) 


0.52 


0.44 


Shareholders’ fund per share: 


The United States doliar figures shown are for information oniy, and 
are translated from Hong Kong dollars at the rate of exchange of 
US$1.00-HK$7.80 ruling at the balance sheet date. 


Results. The year's results have been greatly influenced by 
the Gulf War and the continuing world-wide recession. 


The Gulf War caused many would be passengers to cancel 
their travel plans. The Company responded to this by critically 
reviewing all routes and the aircraft serving them to ensure 
that capacity was adjusted to meet the new level of demand. 
Later in the year the Company was able to restore virtually all 
routes to full service. 


Fuel costs increased substantially during the Gulf War but fell 
back to more normal levels soon after hostilities ceased. 


Although passengers started to fly again in greater numbers 
in the latter part of the year the recession continued and price 


competition increased as airlines struggled to conserve or 
improve cash flow. 


The profit attributable to shareholders amounted to US$378 
million, 1.5 per cent. lower than 1990's US$38B4 million. 
Operating profit for the year, at US$468 million, was 
marginally above the US$464 million achieved in 1990. 


Operations. Cathay Pacific acquired five Boeing 747-400s 
during the year, including one on an operating lease. 

One Boeing 747-400, previously acquired on a short-term 
operating lease, was returned early in the year. At the end of 
1991, our fleet totalled 45 aircraft: 24 Boeing 747 passenger 
aircraft, 3 Boeing 747 freighters and 18 TriStars. 


Aircraft utilisation during the year averaged 12.6 hours per day 
for our passenger Boeing 747's, 13.6 hours for the freighters 
and 5.7 hours for our TriStars, producing a combined average 
for the whole fleet of 9.8 hours, compared with 10.1 buo 
last year. Utilisation was lower in 1991 principally due to the 
reduction in flights as a result of the Guit War. 


Financing. Net borrowings at 31st December 1991 were 
US$694 million, compared with US$571 million a year garler, 
Long-term unrealized exchange losses on foreign currency | 
borrowings decreased from US$396 million at 31st December 
1990 to US$389 million at 31st December 1991. 


During the year, the Company raised GBP200 million through 
a placement of bonds to finance future aircraft purchases. 


Final Dividend. The final dividend to be recommended at 
the Annual General Meeting on 27th May 1992 amounts 

to HK31.5€ for the year ended 31st December 1991 which 
together with the interim dividend of HK10.5¢ per share paid 
on 4th October 1991, makes a total dividend for the year of 
HK42.0¢ per share. This represents a total distribution for the 
year of HK$1,203 million. 


The share register will be closed from 18th May to 22nd May 
1992, both dates inclusive, and the dividend will be payable 
on 3rd June 1992, to shareholders registered on 22nd May 
1992. 


Prospects. The worldwide economy is forecast by some 

to be picking up, albeit slowly, but the signs are not very 
clear. inflation in Hong Kong is easing although it is still at 

a very worrying double-digit level. It would be easy to be 
pessimistic about 1992's results. However, the airline's 
capacity increase will be much higher than that in 1991, and 
with a return of Japanese traffic and a strong performance by 
the economies of most Asian countries, load factors should 
increase. Whilst we are therefore hopeful of improved 
revenues, a very major issue will be our ability to contro! 
costs. Bearing in mind particularly the high inflation raten 
Hong Kong, it will be vital to contain these costs if we are 
achieve the results that we want in 1992. We look forwar 

a more prosperous 1992, albeit with some caution in res 

of the progress of the world's major economies. 


The Annual Report for 1991 will be sent to shareholders on 
1st May 1992. 


D A Gledhill 
Chairman 
Hong Kong, 24th March 1992 
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Bigger blip on radar 


- Hongkongs junior airline wins expansion rights 


fter five years of struggling for ac- 
A cess to scheduled routes, a tiny all- 
cargo airline started by three Hong- 
kong entrepreneurs now looks set to join 
the big leagues. The only question is when. 

In February, Hongkong’s Air Transport 
Licensing Authority awarded Air Hong- 
kong (AHK) licences to fly to 31 destina- 
tions out of a total of 80 it had applied for 
in September 1990. Of the 31 approvals, 17 
were effectively renewals of Air Hong- 
kong's licences, while 14 were new. 

But the authority’s go-ahead is only the 
first step. It acknowledges the fact that suf- 
ficient demand exists to justify AHK serv- 
ing each place and that AHK is capable of 
doing so. The next step will be a decision 
by the Hongkong Government to desig- 
nate AHK as a carrier on each route, a 
process which could take a long time given 
the adjustments to bilateral air-service 





. agreements that have to be negotiated with 


foreign governments. 

AHK was set up in November 1986 by 
accountant Thomas Tsang, who then held 
80% of the company. The remaining 20% 
was divided between Tenly Lai and Cedric 


. Chan, both of whom had been working in 


the freight business. 

It started operating by selling space on 
other airlines' aircraft, originally with the 
Civil Aviation Administration of China, 
and then ventured into its own charter 
operations with a single Boeing 707 
freighter in February 1988. In early 1989, it 
was awarded licences for scheduled ser- 
vices to 15 cities. 

Its first scheduled service was in Octo- 
ber 1989, to Manchester, Britain, followed 
in mid-1991 by a second route to Nagoya, 
Japan. The delays in start-up were caused 
either by the slow process of acquiring gov- 
ernment designation or by objections from 
national carriers, resulting in AHK surviv- 
ing on charter operations. 

In October 1989, AHK received a major 


. boost to its finances and to its credibility 


when Macau gambling and tourism mag- 


. mate Stanley Ho and his related companies 


bought a 50% stake for HK$150 million 
(US$19.2 million). Ho became chairman, 
with Tsang remaining as president and 
holding 40% ofthe company, and Lai and 
Chan holding 5% each. 

. Ho's publicly quoted Shun Tak Enter- 
prises, which holds 40% of the stock, also 


. committed itself to taking two HK$100 


million tranches Of preference shares — 


v. . 
> i . 
50 Ve 
i e *. 


- LI ¥ 


which can be redeemed by AHK by 1995 — 
to give the airline paid-up capital of 
HK$370 million. 

AHK's first 707 had been purchased out- 
right, but this was later sold and leased 
back, and a second 707 was obtained 
through a finance lease in June 1989. In 
mid-1991, AHK leased two Boeing 747-100 
freighters. 

The 747s gave AHK the capacity to add 
Brussels to its European route and to push 
its Hongkong-Europe frequency up to four 
times a week. Services to Brussels also pro- 
vided the ability to build up a hub in Eu- 
rope, with cargo feeding into Brussels from 
other European countries by road. Sche- 
duled services between Hongkong and 
Vietnam also started in October 1991, with 
AHK concentrating on carrying fresh sea- 
food from Vietnam to Hongkong and Ja- 

an. 
i The acquisition of the 747s and AHK's 
global ambitions have soured its previ- 








Air Hongkong enters the big league. 


ously friendly relations with Hongkong’s 
major airline, Cathay Pacific Airways. 

Hongkong’s three airlines — AHK, 
Cathay and its associate company Dra- 
gonair — between them carried 261,284 
tonnes of Hongkong’s inbound and out- 
bound freight in the year to 31 March 1991, 
or 32.2% of Hongkong’s total air cargo. Of 
the Hongkong carriers’ total, Cathay car- 
ried 92.4%, AHK 6.7% and Dragonair less 
than 1%. 

The Hongkong airfreight market is 
forecast to grow at about 8.6% a year until 
the turn of the century, a higher rate than 
the forecast world average of about 5%, 
and AHK sees itself as needing three more 
747s by 1995 and a further two, plus one 
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more small aircraft, by 1997. Cathay, in 
addition to belly space in its 41 passenger 
aircraft, has three 747 freighters with three 
more to come, plus options on a further 
two. 

AHK's blockbuster application for 80 
destinations (63 of them new) in Asia, Eu- 
rope and the US initially brought derision 
because of its scale relative to the size of 
the company. The fact that AHK had not yet 
been able to operate to many of its original 
17 points of destination added to the scep- 
ticism. But AHK argued that growth in de- 
mand would justify its ambitions, and that 
the long lead times for government desig- 
nation meant that such a blanket applica- 
tion was sensible. 

In the event, two marathon sessions of 
hearings by the Hongkong licensing au- 
thority winkled out 23 destinations — 
mostly in Europe — as being outside its 
jurisdiction. A further 13 licence applica- 
tions, mainly in China and the Indian Sub- 
continent, were effectively abandoned by 
AHK between the sessions. With 28 more 
comprising existing points and those not 
objected to by Cathay being granted, this 
left 16 for the final battle between AHK and 
Cathay in November last year. 

AHK won only three of these: Dubai, 
which it already uses as a fuel stop on its 
European routes; Kuala Lumpur, where 
freight capacity is limited; and 
Los Angeles, but with the con- 
dition that it must be served 
via Seattle and San Francisco. 
This prevented AHK competing 
head-on with Cathay’s non- 
stop trans-Pacific services. 

In the end, both Cathay and 
AHK can claim victory. Cathay 
has managed to protect most 
of its own markets and AHK — 
when it receives designation 
for the new points — will have 
three major groupings of des- 
tinations which will, it hopes, 
have enough synergy to earn 
substantial revenues. These 
groupings are from Hongkong 
to Japan and the US; from 
Hongkong to Southeast Asia 
and Europe; and from Hongkong to 
Southeast Asia and Australia. 

Industry pundits, however, doubt that 
AHK can achieve much further growth on 
its own. They say it needs a partner airline 
to feed it traffic. AHK agrees, and has said it 
has been talking with several potential 
joint-venture partners. 

AHK's commercial success is yet to 
come. Although no figures are available, a 
1990 report from Shun Tak hoped that AHK 
would become profitable in the very near 
future. There are claims that the introduc- 
tion of the 747s has enabled the airline to 
edge into the black despite the Gulf crisis 
and recession in the developed econo- 
mies. Li 
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: a po per share 4 896 
m Net assets per share + 22% 
Dividend increased by 163% under new payout policy 






"The companies in which we hold our strategic stakes are financially strong, with clear 
objectives, and are well located to take advantage of the dynamic growth o of hee dad 
Pacific Region. While it is too early to make any forecast for the current y year, the 
underlying businesses have made an encouraging start and the longer-term prospects f for 
Jardine Strategic remain excellent." 





HENRY Keswick, Chairman 
26th March cd 
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Turnover | 
Operating profit 
Share of profits less losses of associates 
Net interest. expense 


Protit before taxation 
Taxation — 
— Company and subsidiary lca ad 
-— associates —— 
Profit after taxation 
Outside interests | 
Profit after taxation and outside interests 
Extraordinary items 


Profit attributable: to. Shareholders - 
6 1/236 Preference dividends 





* Dividends 
— preferred ordinary 
— = Oren mu 


dem "-— ee: oue EF NU EI — € den 


funds — market value basis 


Earnings per share 
— basic | 34.57 35. 
— fully-diluted | 32.18 298.8 

Dividends per share 

— preferred ordinary 10.50 | 

-— -ordinary | | 10.50 —— 4.00 


‘Net assets per share — - market value basis p 7 n u E 3.47 «m 


"Jardine Strategic Holdings Limited 
Incorporated in Bermuda with limited liability 


The Register of Members will be closed. from 4th to. Bth. May 1992 inclusive to identify t i086 alanine tl entitied to the propos sed : 

USg8.5 per ordinary and preferred ordinary share respec ively. which will, subj al at the Annual General Mee 

payable on 16th June 1992. Shareholders. registered or a se of the er : la of members who wish ie 

a ‘Dollars ar Shareholders registered on. the. Hong Kong. branc lo receive their dividend i 
COME -rE of the Cor 3 frans nis Shareholders whose ebd 
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js A By Louise do Rosario in Tokyo 


c T: he rise and fall of Kitaro Watanabe, 





founder of Azabu Building, is a mir- 

ae ror of Japan’s recent boom-to-bust 
c. property cycle. Watanabe, who started out 
| as a small used-car dealer, became one of 
= the world's richest men in the 1980s by 
X speculating through Azabu in Japan's 
_ equity and property markets. Today, the 
58-year-old businessman's company is 
umbered with assets that have slumped 
in value and with debts it cannot pay 





























E Azabu owes 69 creditors an estimated 
/760 billion (US$5.7 billion), an amount 
believed to be close to the current value of 
` àts property assets. Mitsui Trust & Banking 
< Corp. is the most exposed lender to the 
: unlisted company, with Y255 billion of out- 
standing credit. Other main creditors are 
Mitsui Leasing, Mitsubishi Trust, Chuo 
Trust, Yasuda Trust and Toyo Trust. 

» -Azabu has been undergoing a creditor- 
forced restructuring since February, 
igh some analysts believe the techni- 
ly insolvent company is being disman- 
d. They believe Azabu has been kept 
erating only because the company's 
rvous creditors want to dispose of its 
ets with minimal disruptions to a weak 
perty market. 

One of the first moves made by Azabu's 
reditors was to name Toshimi Shibata, 
| Mitsui Trust official, as president. 
Watanabe, who is believed to own a ma- 
ority stake in the company, which does 
Ot disclose such information, was given 
he largely powerless position of chairman. 
The bank wants to ensure that Watanabe 
.. will not make any profiteering moves. 

. Watanabe was able to obtain the large 
«. amount of financing because Mitsui Trust, 
^. currently the third-largest trust bank in Ja- 
^. pan, wanted to overtake Mitsubishi Trust 
in the No. 1 spot. Also, Watanabe appeared 
to be riding a wave of success as he had 
« accumulated quality collateral in the form 
n% large prime-property sites in Tokyo. 
By the late 1980s, Azabu's property as- 
sets, which were mostly in Tokyo, were 
valued at more than ¥1 trillion. But as 
\ Natanabe's wealth grew, he increasingly 
ecame known for his activities on the To- 
yo Stock Exchange (TSE). 

: Azabu’s most famous manoeuvre on 
he TSE was the gradual acquisition in the 


















ufacturing, a car-parts manufacturer 
de: doro Motor Corp. The shares 


"1980s of 54 million shares of Koito - 


apanese firm kept alive by creditors 


were passed on to US businessman T. 
Boone Pickens, who tried and failed to gain 
a seat on Koito’s board of directors. Azabu 
took the shares back last year, sustaining a 
loss of ¥100 billion as a result of their de- 
cline in value. (The company’s most widely 
known overseas acquisition occurred in 
1986, when it bought the Hyatt Regency in 
Waikiki, Hawaii, for US$245 million.) 

Azabu's story is similar to those of 
Itoman, Shuwa and Daiichi Real Estate. 
The stock and property holdings of these 
companies were also rapidly acquired by 
executives through loans extended by 
banks wanting to bolster earnings. 

In addition, analysts point out that 
Itoman, Shuwa and Daiichi Real Estate 
have been saved from collapse only be- 
cause of the damage it could do to their 
creditors' balance sheets. Consequently, the 





Japanese media have given all four com- 
panies the acronym AIDS — from the first 
letters of their names — because of the se- 
rious problems they pose for their credi- 
tors. 

Itoman, which made headlines in 1990 
with the revelation of its vast financial 
scams, is under a huge rescue operation by 
Sumitomo Bank, its main creditor. With a 
debt load of Y1.36 trillion, the big trading 
company has been selling assets in recent 
months to stay financially viable. 

Daiichi Real Estate, a housing and hotel 
developer, has debt of Y440 billion largely 
because of a buying spree of overseas tro- 
phy properties such as Tiffany Centre in 
New York City. Many of the company's 
projects have been put on hold or are on 
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the company attempt: 
to X146 billion by March 1994 as 
required y creditors led by Mitsui Trust. 

Shuwa made its name in office rentals, 
but the company's reckless move intc 
speculative stocks and property has re- 
sulted in a Y1 trillion debt burden. Shuwa 
is unloading many of its equity holding: 
for cash to keep up with interest payment: 
on its loans. 

But unlike Itoman, Daiichi and Shuwa, 
which have sources of revenue other than 
property speculation, Azabu has limited 
revenue outside land speculation. Conse 
quently, Azabu started to have problem: 
meeting interest payments in early 1991, 
when land prices began falling sharply. In 
its fiscal year ended on 30 May 1990, 
Azabu's interest payments amounted tc 
Y60 billion. In the year, the company re- 
ported a profit of Y13 billion on revenue ol 
Y67.9 billion. 

In early 1991, Watanabe promised credi- 
tors that in exchange for a rescheduling ol 
Azabu's loans, he would sell Y200 billion 
of the company's property by 30 May 1991 
to pay off part of its debt. But with stricter 
government controls on real-estate lending 
implemented since April 1990 and with 
land prices collapsing, he could sell only a 
few car parks worth Y50-60 billion. 

According to the latest statistics from 
the National Land Agency, commercial- 
land prices in Tokyo dropped by 6.9% in 
January on a year-on-year basis, the first 
decline since 1975. In 1987 and 1988, prices 
for commercial property rose 30.1% and 
46.675. The lower prices have resulted in 
fewer property transactions, as owners are 
reluctant to sell at heavy discounts what 
they bought at sky-high prices. 

With no end in sight to low property 
prices, Mitsui Trust took over Azabu's 
management to prevent an unloading of 
its assets on to the property market and to 
appease other increasingly impatient credi- 
tors. The bank has good reason to ensure a 
gradual, quiet disposal of Azabu's assets 
to keep a feeble property market from fur- 
ther weakening. Analysts say the bank has 
about ¥600 billion in outstanding loans 
mostly to troubled major real-estate com- 
panies. 

Delayed interest payments and a con- 
tinuing drop in Japan's equity and prop- 
erty markets have substantially crimped 
Mitsui Trust's earnings. In the fiscal year 
ended on 31 March 1991, the bank's o 
rating profit plummeted to ¥47.74 billion 
from a record ¥127.7 billion two years ear- 
lier. For the year ended on 31 March 1992, 
analysts expect the bank to report a profit 
of ¥32 billion. 

Meanwhile, Mitsui Trust is planning for 
Azabu to become a much smaller entity. 
The company has agreed to sell ¥280 bil- 
lion of its property assets by 1994 in ex- 
change for a cedit suspension of inter- 





























This May, leaders from Asia’s banking industry will gather in Hong Kong 
for the 25th annual meeting of the Asian Development Bank. To commemo- _ 
rate this event, the Far Eastern Economic Review will publish a special — 
editorial Focus in its May 7 issue. 









The Review has reported extensively on the ADB since the bank's 

inception. This longstanding relationship specially qualifies the Review t 
- provide the most comprehensive analyses of its policies anditsroleinthe . 
-> future of the Asia-Pacific region. 










Advertisers in this Focus will receive the additional benefit of a specia 
distribution of the issue to delegates and attendees of the: meeting 
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Mickey Mouse and family: success for Disneyland bred failing competitors. 


PROJECTS 


Woes in wonderlan 


Japan's resort boom turns to bust 


By Louise do Rosario in Tokyo 


apanese developers have bumped up 

against harsh reality in the world of 

fun and fantasy. A carefree rush to 
dot the landscape with amusement parks, 
ski resorts and golf courses has been 
stopped in its tracks, with dozens of 
projects either shelved or scaled down. 

Many schemes have still gone ahead, 
despite poor prospects. One such is the 
Y540 billion (US$4 billion) restoration of an 
ancient Dutch settlement in Nagasaki, 
which opened in late March. It aims to at- 
tract 4.2 million visitors a year, a seemingly 
unattainable target. 

Those facilities that have opened for 
business have had difficulty attracting 
enough customers to cover rising operat- 
ing costs. The average Japanese may no 
longer be wedded to the "all work and no 
play" ethic, but he has not become so 
frivolous as to squander his hard-earned 
yen on expensive, sometimes poorly man- 
aged recreational attractions. 

The pall over the leisure industry con- 
trasts markedly with the upbeat mood of 
only a couple of years ago. Then, develop- 
ers were anxious to cash in on a workforce 
that was taking more holidays and had 
more money to spend. On average, 
Japanese took 1.34 tours in their home 
country in 1990 compared with one tour in 
1986. 

The resort industry had earlier been 
given a big boost by the so-called "leisure 
law" promulgated in June 1987, which was 
partly designed to mollify foreign critics 
who claimed that Japan's trading strength 
was built on an overworked labour force. 
Under the law, infrastructure development 
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for leisure facilities that met certain re- 
quirements would be eligible for preferen- 
tial treatment. 

Infrastructure plans have been ap- 
proved for 35 of Japan's 47 prefectures. If 
all the plans were implemented, they 
would involve investment of ¥10 trillion 
and cover 14% of Japan's land area. This 
would translate into an additional 155 ski 
slopes, 265 golf courses, 130 hot-spring re- 
sorts and 107 marine clubs. 

But local governments are now having 
second thoughts about their involvement 
in such projects, which are facing growing 
opposition from environmentalists. An- 
other problem is finance now that bank 
loans are beginning to dry up. 

The success of the Japanese version of 
Disneyland, the country's first theme park, 
has encouraged a plethora of imitators 
since it opened in 1983. For Disneyland, 
revenue doubled to nearly Y150 billion in 
the seven years to March 1991. It receives 
50,000 visitors on Sundays, the highest 
number of any amusement park in Japan. 
Inspired by this example, there have been 
133 major proposals for theme parks in the 
past nine years, pushing such investment 
to an estimated Y600 billion this year, ac- 
cording to the Ministry of Construction. 

But the picture has soured. A ¥1.2 bil- 
lion Festival Village opened in July 1989 in 
Kagawa in southwest Japan and closed 15 
months later. Only 33,000 customers 
turned up in the first 12 months, not even 
within sight of the annual target of 300,000. 
Another struggling project is the 48-ha, 
Y4.5 billion Canadian World in Hokkaido 
which is falling well short of its annual 
break-even figure of 400,000 customers. 

Many of the companies behind the 
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theme parks treated them as a "side" busi- 
ness. Feasibility studies usually presented 
conclusions that were fancifully optimistic, 
and marketing strategies were not aggres- 
sive enough. In some cases, supporting in- 
frastructure such as public transport was 
insufficient. ^The people who drafted these 
plans are themselves hardworking salary- 
men who have little idea of how to play or 
to entertain," notes one observer. 

Industry sources estimate that at least 
10 proposed major theme parks have ei- 
ther been postponed or cancelled as devel- 
opers have become nervous about the 
growing number of failures. Rising land 
prices have also made plans drafted years 
ago no longer viable. 

In 1987, for example, trading giant 
C. Itoh planned to build a European-style 
park at the foot of Mt Bandai, northeast 
Japan, based on a land cost of Y30 million 
per ha. In 1990, the firm abandoned the 
plan despite many feasibility studies be- 
cause landlords there demanded Y165 mil- 
lion per ha. 

Golf courses are having an even more 
difficult time than theme parks. Specula- 
tive fever and a then-unsatisfiable demand 
pushed the average cost of membership at 
the top 158 golf courses in the Kanto area, 
where Tokyo is located, from around ¥10 
million in 1985 to a peak of Y44 million in 
February 1990. The number of golf courses 
rose from 1,500 in 1987 to nearly 2,000 this 
year, according to industry estimates. 

But greater supply and a more unset- 
tled economy have seen the cost of mem- 
bership at a Kanto club drop by half to Y22 
million, the level five years ago before the 
boom began. As nervous bankers call in 
loans from over-stretched golf developers, 
projects are left half-finished or cancelled. 

Some developers who have used the 
deposits of club members to speculate in 
land and stock have been trapped as asset 
prices have fallen. Companies such as EIE 
International have been forced to sell their 
golf resorts to pay off their debts. Misawa 
Homes, an established real-estate firm, 
boasted in 1990 that it would build 100 golf 
courses within a decade; this yeas, it de- 
layed work on half its planned courses. 

Developers of "resort mansions" 
which offer small holiday or retirement 
homes near a hot spring or a beach — are 
also running the risk of glutting their niche 
market. In 1984, there were 793 apartments 
for sale; in 1990, there were 16,273 units. 
Prices nearly doubled over the same pe- 
riod, from Y350,000 to Y650,000 a m*. 

Resort developers remain hopeful that 
business will pick up and that postponed 
plans can be revived. But next time it will 
not be so easy to level hills and chop down 
trees to create a golf course or a ski slo 
Opposition politicians have called for a re- 
vision of the Leisure Law to ensure that 
environmental protection has priority over 
resort development. x 
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Minister in a muddle? 


Malaysian finance chief under fire 


By Doug Tsuruoka in Kuala Lumpur 





alaysian Finance Minister Datuk 

Seri Anwar Ibrahim is under fire 

from inside and outside the gov- 
ernment. Scarcely a year after taking office, 
his star is falling back down to earth after 
two controversial decisions: the with- 
drawal on 25 March of strict new guide- 
lines on foreign investment and the award- 
ing of a M$2 billion (US$775 million) 
telecoms contract to five foreign-led firms. 

Anwar's competence in economic mat- 
ters has come under critical scrutiny, nota- 
bly his forecast of about 8.5% growth in 
real GDP in 1992, Such bullish planning has 
aroused fears that inflation and other 
counter-productive economic forces will go 
unchecked. 

The finance minister has also been re- 
proached for his perceived ambivalence on 
regulatory issues. One example cited is 
Anwar's heavy hints to the financial sector 
that he would lift a Finance Ministry direc- 
tive limiting to 10 the number of broker- 
ages listed on the Kuala Lumpur Stock Ex- 
change. But the restriction stands, and 
small firms seeking market capital are 
forced to merge with larger listed partners. 
"| don't believe anything Anwar tells me 
any more," says one critic. 

Some attacks against Anwar are politi- 
cally motivated, as he is known to regard 
himself as a natural successor to Datuk Seri 
Mahathir Mohamad, when the prime min- 
ister decides to stand down. Such ambi- 
tions have brought him into conflict with 
Deputy Prime Minister Abdul Ghafar 
Baba, a seasoned party player who also has 
designs on the top spot. 

Leaving aside the political rivalries, 
Anwar's actions (and, at times, inaction) 
have embarrassed the government on 
more than a few occasions. The latest con- 
troversy focused on the belated official de- 
cision to withdraw tough new rules on 
foreign and domestic investment. The 
cabinet decided to jettison proposals made 
by the powerful Foreign Investment Com- 
mittee, which traditionally ensures com- 
pliance with ethnic quotas espoused by the 
Malay-led government. 

The draft rules sought to roll back eq- 
uity ownership by Chinese family interests 
in local companies and would have re- 
stricted foreign investors to a 30% interest 
in joint ventures with Malaysian partners. 
But they were withdrawn after liberals in 
Malaysian financial circles and in the eth- 
nic-Chinese business community loudly 
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protested that they would 
badly damage the invest- 
ment climate. 

Sources say the coup de 
grace was delivered when 
International Trade and 
Industry Minister Datuk 
Seri Rafidah Aziz, a strong 
advocate of overseas in- 
vestment, mounted a be- 
hind-the-scenes effort to 
have the draft rescinded. 

Anwar, a former Is- 
lamic student activist, was 
alleged to be a closet sup- 
porter of the pro- 
bumiputra proposals. In an 
interview with the REVIEW, 
Anwar denied that he sup- 
ported the guidelines and insisted he had 
suggested they be withdrawn. 

^| proposed that this whole thing [the 
guidelines] should be shelved because of 
the misunderstanding,” said Anwar. “I 
took the initiative, that it was better to stick 
with the status quo." 

The awarding of the telecoms contract 
ignited a fire from which Anwar did not 
escape unsinged. One of the five successful 
bidders, Alcatel Alsthom of France, is act- 
ing in tandem with Yayasan Bumiputra 
Pulau Pinang, a foundation affiliated with 
the Penang branch of the ruling United 
Malays National Organisation. Anwar 
served as chairman of the foundation be- 
fore he resigned to become finance minis- 
ter on 15 March last year. 

Anwar has denied that favouritism 
played a role in the contracts, saying he 
has had "hardly any dealing" with the 
Penang foundation since he became fi- 
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Anwar: government pressure. 
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nance minister. Telekom Malaysia, which 
requires the installation of up to 4 million 
new digital phone lines, has issued a state- 
ment denying that the finance minister in- 
terfered in the choice of suppliers. 
Criticism of Anwar on economic mat- 
ters remains pointed. Even central bankers 
note that inflation remains more than just a 


passing concern and will 
5» stay around 4.5% in 1992, — 
5 Sta} 


The country’s current-ac 
count deficit, according to 
the central bank's latest es- 
timate, reached M$12 bil- 
lion in 1991 and is ex- 
pected to swell to M$13.4 
billion this year. 

Some analysts accuse 
Anwar of relying on 
overly robust growth esti- 
mates to create a favour- 
able impression with Ma- 
laysian voters. This rosy 
view of the nation's likely 
economic performance, 
say the analysts, obscures 
obvious perils if prudence 
is sacrificed. Anwar insists 


his figures are realistic: "I don't think we - 


should take a political decision to put à 
conservative estimate [on growth]." The 
minister's supporters point out that the 
central bank has published a growth fore- 
cast for 1992 of 8.7%, even higher than 
Anwar's projection. 

Other observers say the former educa- 
tion minister, who has no formal training 
in economic or financial affairs, has caused 
confusion by failing to provide construc- 
tive guidance in a number of corporate 
takeovers and mergers over the past year. 

The most recent examples quoted are 
aborted, government-sponsored plans to 
merge two of Malaysia's largest commer- 
cial banks — United Malayan Banking 
Corp. and Development and Commercial 
Bank — and a continuing takeover drama 
involving Malayan United Industries. 

Anwar also does not hide the fact that 
he has higher ambitions and that the fi- 
nance portfolio is a rung on the ladder to 
higher office. Diplomatic sources say that 
Anwar has become highly visible at official 
gatherings because of the large number of 
followers and bodyguards which are part 
of his retinue. 

Anwar' greatest weakness, however, 
may be his overly accommodating political 
style. Some say this puts a premium on 
making friends and that hard, but neces- 
sary, decisions are eschewed for the sake 
of easy popularity. 

Others say Anwar's efforts to dissociate 
himself from his former associates in the 
Penang foundation have been unconvinc- 
ing, and have invited criticism among con- 
servative Malays who for religious reasons 
take a dim view of money-making activi- 
ties. n 
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Tasman express 


Keating pushes for single aviation market 


By Colin James in Wellington 


ustralian Prime Minister Paul Keat- 
A ing’s drive to create a “single mar- 
ket” in aviation throughout Aus- 
tralasia is giving one of the flag carriers, 
Air New Zealand, a bumpy ride. The 
problem may complicate talks over the 
closer economic relations (CER) agreement 
to promote free trade with Australia 
The issue revolves around the right of 
airlines of each country to carry passen- 
gers between airports of the other country 
and third countries. Air New Zealand 
wants to share this with Australia’s flag 
carrier, Qantas, which owns 20% of Air 
New Zealand. This, it says, is because 
Qantas already enjoys these rights in flights 
to the Americas and Fiji via New Zealand. 
Keating's idea of a single market would 
deliver such rights to Air New Zealand, 
but he has said flatly that New Zealand's 
flag carrier would receive the rights only 
when Australian domestic airlines gain 
them. This has concerned officials in Wel- 
lington whose guarded reaction to Keat- 


Back across 
the causeway 


For the first time in nearly five years Ma- 
laysian and Singaporean investors are fa- 
vouring the ringgit over the Singapore 
dollar. Substantial bank deposits held in 
Singapore dollars are moving across the 
causeway to Malaysia, taking advantage 
of higher yields available on the Malay- 
sian ringgit. 
No official data is available from ei- 
ther Malaysia or Singapore to confirm 
the trend, e dan 
anecdotal evidence. They stes 
companies and individuals that haue pre- 
viously kept their savings in Singapore 
dollars to avoid the ever-depreciating 
ringgit are now shifting their funds back 
to Malaysia for higher deposit yields. 
Sources add that it is Malaysian funds 
rather than Singaporean savings that are 
making their way back to Malaysia. 
There are no exchange controls in either 
country, making it easy to move money 


ing's original proposal, made in his eco- 
nomic statement on 26 February, was that 
the single aviation market was welcome, 
but only if the issue of air rights was not 
dealt with as the last item on the agenda. 

Keating's proposal appears aimed at 
benefiting domestic Australian travellers in 
the wake of the collapse in late 1991 of 
Compass Airlines, which challenged the 
two established domestic carriers, Ansett 
and the government-owned Australian 
Airlines. Qantas is expected to fly some of 
the routes. But Air New Zealand is 
unexcited about the idea of starting up in 
Australia. 

A single market would also put Air 
New Zealand under pressure across the 
Tasman Sea where 10 airlines currently 
operate. For its part, Ansett has repeatedly 
expressed interest in flying the Tasman. 

Keating's ideas would be more popular 
with travellers than with the airlines. A 
study last year found that New Zealand 
(as distinct from its airline) could benefit 
by NZ$12-40 million (US$6.6-22 million) a 
year and Australia by NZ$47-110 million 


between the two neighbours. The one- 
month Singapore interbank rate is now 
hovering around 3.25%, compared with 
Malaysia's one-month interbank rate of 
about 8%, a difference of nearly five per- 
centage points, and enough to protect 
against even a possible 5% depreciation 
of the ringgit this year. From 1987 to late 
1991, the Malaysian ringgit depreciated 
roughly 23% against the Singapore dol- 
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as a result of lower fares and more fre- 
quent flights in a single market. Keating is 
pushing the deal hard: he has reportedly 
set a deadline of July for agreement on 
common immigration procedures. 

The affair may have another dimension. 
In the current review of the CER agreement, 
which also covers issues of shipping, tax 
and business law, New Zealand has been 
seeking a relaxation of the 50% Australa- 
sian-content rule for free trade in goods. 

However, New Zealand Trade Negotia- 
tions Minister Philip Burdon says that he 
does not expect Keating to use the aviation 
issue as a lever. The REVIEW understands 
that negotiations have rejected a lower-con- 
tent rule, but that flexibility is likely to be 
introduced in the treatment of mixed-ori- 
gin goods; the application of overheads; 
packing and packaging; the calculation of 
exchange-rate movements; and a 2% low- 
ering in certain specific cases. 

Of particular interest to New Zealand is 
the setting up of a working party on the 
automobile market. New Zealand's assem- 
bly-only industry, which has made dra- 
matic improvements in productivity and 
quality, is unable to export to Australia 
because of the 50% content rules. But both 
markets might benefit from some rationali- 
sation — for instance, permitting Nissan 
cars assembled in New Zealand to be ex- 
ported to Australia, where Nissan recently 
announced the closure of its car-making 
facilities. w 


lar, as the Malaysian Government sought 
to improve export competitiveness, and 
as the strong Singapore economy regis- 
tered hefty strong current-account sur- 
pluses. 

However, since late last year Singa- 
pore’s monetary authorities have begun 
pushing down interest rates to counter- 
act a slowing economy and to prevent 
the Singapore dollar from appreciating 
too fast. As this occurred just when their 
counterparts in Malaysia began driving 
up interest rates to cool the nation’s 
overheated economy, the divergence be- 
tween deposit yields in Singapore dol- 
lars and Malaysian ringgit became pro- 
nounced. 

The prospect of this trend continuing 
in the long term, however, appears un- 
likely. Analysts say that over the next 
three years the Singapore dollar is likely 
to appreciate further against the Malay- 
sian ringgit. The reason: the Malaysian 
economy will remain dependent on a 
cheap currency to keep its exports com- 
petitive, while the Singapore currency 
will feel the of appreciation 
given the city-state's official re- 
serves of more than S$50 billion (US$30 
billion). m N. Balakrishnan 
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“Look after this 
planet, it’s the only 
one we have” 










A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 













Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever 
growing human population 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 




















Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health ofour 
planet, itis the only one we have. 





















Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 
















WWF 
World Wide Fund For Nature 
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Pause for breath 


Taiwan's foreign investment will grow more slowly 


aiwanese companies are again 
looking to expand overseas after a 
year of retrenchment. The outflow 


| is unlikely to match the flood of cash to 


foreign shores in 1988-90, when more than 
US$16 billion poured forth from the island, 
mostly to Southeast Asia. But total overseas 
investment should exceed US$2 billion this 
year on the back of strong corporate earn- 
ings and a local currency that is no longer 
appreciating. 

The New Taiwan dollar appreciated 
steadily from last March to January this 
year, rising to US$1:NT$25 from NT$27.5. 
Since early last month, the local currency 
has depreciated slightly to US$1:NT$25.5. 
Local interest rates have also dropped, en- 
couraging portfolio and corporate inves- 
tors to take their money out of local finan- 
cial instruments. 

Given the lag between exchange-rate 
fluctuations and investment decisions, Kuo 
Wen-jeng of the Chunghua Institute for 


COMPANIES 


Economic Research predicts that by mid- 
1992 outbound investment will be clearly 
on an upswing. Although outbound in- 
vestments slowed sharply in 1991 — to an 
estimated US$1.9 billion, according to the 
Central Bank of China — Taiwan contin- 
ued to be a net exporter of capital. 

Still, the downward trend is clear. Out- 
bound investment peaked at US$7 billion 
in 1989, as confidence in the local economy 
hit a low point, then dropped to US$5.2 
billion in 1990 and fell sharply last year. 

Now the pace is picking up again. The 
extent of the capital outflows is difficult to 
measure, however, as investment data is 
not very reliable. Many Taiwanese com- 
panies still do not register overseas projects 
with their government, while host-country 
data often fails to distinguish registered 
capital from portfolio investment. 

Major new overseas investment projects 
already announced this year include: 
Hualon-Teijran’s diversified US$270 mil- 
lion investment proposal for Malaysia, and 
a planned US$300 million resin plant in 


At the controls 


By Rigoberto Tiglao in Manila 





Two months after a sealed-bid auction, 
Antonio Cojuangco and his family have 
emerged with unassailable managerial 
control of privatised flag-carrier Philip- 
pine Airlines Inc. (PAL). The family's cap- 
ture of the airline will confirm its position 
as one of the most powerful business 
groups in the country, but it has taken on 
a huge debt burden that could seriously 
weaken its balance sheet. 

PR Holdings, the corporate vehicle for 
the P9.64 billion (US$375 million) pur- 
chase of 67% of the government's shares 
in PAL, handed over a part-payment of 
P7.51 billion before the government's 
deadline of 25 March. A standby letter of 
credit was submitted by the company to 
cover the remaining P2 billion, which is 
due to be settled by 25 June. 

The successful tender by the company 
was announced as being worth P9.78 bil- 
lion, or P10.2 billion if expenses are in- 
cluded, which included a component de- 
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nominated in US dollars; the dollar has 


since weakened against the peso. 
The initial tion was that PR 


Holdings would be a vehicle dominated 
equally by the Cojuangco group and 
the Andres Soriano family of San Miguel 
Corp. However, a new Cojuangco do- 
minated firm, Aeropartners, has emerg- 
ed as owning 54% of PR Holdings. The 
next biggest stockholder is Cumulus 
Holdings, which is led by the Bank of 
the Philippine Islands and includes 12 
diverse groups. Three Soriano-controlled 
firms own a combined 9.5% of the 


equity. Tr 

Out of the 15 new board members of 
PAL, seven are from the Cojuangco bloc, 
which ensured Antonio Cojuangco's ap- 
pointment as chairman and president. 
(The Cojuangco bloc represents one wing 
of a clan which also contains President 
Corazon Aquino and her estranged 
cousin Eduardo Cojuangco.) 

Six seats on the board have been taken 
by the government, which has an effec- 
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Texas by Chi Mei Industrial Co. Further, 
Tatung Co., Taiwan’s largest appliance 
manufacturer, has expanded its distribu- 
tion networks in Europe, while Mitac In- 
ternational recently purchased the Califor- 
nia-based Compac Electronics Inc. for 
US$6.4 million to expand its distribution 
network in the US. 

There also have been shifts in investor 
interest, especially within Southeast Asia, 
where more than US$12 billion in cumula- 
tive Taiwanese investment has landed, 
according to the Ministry of Economic 
Affairs. 

The lion’s share of Taiwanese capital in 
Southeast Asia has gone to Malaysia, with 
some US$1.4 billion in 1991 alone, accord- 
ing to Malaysian authorities. High labour 
costs relative to other Southeast Asian 
countries, along with the possible loss of 
special tariff privileges for exports to the 
US, have made Malaysia less attractive 
than before. 

Thailand, the first country in the region 
to liberalise its investment incentives in the 
mid-1980s, is still attracting Taiwanese 
manufacturers despite its strained infra- 
structure. Investors say tax incentives re- 
main strong and relations with Chinese 
managers have been free of the ethnic 
tensions found elsewhere in the region. 

Thailand is now attracting investments 
by electronic companies that had originally 
been planned for Malaysia. Tatung Co., 


tive 46% in PAL its 
interest in PR Holdings and its 33% direct 
share in the airline, The other two board 
directors are the president of the Bank of 
the Philippine Islands, Xavier Loinaz, 
representing Cumulus Holdings and 
Andres Soriano III. 

The 54% stake by Aeropartners in- 
volved a mammoth investment of P5.5 
billion (including the takeover expenses), 
an amount which sources claim the 
Cojuangco family could not have raised 
on its own. The clan has retained intact its 
11% controlling stake in telecommunica- 
tions fhnonopoly Philippine Long 
Distance Telephone Co. (PLDT), and 
has resisted running down its 


Ms | owns Philippine Airlines 
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Chuntex Electronics Co., and Compal Elec- 
tronics are now said to be shifting their 
investment focus towards Thailand. 
Investment in Indonesia has also been 
growing modestly, despite exorbitant local 
interest rates, high levels of corruption, and 
poorly developed infrastructure. Indonesia 
has the lowest wage rates in the region and 
a reliable workforce, say investors, which 


institutions because banks are limited to 
lending no more than 25% of their net 
worth to a single borrower. The country's 
three biggest private banks each have net 
worth of only about P3 billion. 

PR Holdings initially had been seek- 
ing foreign investment of at least US$100 
million. However, only a paltry US$2 
million in foreign money has been real- 
ised, from Singapore-based venture-capi- 
tal firms NIF Management and Walden 
Investments. Sources in AB Capital say 
that expected foreign investors backed 
out, saying they would prefer to wait un- 
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remains an important draw for laiwan's 
more labour-intensive industries 

Vietnam is the fastest growing destina- 
tion for Taiwanese investors, with invest- 
ments of more than US$500 million last 
year. The Philippines, however, is no 
longer attracting investors, though Filipino- 
Chinese businessmen in Taipet are hopeful 
that after the Philippine presidential elec- 
tion investor confidence will return 

Mainland China, though, remains the 
preferred destination for many small- and 
medium-sized manufacturers. The govern- 
ment-affiliated Chunghua Institute con- 
servatively estimates that at least 4,000 Tai- 
wanese companies have invested in China, 
mostly in labour-intensive manufacturing 
operations. These firms can earn a retum 
on investment in 18-24 months, sav invest- 
ment analysts, or roughly one year sooner 
than in Southeast Asia. 

Taiwan sources say that (indirect) cu- 
mulative investment in China now totals 
US$2 billion. Peking claims the figure is 
closer to US$3 billion. Despite higher 
transport costs, corruption and problems 
with retaining local staff, Taiwanese 
manufacturers say they can quote prices 
for Chinese-manufactured products at 20- 
40% less than those made in Taiwan. Man- 
agers add that a common language enables 
them to train workers more quickly in 
China and to establish a factory in less time 


than elsewhere. 


til after the May general elections before 
making major commitments, 

The company had also earlier planned 
to sell its shares at minimum lots of P100 
million to investors who had not been 

of the winning consortium. But to 
date, the investor line-up in PR Holdings 
largely comprises the same elements that 
were in the original grouping. 

REVIEW sources say there has been 
some apprehension among investors that 
the PAL sale would become mired in Phi- 
lippine politics, as the airline is vulner- 
able to government dictates on routes and 
domestic fares. 

The Cojuangco and the Soriano 
.$ groups are known to support 


other corporate holdings. .54 Aeropartners presidential candidate Fidel Ra- 
"The amount obviously was "(Antonio Cojuangco mos. The fear is that if Ramos loses 
raised through loans, most and others) the May presidential election, the 
ably including a major chunk from Cumulus Holdings winning candidate could be an- 
Equitable Bank, one of the minor- Soriano companies — 'ABOnistic to the new PAL owners, 
ity shareholders in Aeropartners," £ ee, | itis particularly since the deal was 
notes an investment banker. Of- ===> PR Holdings | 7-5 Philippine struck during the closing days of 
ficials of the Soriano-owned AB bac + Ba the Aquino administration. 
Capital and Investment Corp. — 1 75 . Development Bank In any event, the Cojuangco 
the investment banker for the take- de ofthe Philippines group faces uncertain months 
over — declined to disclose how overnment ahead. Its easy recourse would be 
Aeropari raised the money. mtn imas Lad to lighten its debt burden by sell- 
Such a sum could not have been | Seaton: PR Holdin ing off a chunk of its shares in PR 
borrowed from a small number of | | i K Holdings at à high premium. œ 
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INVISIBLE HAND 


Contrary Korea 


Conventional wisdom has it that the poor showing of the ruling party in South 
Korea's 24 March legislative elections means easy money, higher inflation and 
continued policy drift. The ruling Liberal Democratic Party (LDP) saw its majority 
in the National Assembly cut sharply, sparking expectations of economic pump- 
priming before the presidential elections in December. This dismal prognosis may 
be half-right, but there could be a glimmer of good news amid the gloom. 

The pessimistic scenario is simple: the ruling party will try to ensure that its 
man — whoever that might be — is elected president. Although most economists 
believe the economy is growing too quickly, politicians want even faster expansion 


. to keep voters happy. That will mean higher inflation and another postponement 


of the inevitable reckoning for the South Korean economy. 
The Ministry of Finance will continue to be under political to ease 
credit, especially through targeted lending. Politicians will also try to bribe farmers 


. by raising government rice prices and by channelling low-cost lending to them. 


So where is the news? A National Assembly with a solid conservative 


.. bloc in the form of the Unification National Party (UNP), which won 11% of the seats 
. in the nation's legislature, might subject the government's economic policies to 


some much-needed scrutiny. The UNP's easy-money policy is not the answer to 


_ South Korea's problems, but if it serves to spark a thorough public debate about 


South Korea's economic future, it would 


2 Not fast enough? serve the country well. 


Af OO» pP £t "* 
" é 


National Assembly 


Although economic growth is expected 
E Toren M MEN to top 8% this year, inflation is running at 
13- 10%. But it is just possible that some sort of 
anti-inflationary consensus could be built 
now that the ruling party's slim majority in 
the legislature will force it to negotiate with 
a more responsible opposition. 

Moreover, a more assertive National 
Assembly might take some of the stuffing 
out of South Korea's economic bureaucrats. 
During the 1988-90 period, when the com- 
bined opposition had a majority in the Na- 
tional Assembly, bureaucrats were much 
more solicitous of legislators. Administra- 
tive decisions were negotiated rather than 
imposed by fiat. This was an important step 
in building the new social contract that South Korea needs, but the three-party 

in 1990 did away with this sort of consultation. South Korea’s bureaucrats 
lack the ability to manage an economy that has grown vastly more complex. The 
might help officials shake the habit. 
The appointment of Cho Soon as governor of the Bank of Korea is an intriguing 





"87 «43°88 à '89  '90 :'91* "92! 
"Estimate — Forecast Source: REVIEW Data 


. element in the new equation. Cho, who took office the day after the elections, 
. could help push the process of structural readjustment that the economy so badly 
. needs. The new central bank governor served as deputy prime minister for eco- 


nomic planning and minister of the Economic Planning Board from 1988-90, so he 
is in the unusual position of having the clout to stand up to the Finance Ministry. 
Cho was hounded out of office two years ago by critics who whined that the 


. economy was in "total crisis" because growth had slowed to 6.7% in 1989. Pro- 


tected by a four-year appointment as governor, he is almost certain to outlast 
economic ministers, who recently have had an average tenure of one year. 
On taking office, Cho said the in bankruptcies was caused by corporate 


_ problems and not by a liquidity squeeze. He said his duty is to promote the health 
. of the entire economy, not a few firms. Cho's job will be tough, because South Korea 


. does not have a developed financial system. His most likely course, should he 
. pursue a hawkish path, would be to continue to cut down on property lending 


__ while channelling credit to manufacturing. Companies that leveraged themselves 


. too heavily would be allowed to go under. 


m Mark Clifford 
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AID 


Must do 
better 


Mongolia faces fresh 
scrutiny from donors 


By Peter Hannam in Ulan Bator 


oreign aid donors are losing patience 

with Mongolia. Hailed last year as 

the former socialist country that was 
moving fastest towards a market economy, 
Mongolia is now under pressure to speed 
up reform and reverse recently introduced 
anti-market policies. The latest multilateral 
agency to voice concern is the IMF. An 
agency mission to the Central Asian state 
in March concluded that “policy slippages” 
were compounding problems caused by 
the collapse of trade with the former Soviet 
Union. 

In a confidential report to the Mongo- 
lian Government on 5 March, the IMF mis- 
sion outlined a series of demands and rec- 
ommendations aimed at stabilising the 
country’s economy. Mongolia must show 
progress in these areas before it can take 
further drawings from a US$30 million soft 
loan granted by the IMF in August 1991. 

The IMF demanded two specific 
changes. First, the government was asked 
to eliminate its exchange rate for barter 
trade of 15 tugriks per US dollar, leaving a 
single official rate of T40 to the greenback. 
This is seen as a first step towards the IMF's 
goal of making the currency fully convert- 
ible. The blackmarket rate is now 
US$1:T200. 

Second, concerned about Mongolia’s 
negative real interest rates, the IMF re- 
quired the nation’s central bank to double 
the annual interest rate it charges on 
loans to commercial banks to 30%. The 
multilateral agency also wanted Savings 
deposit rates raised to about 509; from 


Mongolia’s IMF targets 


Tugriks billion US$ million 
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current 10% levels. 

To its credit, Mongolia reacted quickly, 
. and now meets IMF conditions in these two 
areas. Ulan Bator has also acted on IMF 
. advice to improve the environment for pri- 
. vate enterprise, particularly for those firms 

„engaged in foreign trade. The government 
. recently approved measures to waive ex- 
. port-licence requirements for processed 
. goods produced by private firms, as well 
as for goods that are sold on local com- 
modity markets. 

The IMF had pushed for other action, 
such as curtailing the power of local pric- 
ing commissions and replacing the export- 
licensing system with a customs registry. 
Neither of these reforms have been under- 
taken. Nevertheless, local analysts believe 
the IMF will rule that the government has 
done enough to qualify for continued 
multilateral aid. 

Some aid officials, however, believe that 
_ the IMF has not demanded enough. The in- 
. terest-rate increases, though substantial, 
- will do little to curb lending, they say. In- 
. deed, the IMF calculates Mongolia's annual 
inflation rate at 126%, well above the 
discount rate now charged to commercial 
- banks. March's doubling of prices for most 
 rationed goods will send inflation even 
_ higher. 

Moreover, the IMF has done little to 
force the government to reign in its spiral- 
- ling budget deficit. Ulan Bator's estimate 
- of a T24 billion deficit for 1992 (about 20% 
_ of GDP) now looks optimistic. Deputy Fi- 
nance Minister Dalrain Davaasambu says 
that the fiscal shortfall for the first quarter 
. could be as high as T1 billion. 

The problem is that expenditures con- 
tinue to rise while revenues are dropping 
due to lower trade and economic activity. 
Furthermore, "the new sales and customs 
. taxes are not in place, and the [corporate] 
tax is very difficult to collect,” says Da- 
vaasambu. The IMF has suggested the in- 
troduction of a general 1096 sales tax by 
July. But parliamentary elections are 
scheduled for the end of June, so the tax is 
_ likely to be delayed. 

Some aid officials believe that the IMF 
should also be more concerned about off- 
- budget items. State enterprises last year 
- lifted borrowings by T3 billion to more 
_ than T10 billion, contributing to the dan- 

. gerous growth in the money supply. 
- Still, even if the IMF had made greater 
. demands, there is no guarantee that they 
. would have been satisfied. Because Mon- 
 golia is still in the throes of a painful tran- 
- Sition to a market economy, it did not meet 
many conditions set for 1991-92. But aid 
donors believe that precisely because the 
transition is so painful, reform should be 
ed up. 

“The IMF should get tough with Mon- 
golia," says one World Bank official. "They 
have failed to meet almost every [IMF-set] 

target." * 
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ongkong is congratulating itself 
on the way it has managed to 
avoid the economic slowdown 
in the developed world. The 
most visible symbol of the territory's 
anomalous prosperity was the 62% rise in 
residential property prices in 199]. 

Monetary aggregates and other eco- 
nomic data show the strain the property 
boom has placed on the economy. They 
also demonstrate the onset of monetary in- 
digestion and suggest that the residential 
property boom has little to do with the 
strength of the Hongkong economy. 

In fact, the surge in real-estate prices is 
more likely to be a distortion caused by 
recycling wealth from Guangdong prov- 
ince through a banking system which likes 
to lend against Hongkong-based assets. 


Over the hump 








Year-on-year, 12 month moving 
average, adjusted for inflation 
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Trade statistics reflect Hongkong’s po- 
sition in the world rather better than its 
property market. However, data for the 
early part of the year provides an opaque 
guide: December's figures include the dis- 
torting effects of Christmas and the New 
Year, while the figures for January and 
February were jolted by the economic ef- 
fects of the Lunar New Year. 

Consequently, on a year-by-year basis, 
domestic exports fell 26% in January but 
they surged 21.9% in February. Similarly, 
though re-export figures for January were 
virtually unchanged throughout the year, 
in February, a leap of no less than 57% was 
recorded. Also, January's figures showed a 
22% collapse in the value of retained im- 
ports, while February's indicated a 38.7% 
recovery. 

Comparing December-February 1992 
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Beneath the froth 


figures with those from December-Febru- 
ary 1991 gives a clearer picture. The con- 
tours of the structural economic change in- 
volving Hongkong and southern China 
emerge: re-exports rose 31.4% to HK$140.9 
billion (US$18.1 billion), while Hongkong’s 
domestic exports were static at HK$53.9 
billion. 

However, a 4.1% rise in retained im- 
ports shown in the three-month figures 
may be misleading. This is the average of 
wild swings, and it represents a reversal of 
a declining trend which was a constant 
feature of trade statistics for almost six 
months. The underlying decline may rep- 
resent a weakening of domestic consumer 
demand and the effects of inflation. 

Monetary and banking statistics suggest 
that the fall in retained imports is linked to 
last year's property boom. The two indi- 
cators that show this most clearly are real 
Hongkong-dollar M1 and real M3. 

M1 growth steadily accelerated since 
the beginning of 1991 to around 8% by 
January, after shrinking for 18 months. As 
real M1 began to grow in mid-1990, so did 
real M3, reflecting a rapid expansion of 
Hongkong-dollar deposits. However, at 
the beginning of 1991, M3 growth began to 
slow sharply, reflecting a rundown in de- 
posits coinciding with the onset of the 
property boom. 

As steps were taken to rein in specula- 
tion towards the end of 1991, the slow- 
down of M3 growth was checked, and by 
January, real M3 was growing at just un- 
der 2% (year-on-year, on a 12-month 
moving average). This suggests that Hong- 
kong spent the turn of the year attempting 
to rebuild savings depleted by the previous 
year's property-buying binge. 

One sign of this is the underlying de- 
cline in retained imports. A second fndica- 
tion is the way in which residential rents 
have not kept pace with capital values; 
property analysts estimate that 25,000 flats 
currently lie empty. A third sign is anec- 
dotal evidence that the labour market is 
more sluggish than a 2% unemployment 
rate suggests. 

By contrast, there are increasing signs 
that after the Lunar New Year, the prop- 
erty market slipped the loose collar at- 
tached to it about three months earlier by 
banks, supported by Hongkong-dollar 
loans being made at a 19% higher rate than 
the previous year. The forces which trig- 
gered last year’s property explosion may 
continue to dominate an economy ex- 
pected to grow 5% this year against 3.9% 
in 1991. m Michael Taylor 


9 APRIL 1992 
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“Few in the steel industry would have thought 





it possible. But in little more than 20 years, our 
company has become the world’s third-largest 
steelmaker. Digital's open networking systems and 
services have been an essential part of our 
phenomenal growth ever since the early days,” said 
Lee Sang-Gil, General Manager of Computer 
System Planning, Pohang Iron and Steel Co., Ltd., 
Korea. 

"Digital knew what we wanted, and together 
we designed a system that has made POSCO a 
symbol of Korea's economic success. Digital's NAS 
(Network Application Support) open computing 
products and services helped us integrate 40 


different computer systems from various suppliers 
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for all aspects of our business— from management 
and finance to steel production 

"With complete control over manufacturing 
operations, our steel productivity and quality have 
exceeded our expectations. What's more, Digital's 
flexible approach to our computing needs means we 
can expand our operations as and when we like." 

Digitals computing solutions open your 
company to a world of choices you never thought 
possible. You can optimize your investment by 
integrating new and existing systems, data and 
applications. And our unique NAS products give you 
the assurance that solutions put in place today will 
work superbly with ones developed in the future — 
whatever industry you're in. 

For further information, write to Digital 
Equipment Corporation, Marketing Department, 20/F 


Fleet House, 38 Gloucester Road, Hong Kong. 


DIGITAL 
INTEGRATES ALL 
YOUR SYSTEMS 


AND OPTIMIZES 
YOUR 
INVESTMENT 


OPEN ADVANTAGE. 
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BANKING 


On the mend 


Hongkong helps Standard Chartered's recovery 





By Michael Taylor in Hongkong 


tandard Chartered Bank, the troubled 

smaller sibling of Hongkong & 

Shanghai Banking Corp., is enjoying 
a revival, thanks largely to profit generated 
from its Hongkong operations. The bank's 
results for 1991 are the first sign of the re- 
covery, with group pre-tax profit rising 
37% to £205 million (US$385 million). This 
was despite negligible asset growth to 
£23.5 billion and £130 million worth of 
writedowns in Britain alone. 

A sign of the renaissance is that Stand- 
ard Chartered is in the market to buy busi- 
nesses for the first time in many years. In 
February, it signed a letter of intent to buy 
£600 million worth of assets from Califor- 
nia's First Interstate Bancorp. 

Stanchart has been regarded as a lame 
duck since Lloyds Bank of Britain failed to 
take it over in 1986. Writedowns of 
developing-country loans pushed it 
into the red in 1987 and 1989, and it 
was hit particularly hard in Aus- 
tralia, where it wrote down £65 
million in bad debt in 1989-9]. 

Its troubles of the late 1980s have 
left behind one strange souvenir in 
the form of the enigmatic Malaysian 
banking tycoon Tan Sri Khoo Teck 
Puat, the largest shareholder in 
Stanchart. Khoo was drafted in to 
help fend off Lloyds Bank's unwel- 
come advances, shortly before it was 
found that he and his family had 
channelled US$654 million in loans 
from a Khoo-owned bank in Brunei 
to related companies in the region. 
Criminal charges were laid against 
him byt never pressed, while Khoo 
steadily increased his stake in 
Stanchart from 5.04% in 1989 to 
12.03% today. 

Tony Nicolle, general manager for 
Standard Chartered's Hongkong and 
China operations, and a former Hongkong 
banking commissioner, says: "We have 
sought to understand the intention behind 
his increasing shareholding, but we haven't 
established it." 

While Khoo remains a question-mark, 
there are no such doubts over Stanchart's 
operational improvements — most obvi- 
ously seen in the bank's earnings per share, 
which have moved from a loss of 152 
pence in 1989 to a profit of 44.3 pence last 
year. The recovery is mostly credited to the 
shake-up carried out by chairman Rodney 
Galpin, who left the Bank of England to 
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take over the helm in October 1988. Galpin 
has strengthened the capital base, by issu- 
ing shares worth £304 million and by sell- 
ing assets in the US, Britain and Singapore. 
Developing-country debt has been cut 
to US$1.1 billion, of which US$737 million 
is provided for. By contrast, uncovered de- 
veloping-country debt equalled 90% of 
shareholders' funds at the end of 1988. In 
addition, Galpin cut Stanchart's workforce 
while gingering up senior executives 
through a series of management-therapy 
sessions designed to attune participants 
more closely to the needs of the market. 
Yet the immediate source of the group's 
renewal has little to do with the London 
management and a lot do with the rapid 
growth in the profitability of Stanchart's 
East Asian operations. Trading profit in the 
region (even after including the bank's 
weak business in Australia) almost trebled 


Stanchart’s recovery 


£ million 


1989 1990 





The shake-up in Stanchart’s retail-bank- 
ing activities received most attention and 
was masterminded by Fred Enlow, a 
former US executive hired in 1986 from 
Bank of America. He was helped in two 
ways. First, Hongkong has a local banking 
cartel, which keeps retail interest-rate 
spreads artificially wide. Second, there is a 
growing local middle class, enriched by 
rising residential property values, financed 
by bank mortgages. 

The most visible aspect of the changes 
wrought by Enlow was in Stanchart's 
branches. Out went the hefty gold doors 
and bullet-proof glass. In came a brighter 
colour scheme and more accessible tellers. 

But the changes were not merely cos- 
metic. Personal financial managers came 
out from behind the counter. They were 
turned into product salesmen equipped 
with computers running credit-scoring 
programmes, which enabled them to make 
quick loan decisions. 

The range of retail financial products 
on offer was also overhauled. Jim 
Allhusen, Enlow's successor as head of 
Stanchart's retail business in Hongkong, 
says that every major customer product 
will have been changed in the six years 
to end-1992. 

Enlow has since been appointed 
head of Stanchart's global retail 
banking. From his headquarters in 
Singapore, he is attempting to apply 
the lessons learnt in Hongkong to 
the rest of the bank's retail opera- 
tions which are concentrated in the 
rest of Asia and parts of Africa. 

While Hongkong is generating 
most of Stanchart's profit the terri- 
tory is also to be the host to Galpin's 
most far-reaching organisational 
change. This involves the grouping 
of trustee services, custodial ser- 
vices, asset management and private 
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1991 banking under a single entity. Its 

Middle East and South Asia name is Equitor, a new company 

| based in Hongkong, whose manag- 
East Asia and Australia 


Source: Standard Chartered Bank — MN North Ameri 


to £172 million between 1989 and 1991. 
During this period, return on assets in East 
Asia jumped from 1% to 1.6%. Last year, 
all but £4.6 million of the group’s £189 
million net trading profits came from East 
Asian operations. 

The bulk of the bank’s profit is gene- 
rated by Stanchart's 117 branches in Hong- 
kong, 35 branches in Malaysia and 20 in 
Singapore. The growth in earnings reflects 
the spectacular dividends achieved by 
overhauling every aspect of Stanchart's 
presence in Hongkong since the mid-1980s. 
The initiative had "nothing to do with 
[chairman] Rodney Galpin or the focusing 
in the centre. It was a local strategy," says 
Nicolle. 
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ing director, Michael Brogan, is im- 
plementing a strategy which cuts 
across Stanchart's previous man- 
agement and sales structure. 

Brogan says that the aim is to develop à 
back-office operation that can provide 
economies of scale and predictability of 
service. He is hoping to sell these skills to 
both institutional clients and Asia's very 
rich. The Equitor factory started life last 
September with some US$10 billion under 
management and a further US$14 billion 
under administration. 

Brogan is initially concentrating on 
marketing Equitor to institutional US and 
European fund managers. In the long term, 
Brogan believes that private banking cen- 
tred in Asia will provide Equitor's growth, 
"because of the massive wealth that's go- 
ing to be generated over the next few 
years" in the region. e 
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Stimulus to sell 


| By Anthony Rowley i in ^ Tokyo C DER UN 


| 0.75% cut in the official: "isesuni 
: rate (ODR) announced by the Bank 


of Japan on 1 April was designed to 


| cement a package of official measures dis- 
. closed the previous day to stimulate the 
. flagging economy. With both monetary 
and fiscal measures now in place, confi- 
| dence is the only missing factor. 


The Tokyo stockmarket delivered its 


. immediate verdict by allowing the Nikkei 
| stockmarket index to plunge by over 600 
| points to around 18,700 — within an hour 
| of the discount rate being cut to 3.75%. 
| Even though this latest cut in the ODR is the 
. fourth since July 1991, taking the discount 

| rate down to its lowest level since Decem- 
. ber 1989, it had been fully discounted in 
| the stockmarket. A further cut of at least 
. 0.596 now seems essential for market re- 
| suscitation. 


Since the official Economic Planning 


: Agency announced on 19 March that Ja- 
_ pan's GNP contracted by 0.04% in the Oc- 
. tober-December period, fears have grown 
_ that the economy is headed for a recession. 
_ This is normally defined as two successive 
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Tokyo bourse plunges after discount rate cut 


quarters of economic contraction. 

This, plus the release on 30 March of a 
survey by the Long-Term Credit Bank of 
Japan (LTCB) declaring the nation’s private 
capital- investment boom to be “completely 
over," prompted the government to bring 
forward an economic stimulus package 
scheduled for release later this month. 

The package injects further demand into 
the economy through a front-loading of 
public works spending and an acceleration 
of investment by quasi-public companies. 
But the sums involved will not be large 
enough to compensate for the slowdown 
in private investment — unless a major 
supplementary budget is introduced later 
this year. Even then, consumer confidence 
is vital to averting prolonged recession. 

Chief among the measures approved on 
30 March by the cabinet of Prime Minister 
Kiichi Miyazawa is a front-loading of 75% 
of the central government's public works 
budget into the first half the new fiscal 
year, which began on 1 April. Semi public- 
sector companies in electric power, gas and 
communications have also been asked to 
concentrate their spending in the first half 
of the year. Local and prefectural govern- 








ments in Japan have been asked to adopt 
similar timing for their planned public 
works expenditures in fiscal 1992. 

According to Russell Jones of broker 
UBS Phillips & Drew, the direct effect of 
these measures will be to add at least 
Y3 trillion (US$23 billion), or around 0.75% 
of GNP, to Japanese demand. The impact 
will begin to take effect within the next 
three months and climax in the second 
quarter of the financial year. 

But this leaves open the danger of what 
Jones calls a “black hole” appearing in 
public spending during the second half of 
the current fiscal year unless a supplemen- 
tary spending package is introduced before 
September. Miyazawa and Finance Minis- 
ter Tsutomo Hata have both hinted 
strongly in recent days that such a stimulus 
will be forthcoming. 

The 30 March package also included 
measures to enable the Japan Development 
Bank to make loans available at below the 
long-term prime lending rate in order to 
promote corporate investment in labour- 
saving technology. Two other government- 
affiliated institutions will also expand low 
interest loans to small and medium-sized 
Japanese companies. 

This shifts part of the burden of financ- 
ing fiscal stimulation away from the main 
budget, which is funded through tax and 
public bond issues, and onto the so-called 
secondary budget which is funded through 
postal deposits and various social security 
contributions, 

For the moment, this should ease the 


and its effect on his conglomerate, which 
has a history of share-price swings and, 
until recently, an unenviable earnings 
record. “I think it enhances MBf's image,” 
he says. “It shows that we are not jumping 
into any deal at any price.” 

has also come away from the MUI 
talks with valuable permission from Ma- 
laysia’s Finance Ministry to acquire a 
bank. Such permission was a necessary 
precondition for the MUI bid, as Khoo's 
group controls MUI Bank. MBf controls 
Malaysia's largest finance company, MBf 
Finance, the most profitable unit in the 
group, and Loy has long sought to build a 
financial-services empire. 

MBf, which incurred a M$148.6 million 
loss in 1990, owns such ate busi- 
nesses as schools, fast-food operations and 
rubber-glove factories. Its 30.9% stake in 
MBf Finance provided the bulk of its 
M$12.5 million in after-tax profit in 1990, 
its first profitable year since 1984. 

. In 1991, MBf Finance more than dou- 
bled after-tax profit to M$83.5 million on 
the back of strong consumer-loan de- 
mand. MBf has yet to report its 1991 
earnings, but Loy says borrowings from 
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Japan’s investment stagnates 





Planned spending 
Year ending March 1993 
Y billion previous year 

-14.0 

-11.5 

w^ E 2. 

-14.1 

Electric power 4,940 +7.8 

All non-manufacturing 16,240 *4.5 


Total 24,240 0 


Source: Long-Term Credit Bank 


threat of tax increases and of the govern- 
ment crowding out private investment 
through official debt-financing operations. 
But the big question mark hanging over 
the government measures is how far they 
can compensate for the dramatic drop in 
capital investment by Japanese manufac- 
turers. The rise in industrial investment 
accounted on average for around 60% of 
the annual growth in Japanese GNP during 
the five-year economic boom which ended 
in 199]. 

Private capital spending averaged 
around ¥85 trillion a year during that pe- 
riod. By comparison, the government's 
fiscal 1992 budget envisaged Y27 trillion of 


public works spending during the year, 


including that by local government. 


the banks were reduced. 

While buying a bank would have un- 

cepi Pope regional aspirations, the 

Asian Oceanic was to be an 
a stepping stone towards that 
same goal. MBf was planning to marry its 
fledgling international consumer-finance 
and credit-card business with Asian Oce- 
anic’s well-regarded Hongkong merchant- 
banking operations. 

Lesley Merszei, a Canadian banker 
hired by Loy to manage Asian Oceanic, 
says a new company, to be called MBf 
Asia Capital Corp., will be established in- 
stead. “This will give us a clean start with 
the same capitalisation we would have put 


into Asian c,” he says. 
Merszei says it is disappointing that 


Ernst & Young, which had also been Asian 
Oceanic’s auditor until the end of 1990, 
nixed the deal. “The independent adviser 
felt the downside was greater than the up- 
side,” he explains. 

Asian Oceanic had effectively gone 
bust by October 1991, when the MBf 
buyout was first announced. Bankers say 
two US$20 million investments by the 10- 
year-old bank’s New York office in Boston 
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According to the LTCB’s survey among 
1,381 Japanese companies, private and 
E ILU ve capital spending will register 
zero overall growth during fiscal 1992. This 
is a dramatic fall from the 9.19; growth in 
1991 and the double-digit rates experienced 
in preceding years. 

The government is clearly hoping that 
its public-works measures will serve to 
provide at least some growth, both directly 
and through boosting investment confi- 
dence among businessmen. But another 
big question is over the impact on con- 
sumer spending, which has accounted for 
around 20% of annual GNP growth in re- 
cent years. Retail sales figures have been 
depressed recently as overtime working 
continues to decline. Housing, starts are 
also down in most categories. 

Economist Paul Summerville at Jardine 
Fleming in Tokyo still expects overall con- 
sumption in Japan (which represents 65% 
of GNP) to grow by 2.5% in 1992, as real 
earnings continue to rise on the back of 
declining inflation. Meanwhile, the roughly 
one quarter of the economy represented by 
non-manufacturing investment, public 
works and housing should grow at a rate 
of 5%, says Summerville. He predicts this 
will be sufficient to provide Japan with 
3.5% real GNP growth this year. 

Such calculations have failed to impress 
the stockmarket any more than they have 
impressed businessmen. The pressure to 
ease interest rates further and to boost the 


contracting money supply seem likely to 
mount rapidly. a 


real estate and a Minnesota tru 
company had pushed it into dese 
MBf was that the investments, 
which had been written down heavily in 
Asian Oceanic's 1990 account, would 


Meanwhile, Loy is moving bi His 
sone ans een Nl Car 
of being recast as a new entity, 
tal, into the 3 
MBf Finance, which piss ihe eee 
the new company, is to be de-listed from 
the Kuala Lumpur Stock Exchange. In. 
February, MBf Finance 
nority stake in Aust-Wide Group, one of 
Australia's largest listed fund-manage- 
mp 

The purchase of the Aust-Wide Hold- 
ing stake for A$6.3 million (US$4.8 mil- 
lion), which is still subject to Australian 
Government approval, gives Loy a stake 
in a management company that 
A$1 billion of assets on behalf of 60, 
investors. Aust-Wide also has a 30% stake 
in the management company of First 
Malaysia Property Trust, whose 
asset, Plaza MBf, was bought from Loy in 
1989, though it is still his headquarters. a, 
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A load of bull 


India’s share market set for a steep fall 





. By Hamish McDonald in New Delhi 

ven for a country where cows are 
E sacred, the endurance of the bulls in 

India's share markets has long since 
passed the point of rationality and disap- 
peared into the realm of blind faith. Re- 
peated jawboning by authorities about the 
dangers of a crash failed to stop the Bom- 
bay stockmarket's Sensitive Index (Sensex) 
of 30 main stocks from surging past the 
4,000 mark at the end of March, double the 
level at the beginning of the year. 

The boom has turned into a classic 
stockmarket bubble, with grassroots 
investors ranging from Bombay lift attend- 
ants to Gujarati peasants putting their sav- 
ings into a "sure thing." The average price- 
earnings ratio (p/e) has blown out towards 
50 times, which as Kleinwort Benson's 
Singapore-based Asian Capital Partners 
recently noted, are at East Asian levels in a 
country without East Asia's capital surplus. 
The doubling of share prices and outland- 
ish p/e ratios have even spread to a num- 
ber of chronically loss-making stocks, bu- 
oyed by spurious "inside" information. 

The Bombay Stock Exchange (BSE), 
_ which accounts for 60% of trading volume 
among India's 19 exchanges, in early 
March clamped 50% margin requirements 
on share purchases and banned forward 
trading. The public was urged to exercise 
“due caution,” and warned that current 
p/e-levels could not be sustained. 

Then on 28 March, Finance Minister 
Manmohan Singh urged India’s 19 stock 
exchanges to improve protection for 
investors and curb speculative practices. 
He called for shortened settlement periods, 
a rapid move to computerised transfers, 
curbs on insider trading, and direct links 
among the nation’s exchanges, to avoid the 
wide price variations currently arbitraged 
by well-connected syndicates. 

The response to all these warnings has 
been further leaps in share prices to record 
. levels. The equities market has been under 
sustained upward pressure since the cur- 
rent Congress Party took office last June 
. and began dismantling India's heavy ac- 
cretion of state economic controls. 

In the eyes of the business and invest- 
ment communities, the budget for the year 
ending 31 March 1993 presented by Singh 
took economic reforms beyond the tenta- 
tive to decisive liberalisation. The minority 
government's victory soon thereafter — in 
a showdown in parliament over the re- 
_ forms — reinforced confidence in the 


Ns 


country’s political stability. 

Singh’s new policies contain some 
genuine reasons for confidence in the na- 
tion’s bourses. Export-oriented companies 
with low import bills will do well from the 
new exchange-rate system. Tax changes 
gave equity investments some advantages 
over “non-productive” investments in 
physical property. Amnesty schemes have 
brought a lot of so-called black money out 
of the huge underground economy. And 
gold is losing its traditional glitter as a sav- 
ings path because relaxed import controls 
are bringing in more gold. 

But the price euphoria has spread to 
companies that are demonstrably worse off 
from Singh’s latest budget. One example is 
chocolate-maker Cadbury's, which has 
been hit with higher excise levies on its 
products and faces early competition un- 


Too little scrip 


der the new foreign-investment regime. 
Rather than any sober study of funda- 
mentals, however, the forces driving the 
stockmarkets are an outburst of optimism 
that India has at last found the right eco- 
nomic formula for rapid growth, and a 
simple calculation of supply and demand 
in the 300-400 of the 6,300 listed stocks that 
are actively traded. With the nation’s fi- 
nancial institutions holding stakes of 40% 
or more in these market leaders (and con- 
trolling corporate dynasties much of the 
rest), only a small minority of shares are 
left for the ordinary investor to fight over. 
Moreover, private-sector banks are be- 
ing permitted to set up mutual funds in 
competition with the existing government 
financial institutions. Over 50 banks, in- 
cluding the local subsidiaries of foreign 
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banks, have applied to the recently estab- 
lished Securities and Exchange Board of 
India for clearance to set up asset-manage- 
ment units. In addition, Singh is studying 
ways of allowing “reputable” foreign in- 
vestors, such as life insurance houses and 
pension funds, to invest directly in Indian 
equities instead of through licensed coun- 
try funds as at present. 

The result is a market with few sellers 
and a clamouring throng of buyers. The 
zoom upwards in prices this year has not 
been accompanied by increasing volumes. 
If anything, the opposite has occurred. The 
volume for March is unlikely to be more 
than about Rs 60 billion (US$2.3 billion), 
below the Rs 64 billion monthly average 
since last year's election. 

However, the shortage of good stocks 
will ease over the coming year. With tariffs 
coming down steadily and with industrial 
licensing almost abolished, Indian com- 
panies and their bankers are having to re- 
calculate debt-equity ratios that have long 
been based on the assumption of high cash- 
flows from massively protected markets 
and monopolies. Bankers say companies 
will have to rely more heavily on equity 
financing in future. 

Many of the companies in the Bombay 
Sensex will be bringing new shares and 
convertible notes to the market soon, en- 
couraged by the removal of bureaucratic 
controls over issue prices. The Indian Gov- 
ernment's disinvestment in public-sector 
firms is also picking up, with the financial 
institutions preparing to offload parcels 
sold to them in 1991-92. A more conces- 
sional capital-gains tax, which came into 
effect on 1 April, will also encourage more 
savvy investors to unwind their positions. 

Market players, though, are betting that 
the weight of new money from "naive" in- 
vestors will more than absorb any extra 
supply of sound scrip, give or take some 
temporary corrections. What could break 
the mood would be adverse political news 
threatening the present government, or any 
sharp change in underlying economic con- 
ditions — particularly a failure of the an- 
nual monsoon early this summer. 

Alternatively, the government itself 
might yet succeed in taming the market. A 
healthy correction on 10 March, when the 
Sensex slid 231 points, was based on fears 
that the Reserve Bank of India, the central 
bank, would force financial institutions to 
reduce their holdings in very high p/e 
stocks for companies with low ratios. 

The dip proved short-lived, however, as 
the central bank has no jurisdiction over 
investment units, while the Ministry of 
Finance (which does) is worried about 
killing a boom that partly compensates for 
the central bank's tight monetary policy. 
At any rate, the financial institutions 
themselves are as focused on the short term 
as anyone else. They worry about getting 
back into Sensex stocks if they unload. sg 
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Formosa Plastics eyes 

new project in China 

> Taiwan's Formosa Plastics Group is 
studying a proposal to set up a plastics- 
processing zone in either Guangdong or 
Fujian province in China. The zone would 
include a processing plant for PVC film 
and polyurethane leather, which could 
provide the materials to factories that 
currently import them from Taiwan. 
Winston Wang, general manager of 
Nanya Plastics, the largest company in 
Formosa Plastics, says the off-again-on- 
again project would reduce costs and 
shorten delivery times of the materials for 
customers. 


US hits Japan on access 
to computer-chip market 


> US Trade Representative Carla Hills on 
30 March announced that the foreign 
share of the Japanese semiconductor 
market had increased by just one-tenth of 
195 between the third and fourth quarters 
of 1991. Calling such stagnation a "serious 
concern," she asked the Japanese 
Government to redouble efforts to open 
its chip market to foreign companies. A 
1991 chip agreement between the US and 
Japan specified that the foreign share of 
the local market must grow to more than 
20% by the end of 1992. 


Hongkong's Guoco Group 
buys stake in Hoare Govett 


> Guoco Group, the Hongkong-listed 
arm of Quek Leng Chan's Malaysian 
conglomerate, Hong Leong, on 30 March 
purchased a 49% stake in brokerage 
Hoare Govett Asia at an undisclosed 
price. Guoco assisted Hoare Govett's 
management in its buy-out of the 
brokerage from Security Pacific Bank, 
which was recently merged with Bank of 
America. Separately, Italy's Agnelli family 
a 5% shareholding in Guoco 
from the Kuwait Investment Office, which 
now has an equity holding in the 
financial-services group of less than 24%. 


Korea Heavy Industries 
posts first profit 


> South Korea's state-owned 
manufacturer of power-generation 
equipment, Korea Heavy Industries & 
Construction Co., reported its first profit 
in 1991. The company had a profit of 
Won 78.6 billion (US$103.4 million) on 
revenue of Won 1.09 trillion. Korea Heavy 
Industries was set up as part of the 
Hyundai group in the late 1970s, but it 
was taken over by the government 
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following a 1980 industrial-restructuring 
plan. The company has long represented 
one of the worst examples of government 
mismanagement. A new chairman and 
heavy orders from state-owned Korea 
Electric Power Co., the country's power 
monopoly, helped Korea Heavy 
Industries break into profitability. In 1990, 
the company incurred a loss of Won 2.2 
billion on revenue 612.2 billion. 


ChinTung is censured 

by Hongkong bourse 

> Hongkong-based brokerage ChinTung 
Ltd was censured by the Stock Exchange 
of Hongkong on 30 March for its role in 
the April 1991 placement of shares in 
Cathay City International by Paliburg 
International Holdings. The exchange 
faulted ChinTung for failing to abide by 
rules on settlement of the transaction, in 
which it acted on behalf of both buyer 
and seller, and for failing to enter into a 
proper client's agreement. Cathay City, 
renamed MKI Corp., is now controlled by 
ChinTung founder Arthur Lai. 
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Dhaka guarantees funding 

for fertiliser project 

P» Bangladesh has issued a letter of 
guarantee to the sponsors of the country's 
biggest private-sector joint-venture 
fertiliser project, Karnaphuli Fertiliser Co. 
The move ensures funding from Japan's 
Export-Import Bank and clears the way 
for expected annual production of 570,000 
tonnes of urea and 165,000 tonnes of 
ammonia mostly for export. Government- 
owned Bangladesh Chemical Industries 
Corp. has 44% of the equity and a 
consortium of foreign companies holds 
the remainder. Dhaka had earlier refused 
to issue the letter of guarantee, arguing 
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that the project was initiated by deposed 
president H. M. Ershad under terms that 
reportedly included a low price for 
natural gas, the basic raw material for the 
project. 


US company buys stake 
in Astra financing unit 


> General Electric Capital Corp. (GECC) 
of the US agreed to acquire a 21% stake in 
Indonesia's Astra Sedaya Finance, the 
financing subsidiary of Astra 
International, a conglomerate whose core 
business is a car-manufacturing joint 
venture with Toyota Motor Corp. GECC, 


which will pay US$21 million for its stake, 


plans to increase its ownership of Astra 
Sedaya to 47% through the purchase of 
US$28 million of the company's 
convertible bonds. 


Former Australian high flyers 
post heavy losses in half 


> The corporate remains of two of 
Australia's former high flyers, Alan Bond 
and John Spalvins, announced large 
losses in the half year ended on 31 
December. Bond's former flagship, Bond 
Corp. Holdings, registered a A$310.9 
million (US$263 million) loss in the 
period, while Spalvins' former stable of 
companies, Adelaide Steamship Co., 
David Jones and Tooth & Co., sustained a 
combined loss of A$133.2 million in the 
same period. 


US claims victories 
in recent trade talks 


> Washington released its annual report 
on foreign trade barriers on 30 March, 
citing January's intellectual property- 
rights accord with China and agreements 
with South Korea on telecommunications 
and with Japan on public-sector computer 
procurement as victories for US trade 
negotiators. US trade officials also said 
they were satisfied that exports to Japan 
were growing at a rate 30% faster than to 
the rest of the world. 


Interim Thai premier 

to head Saha Union 

> Thailand's outgoing prime minister, 
Anand Panyarachun, will become 
executive chairman of Thai conglomerate 
Saha Union as soon as a new prime 
minister is approved by the parliament. 
Before being appointed prime minister in 
the wake of the 23 February 199] coup, 
Anand was president of the group, which 
makes textiles, shoes and consumer- 
electronics products. 
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APRIL 1992 FAR EASTERN ECONOMIC REVIEW e | 


BUSINESS 





SHROFF 


Hongkong to the rescue? 


t appears as if Hongkong’s property 
developers are the only specimens of 
the breed who can still wrest a satisfy- 
ing jangle of loose change from their 
pockets. And their bankers are probably 
| the only ones who can pass by a new office 
tower without experiencing a shudder of 
apprehension. 
This explains why Hongkong money 
and the colony’s businessmen are likely to 
play a large role in the rescue of Olympia 
& York (O&v), the Reichmann brothers’ 
| property behemoth that has run out of cash 
| and is pleading with bankers for time and 
.| mercy. It is carrying an estimated debt load 
| of USS20 billion. 
| Hongkong is concerned in a direct way. 
The leading lender to O&v, with about 
| US$1 billion on the line, is Canadian Im- 
| perial Bank of Commerce (CBC). The larg- 
| est single shareholder in CIBC is Hongkong 
tycoon Li Ka-shing, who owns 9%, 

Hongkong & Shanghai Banking Corp. 
| is also believed to be O&Y's third-largest 
| creditor, with US$700 million outstanding. 
.| Hongkong Bank will neither confirm nor 
| deny the figure, and while appreciating the 
| need for client confidentiality, Shroff won- 
| ders whether the Trappist approach keeps 

shareholders adequately informed. 

It is no secret that as their nemesis ap- 
proached, the Reichmanns were courting 
| Hongkong's property tycoons, though only 
one deal has surfaced: a US$57 million joint 
venture between O&Y and Li to refurbish 
| Drexel Burnham Lambert's now mostly 
vacant Manhattan headquarters. 

Li has the best perch from which to 
swoop on any bargains the O&Y restruc- 
turing may throw up. He is not only a big 
CIBC shareholder but also deputy chairman 
of Hongkong Bank. But Shroff doubts that 

| Li will buy any of O&Y's buildings out- 

| right. Property investment has not been his 

| style, particularly in the high-profile glossy 

. Mammon-temples the Reichmanns spe- 
in. 

Shroff expects Li to feature in the type 
of five-way no-lose money gambles he has 
perfected in Hongkong. O&Y's situation, for 
example, is ideally suited to an arrange- 
ment in which in exchange for immediate 
cash and comfort for a particular project, 
Li will share in any upside on its rentals or 
capital values while holding out the 
promise that the title can ultimately return 
to the Reichmanns. 

The Kwok brothers of Sun Hung Kai 
Properties (SHKP), however, are not shy of 
investing in prestige commercial property 
— they are just about to top out what is 
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said to be Asia's tallest building in Hong- 
kong. But any arrangement involving non- 
Hongkong property would most likely be 
done by the family and not SHKP. The 
Kwoks have the money, but they may not 
be enthusiastic about further involvement 
in the US property markets given their 
experience and exposure to the San Fran- 
cisco market. 

Hongkong Land, meanwhile, is widely 
believed to have an appetite for non- 
Hongkong investment, particularly for 
London property. The company has the 
motive, but it may not have the money, as 
it has about HK$2.2 billion (US$282 mil- 
lion) of debt. Nonetheless, its asset base 
would allow a gearing up to HK$6-7 billion 
without pain. 

Still, there is no reason to believe that 
the Reichmanns' largest London asset, 4.5 
million ft^ of office space marooned at Ca- 
nary Wharf in London's inaccessible East 
End, is the sort of property that Hongkong 
Land, or anybody else for that matter, 
would like to buy in the short-to-medium 
term. m Michael Taylor 
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Korea Asia Fund — 12.82 — 12.05 -6.0 
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Source: SG Warburg 


Why buy when the sale starts if you know the 
shopkeeper will have to slash prices fur- 
ther to move his goods? Recession-battered 
shoppers are not the only ones asking this 
question: investors unwilling to pay full 
prices are likely to derail plans to float ad- 
ditional share offerings by the Korea 
Eurofund, the Korea Fund and the Korea 
Asia Fund. 

On 18 March, the Ministry of Finance 
gave each of the three closed-end country 
funds permission to sell an additional 
US$50 million of shares at net-asset value. 
The funds, which were selling at just above 
this price at the time, have since dropped 
sharply. 

Part of this reflects poor fundamentals. 
But it is also a reminder that institutional 
investors, who are the dominant buyers, 
prefer to invest on their own rather than 
through funds. Since the opening of the 
Korea Stock Exchange to foreigners at the 
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beginning of this year, institutional inves- 
tors have been doing just that. 

The Korea Eurofund is scheduled to 
hold its offering by the end of May under 
the Ministry of Finance's timetable. But 
sources close to the issue have informed 
Shroff that they will ask for a postpone- 
ment barring an unexpected shift in the 
market. Even if the fund tries a rights of- 
fering rather than a public subscription at 
the net-asset value, it will take more mus- 
cle than it is worth to force existing holders 
to take up their rights. 

The result of this impending flop is an- 
other embarrassment for the Ministry of 
Finance. The ministry's clumsy handling of 
the stockmarket opening to foreigners in 
the past five years has resulted in substan- 
tial gains for a favoured few, but it has also 
cost the country dearly in terms of credibil- 
ity and in hard cash for its highly geared 
companies. 

Not long ago, it was almost as difficult 
for foreigners to buy South Korean shares 
as it was to get North Koreans to pay back 
their debts. That gave the few investment 
vehicles open to foreigners huge premia 
over there underlying values. 

The Korea Fund, the Korea Eurofund 
and a handful of equity-linked issues rock- 
eted to unsustainable premia as overseas 
investors grabbed for a bite of South Ko- 
rea's booming economy. At its peak, inves- 
tors were willing to pay twice what the 
underlying shares in the Korea Fund were 
worth. 

A handful of companies, such as 
Samsung Electronics, Goldstar, Hyundai 
Motors and Saehan Media, picked up 
cheap financing through overseas issues. 
Most South Korean companies, how- 
ever, were left borrowing on the local 
market at interest rates ranging bétween 
12-25%. 

But foreign investors’ romance with 
South Korean equities has ended. A sober- 
ing reminder of that came on 27 March, 
when the New York Stock Exchange- 
traded Korea Fund started selling at a dis- 
count to its net-asset value for the first time 
since its 1984 start-up. 

Still, the Korea Fund is outperforming 
most competitors. The other 13 overseas- 
equity funds approved by the Ministry of 
Finance are selling at discounts of between 
10-25%. 

The ministry is learning a basic law of 
supply and demand. Trying to stuff more 
into a glutted market is like trying to push 
a wet noodle in a straight line. 

m Mark Clifford 
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Swire Pacific Limited 


Audited Consolidated Results. The profit attributable to 
shareholders for the year ended 31st December 1991 was 
US$394.8 million, as compared with US$314.1 million for the 
previous year. This represents an increase of 25.796. 


1991 
USSM 


Turnover 4,310.1 


Operating profit 746.4 
Net finance charges 70.4 | 


Net operating profit 676.0 
Associated companies 48.2 


Profit before taxation 
and minorities 

Taxation 

Minority interests 

Profit attributable to 
shareholders 


724.2 
101.2 
228.2 


394.8 | 


Earnings per share: 
‘A’ shares 
‘B’ shares 


Dividends per share: 
‘A’ shares ~ interim 
~ final, recommended 


‘B’ shares - interim 
~ final, recommended 


Net assets per share: 
'A' shares 
'B' shares 


Exchange rate used: US$1=HK$7.80 


Divisional Results. Cathay Pacific Airways’ 1991 results were 
1.596 lower than those of the previous year, with a revenue 
load factor for the year of 71.096 compared with 74.396 for 
1990. Set against the background of the Gulf War and 
continuing world-wide recession this should be considered 

a satisfactory outcome. Hong Kong Aircraft Engineering 
Company had a good year, with an increase in profits of 
10.8%, despite inflationary pressures. Swire Properties’ 1991 
profits were higher than those of the previous year reflecting 
increased rental income from its portfolio of investment 


Swire Pacific Limited 
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properties, The Offshore Oil and Shipping Services Division 
once again recorded good growth in profitabiity from its Hong 
Kong operations, whilst improved market conditions resulted 
in reduced losses from offshore activities. The Industries 
Division's operating profits showed substantial growth over 
1990 though Swire Magnetics continues to record losses 
during the rationalisation of its operations. The disposal of 
Swire Bottlers' former plant in Quarry Bay at a good profit 
further improved results. Both the frading Division and the 
Insurance Division reported higher profits in 1991, reflecting 
improved market conditions. 


Financing. Consoiidated net borrowings at the end of 1991, 
including the indirect borrowings represented by finance 
leasing obligations, amounted to US$1,363.5 million, 
compared with US$1,361.7 million at the end of 1990. In 
addition, market auction preferred shares with a value of 
US$300 million were issued during 1991 by a subsidiary 
company, enabling certain borrowings to be repaid, and 
were outstanding at the end of 1991. The increase in overall 
amounts due for net borrowings and market auction preferred - 
shares reflects a high level of capital expenditure during the 
year. 


Final Dividends. Fina! dividends to be recommended at We. 
Annual General Meeting on 28th May 1992 amount to USRS 
per ‘A’ share and US¢1.7 per 'B' share, an increase of 1 
over the final dividends for 1990. Share registers will Di 
closed from 18th May 1992 to 22nd May 1992, both 
inclusive, and dividends will be payable on 4th June Toa: 
shareholders registered on 22nd May 1992, 


Investment Properties and Net Asset Value. The 
valuation at open market value of the Group's invest 
properties, both completed and under developmen 
carried out at 31st December 1991 by Jones Lang VVo 
The 1991 valuation, at US$3,876.2 million, has resulte 
increase of US$625.0 million in the valuation reserves 
Group. Taking into account both the retained earnings m 1$ | 
and the increase in the valuation of investment properties, the « 
net asset value of the Swire Pacific Group at 31st December 
1991 was US$4,466.0 million. 


Prospects. The current year has started well for both the 
Aviation and Property Divisions. Demand for air travel 
continues the recovery seen in the second half of 1991 and 
Cathay Pacific Airways expects, in the absence of adverse 
economic and currency factors, to record improved profits 
in the year ahead. Swire Properties’ investment property 
portfolio will increase with the completion of Cityplaza 3 
and 4, and a continued growth in rental income is expected. 
Companies within the other divisions are well placed to 
benefit from improved markets for their respective activities. 
Overall the prospects for the Swire Pacific Group are 
encouraging. 


4th May 1992. 


D A Gledhill 
Chairman 
Hong Kong, 26th March 1992 
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.| DEGREE COURSES 
ial ren ! 7» Y. A | Take a Master's degree in Business Admin- 
O F E SH ORE 7. | istration (MBA) entirely at home anywhere in 


-< | the world. Also Bachelor's, Master's and 
x ! Te ^] Doctorate programmes in Computer Sci- 
C OM PA NIES . | ence, Economics, Education, Engineering, 
- [| international Law, Languages. Sciences, etc. 
FROM US$250 | Knightsbridge University 
5: i Dept. FERS, P.O. Box 3, Sudbury, 
ES | Suffolk, England. Fax: +44/787-278478 



















More and more, 3 
the international businessman _ 
cand the high net worth — 


















- and trusts - d : To place y our 
(Tr avoidance, T | classified ad, 






— c ease of compliance, 
P rivacy and asset did tion. 


- fax: Hong Kong 
(852) 8346051 
| or call: 












ONG KONG p 
URKS .US$350 | 
BAHAMAS US$500 | 
IRELAND UK£195 8 
GHSLEOFMAN . UK£250 § 
OGIBRALTAR UK£250 f 
T UK£450 | 


Hong Kong 8328473 
Singapore 2203720 
Tokyo 32700251 
Bangkok 3973275 
Sydney 3639736 
Jakarta 5703123 
Taipei 7775123 
Manila 8273950 
Seoul 7556665 
London 3340008 
—— New York — 6086618 
POPE | Auckland 4192265 


























After incorporation, 
" we offer domiciliary, 
_ administrative and nominee 
facilities as required. 


We. also establish and administer : 
offshore trusts. B 






For immediate service and FREE : 
brochure contact: - 
.. SOVEREIGN TRUST 
INTERNATIONAL 
Room 902, Connaught Building 


S8 Connaught Road, Central 
| Hong Kong 


























.. IMMIGRATION (United States and Canada) 


eus Obtain Immigration to the United States or Canada through Investments, Company Branch 
(Có offices, Employment, etc. Complete legal and other required professional services person- 
(oo|-ally handled by licensed Washington DC based Attorney/PhD Economist. Results guaran- 
5j teed under contingency fee arrangements. Frequent trips to Hong Kong and surrounding 
vol aereas. - 
<f Contact: Edward P. Gallagher, Attorney-at-Law 

| 3 Bethesda Metro Center (Suite 750) 
Bethesda, Maryland 20814 (USA) 
'AX: (301) 983-3439; TELE: (301) 983-2511 
































SCHILLER INTERNATIONAL UNIVERSITY | 
A UNIQUE opportunity to study for an 
. AMERICAN DEGREE in EITHER or BOTH the 
U.S.A. and Europe 
Study in FLORIDA, U.S.A., OR at one or more of 
our campuses in: 
LONDON, PARIS, BERLIN, 
HEIDELBERG, MADRID, STRASBOURG, 
ENGELBERG and LEYSIN (Switzerland) 
OR Divide your studies between Florida 
and our European campuses 
ASSOCIATE, BACHELOR AND MASTER'S 
degree programs in areas such as: 
€ Business Administration 9 Management 
9 Marketing 9 Economics 9 International 
Hotel/Tourism Management 9€ Public 
Administration 9 International Relations/ 
Diplomacy € Psychology € Computer Systems 
Management € Engineering Management 
9 Pre-Medicine 9 European Studies 
9 Commercial Art 9 French 9 German 
Not aii programs available at every campus. 


e English as the language of instruction 
e Small classes and personal attention 
e English as a Foreign Language courses at all campuses 
e Financial Aid opportunities 
e intensive courses in English, Ger man & ise 

















































For Catalog, Viewbook or informational video, write or ‘call: 


SCHILLER INTERNATIONAL UNIVERSITY 
Dept FE/EO - 51 Waterloo Road - London SE1 8TX - England - m 
Telephone: (071) 928 8484 - Fax: (071) 620 1226 - Telex: 8812438. SCOL G 


An Amencan Liniversity fully accredited by the Accrediting Commission ota CS. PIU. Dé 
















REVIEW CLASSIFIED ADVERTISEMENTS 


Cost US$ 70 per column centimeter 


Column Width: 
1 column 41 mm 
2 columns | 88mm 
3 columns 133mm 
4 columns 183 mm 


Column Depth: minimum 30 mm, maximum 230 mm 

























Standard Units: 


1/4 (v) page (230x41 mm) US$ 1610 
1/4 (h) page (120 x88 mm) US$ 1680 
( 
( 






1/2 (v)page (230x 88mm) US$ 3220 _ 
1/2 (h) page (120x 183mm) US$ 3360 
Full page (240x1838mm) US$ 6720 






For more information please contact the classified 
advertisement manager, 

Far Eastern Economic Review, 

4th Floor, Centre Point Building, | 

181 Gloucester Road, 

Hong Kong, 

Tel: 8328473, Fax: 8346051 2 
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The leading international institution in the field of economic development in developing countries, is seeking high calibre 
professional men and women for its Headquarters, based in Washington, D.C., U.S.A. 


Un 


ECONOMISTS with advanced degrees (PhD prefer- 


able), strong analytical skills, and at least five years of 
experience in one of the following areas: 


* Macroeconomics: to provide economic strategy and 
policy advice at the national level in the fields of fiscal, 
balance of payments, monetary and trade policies 


* Human Resources Economics: (e.g. labor markets, 
social sector services, education or health) to provide policy 
advice on sector strategies and to evaluate projects proposed 


for Bank financing 

e Industrial Economics: with specialization in areas 
such as industrial policy, restructuring and privatization, 
investment priorities, trade, business technology develop- 
ment or industrial pollution 

e Financial Economics: with specialization in areas 
such as international capital markets, banking structure, 
regulations and reform or financial intermediation 


management in Operations/Finance, industrial policy, strat- 
egy, corporate planning, restructuring and privatization 
unicipal/Urban: with experience in local govern- 

ment, infrastructure planning, design and maintenance, 
investment priorities at national level or in large urban areas, 
and evaluation of investments 

e Highway, Railway and Port: with experience in 
transport policy, logistics and development at the national level, 
induding experience in one mode of transportation 

* Telecommunications: with broad experience in na- 
tional /international telecoms systems and networks, invest- 
ment priorities, and evaluation of investments 

* Employment and Training: with substantial relevant 
experience training and retraining policies and programs 
e Municipal Finance: with substantial experience in 
advising local governments on taxation policy, tax adminis- 
tration, and finance of municipal services 


Ne 


V 


* Economic Management: with practical experience in 
building/managing institutions responsible for economic 
policy analysis and formulation, public expenditure and 
budgeting, public investment and external finance 


* Transport Economics: to carry out analyses of the 


* Water Resources: with extensive experience in water 
resources planning, management and development at na- 
tional /river basin levels, or in institutional development and 
organizational issues 

* Environment: with experience in chemical engineer- 


ing, environmental technology, or industrial emission con- 
trol technology 

e Land Policy: experience in land policy formulation and 
administration. Thorough familiarity with issues related to 
privatization of socialistic farms, including settlement of old 
claims, land titling and registration, organization and fund- 
ing of land markets, and training of people involved in such 
activities 

e Agri-Business: to develop strategies for privatization of 
agro-industry parastatals and promotion of new businesses 
in the private sector. Hands-on experience in managing 
agro-industrial enterprises with strong analytical and prob- 
lem-solving abilities 


GENERAL REQU IREMENTS: Proven capacity for intellectual/operational leadership; experience in 
development work, including Eastern Europe, republics of the former Soviet Union, or other centrally planned economies; 
strong analytical, interpersonal and diplomatic skills; excellent communication skills, (oral and written); and proficiency in 
English (knowledge of Russian and/or other languages of the former Soviet Union). Private Sector experience is desired 
for most positions. 

The Bank offers challenging opportunities in a multinational environment. Relocation and frequent international travel are 
required. Salary and benefits are internationally competitive. 


-= | Interested candidates should send a detailed curriculum vitae to: 


transport sector and its organizations, public enterprises, 
investment programs, policies and regulatory frameworks 
* Livestock Economics: to analyze policies and pro- 
related to livestock production, processing and mar- 
keting. Good familiarity with issues related to parastatal 
enterprises, rangeland management, smallholder livestock 
production and international trade in livestock products 


SPECIALIST S/ENGINEERS with advanced 


degrees in relevant field of expertise and a minimum of ten 
years of experience in one of the following sectors: 


* Private Sector Development: with extensive private 
. Sector experience that includes more than one of: senior 
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INNOVATION 


A map for all seasons 


alf of Australia’s agricultural 
produce comes from the vast 
basin formed by the Murray and 
Darling rivers. The rivers, how- 
ever, are drying up, and the consequences 


| are dire for the four states — New South 
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Wales, Victoria, South Australia and 
Queensland — that depend on them for 
much of their water. Salinity is making 
large tracts of land unfarmable, and algae 
have repeatedly poisoned rivers. 

The issues facing the Murray-Darling 
Basin Commission, which was formed to 
provide the states with advice, are complex. 
If economic development is to be balanced 
with ecological sustainability, multiple ob- 
jectives must be met. For instance, how can 
water use be optimised while maintaining 
water quality, managing erosion and max- 
imising return on investments? 

If the government is to respond intelli- 
gently to the problem, it needs lots of infor- 
mation. One way of presenting this infor- 
mation simply is through maps. 

The computerised maps produced by 
Australia's National Resource Information 
Centre (NRIC) for clients such as the Mur- 
ray-Darling Basin Commission look like 
any other products of the cartographer's 
art. Nonetheless, these are not ordi- 
nary charts, as. they are based on 
data from a wide variety of sources. 

Also, once converted into digital 
form, data from one source can be 
compared with that from another at 
the click of a mouse. Better still, the 
data can be overlapped. Areas of soil 
erosion can be mapped onto hills 
with steep slopes to find out 
whether there is a connection to the 
amount of damage. If there is, the 
government could make a more ra- 
tional allocation of funds to ease 
erosion. This is not.a hypothetical 
example. The government has 
thrown away millions of Australian 
dollars a year on erosion control be- 
cause of inadequate information. 

Crop yields provide another 
example of the power of computer 
mapping to reveal hitherto hidden 
information. The conventional view 
was that Australian wheat yields 
had been increasing. By ov erlapping eco- 
nomic data sets with geographic ones, it 
was found that the new areas going into 
production were responsible for the in- 
crease. 

The NRIC was set up in 1988 in response 
to a growing awareness of the need for a 
more rational approach to the sustainable 


74 


use of natural resources. Such an approach 
begins with finding out what resources 
exist and assembling available data. 
Tvpically, director Roger Bradbury ex- 
plains, data is scattered throughout the 
country. 

At the National Forest Inventory, an- 
other of the NRIC's large-scale demonstra- 
tion projects, researchers came across à 
treasure trove of Australian Air Force aerial 
photographs stored in a warehouse. They 
are also obtaining information from state- 
forestry departments, national parks agen- 
cies, geological surveys, the Common- 
wealth Scientific and Industrial Research 
Organisation, the meteorological bureau, 
water-resources agencies and the agricult- 
ural departments of state governments. As 
it goes along, the NRIC is compiling a 
directory of such sources — in essence, à 
database of a database. 

The next hurdle is getting permission to 
use the data. In order to assuage data own- 
ers' concerns about who gets access to their 
information, the NRIC has had to develop 
elaborate security measures. Finally, the 
data are assembled and integrated into a 
digital form from which they emerge as 
colourful high-resolution maps. 





Water holding capacity map which shows (in lighter 
shades) the unfarmable areas. 


Manipulating such a huge amount of 
data takes considerable computing power. 
But this challenge gives hardware makers 
and software developers the opportunity 
to see how their products perform when 
driven to the limits. Sun Microsystems of 
the US, for example, shipped the NRiC 
with its latest top-of-the-line server, 
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powerful machines that form the core of 
computer networks. To take advantage of 
the rapid rate of advance in computer 
performance, the centre's researchers say 
they need to re-equip themselves every 
year. 

Conventional maps tend to be exercises 
in extrapolation. In addition to their flex- 
ibility, what is special about the NRIC’s 
maps is their unprecedented accuracy. 
More importantly, by providing incontro- 
vertible data in accessible form, they 
eliminate the uncertainty that so often bogs 
down debates between developers and en- 
vironmentalists. Both sides can now work 
within a framework made up of fact. The 
result can be better-informed decisions that 
are readily defensible. 

“We're building generic tools here,” 
Bradbury says, “and because we're inside 
government, we can use them to do real 
things, handle live political issues.” 

He says the NRIC’s way of making in- 
formation accessible is gaining acceptance 
among government officials. “Then they 
can actually see what they're talking about. 
People say, ‘I can relate to that’.” 

Because it is essentially visual, the 
NRIC's approach should be easy to trans- 
port across cultures and borders. In 
March, the centre displayed some 
of its work at a symposium on 
sustainable development in Bang- 
kok. In September, the work is to 
be presented at an Asean science 
and technology exposition in Singa- 
pore. 

The NRIC is angling for an 
opportunity to extend its expertise 
in resource mapping to the coastal 
zones of Asean, which is made 
up of Singapore, Malaysia, In- 
donesia, Thailand, the Philippines 
and Brunei. These areas are of 
crucial importance, as most of the 
political grouping's population lives 
in them. As yet, however, little 
work has been done on the ques- 
tion of whether economic develop- 
ment in this zone is ecologically 
sustainable. 

The centre's approach could 
prove invaluable in informing the 
debate on sustainability, especially now 
that the fruits of new technologies are 
available. Bradbury believes a project on 
coastal resources would be a practical form 
of overseas aid. The centre's objective now 
is to build support for the project among 
Asean technocrats, then hit aid agencies 
with a formal proposal. m Bob Johnstone 
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The multiprocessing Acer Frame™ 1000 an our 10 years of experience in UNIX" systems. 
3000MP will give your people what they've been The EISA based AcerFrame 1000's modular 
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Both utilize a 64-bit server bus to help eliminate from the system memory board, 
information bottlenecks. And both are backed by you don't have to go to the expense of replacing 


Acer, the Acer logo and Acerframe ore registered trademarks of Acer Inc. and Acer America Corp. Unix is a registered trademark of AT&T Bell Labs. 
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Access for US carriers " 
- Given its lack of balance, Michael ' Ww 
“lake's report [Freedom to fly, 12 Mar 
the Hongkong-US aviation talks m 
well have been written by Catha 
Westlake incorrectly implies that th 
“rican Chamber of Commerce i in Hong 
is part of what appears to him 
“heavy-handed” US effort to bully 
kong into granting additional fifth 
. doms to US carriers. As I pointed o 
-my February talk to the Hongkong. Inter 
















-national Aerospace Forum, AmCham is 
= nota “my country-right-or-wrong" cham- — wi 3 

nillion a-piece 
a m death à a 






_ ber. On a number of issues AmCham vig- 


.orously disagrees with US Government - 
_ policies. Normalisation of relations with. 







- Vietnam is but one example. 
mCham took up the air services 


ated facilities being made elsewhere in 
Asia because of the lack of fifth freedom 
| opportunities in Hongkong. This loss of in- 
 vestment would be injurious to the viabil- 
i ity of the new airport and the economy. 

z.. While Westlake cites the disagreements 
arising from the US-Thailand ASA, he ne- 
.. glects to mention that, unlike Hongkong, a 
: number of jurisdictions in Asia (Singapore, 
-Taiwan and Malaysia) now or soon will 
. offer liberal access to US carriers, making 






ibs. Singapore, for example, offer US 
.cargo carriers up to 43 fifth freedoms a 
week. Hongkong offers none. Interestingly, 
- Singapore, too, has a national carrier and a 
new airport to pay for. 
. Westlake mentions that Tokyo operates 
.as a de facto offshore US airport, which 
enables US carriers to fly there and on to 
Hongkong with full traffic rights. Not true. 
Under the current US-UK asa, US cargo 
carriers, for example, have no rights to pick 
: up Hongkong-bound cargo in Tokyo. 
^. Westlake disr isses my statement that 
“the US$1 million revenue “imbalance” in 
“air services in favour of the US does not 
exist in a vacuum, but must be viewed in 
the context of a significantly larger trade 
surplus in favour of Hongkong and China. 
As Westlake well knows, Hongkong and 
China-made goods carried by US carriers 
on fourth freedom routes directly contrib- 
ute to that trade surplus and to Hong- 
kong's overall prosperity. Further, con- 
‘tinued harping on an air services revenue 
“imbalance” by Hongkong (and, until re- 
_cently) by Cathay Pacific, unwittingly aids 
-US protectionists who would be delighted 
to grant Hongkong a balance in air ser- 
vices revenues in return for an overall bal- 
ance of trade. 
kong 
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agreement (ASA) issue because it did not. 
h to see US carrier investment in hub- 


them attractive sites to establish regional. 
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written but it did contain two inaccurate 
statements: “. . . MUI chairman Khoo Kay 
Peng. has offered to make a sale to Loy at a 
educed Price of M$3.50 [US$1.37] a share"; 

and“. . they note that he has privately 
offered the entire stake at M$3 a share — 
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Alcatel. Individual solutions 


Above all, our worldwide expertise 


Alcatel's world is one of communications. 
A world which is dedicated to advancing 
the technological capability and under- 
standing needed to bring people together. 
Our global communications expertise is 
based on a total commitment to providing 


communications solutions. 


enables us to help develop communications 
systems for individual countries. 

Our experience and understanding of 
local markets is reflected by our 134,000 
professionals employed in no less than 110 


countries worldwide. 





r worldwide communications. 


Our expertise is total and encompasses 


ill communications systems: Network Systems; 


tadiocommunications, Space and Defense; 
jusiness Systems; and Cables. 

Alcatel. The commitment and capability 
o provide individual solutions for 


:ommunications systems worldwide. 
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300,000 Cambodian refugees from the 
Thai-Cambodian border. 

Perhaps a way forward on the demin- 
ing side would be for all those countries 
cited in last year’s (September 1991) Phy- 
sicians for Human Rights report — Land 
Mines in Cambodia: The Coward's War — 
who either supplied mines to Cambodia or 
who provided training in mine-laying 
techniques, to contribute to a common 
fund for their removal. These include the 
US, the former Soviet Union, China, Thai- 
land, Vietnam and Singapore. In this way, 
some amends can be made to the long-suf- 
fering people of Cambodia, 50,000 of 
whom are now limbless, with a further 300 


limbs being amputated each month. 
Oxford, England PETER CAREY 
Sources of wealth 


Michael Taylor’s COVER sTORY [5 Mar.] on 
Hongkong billionaire Li Ka-shing was both 
fascinating and informative. However, its 
deifying tone throws Taylor's meticulous 
research into question. Is Li really a “Su- 
perman” or a "genius"? To be sure, he is a 
very rich man; I don't begrudge him this. 
Yet as a former resident of Vancouver, 
where many of Li's holdings now lie, I see 
the need for caution. One reason is Li's 
acquisition (at fire sale prices) of a major 
piece of downtown Vancouver real estate, 
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which had previously been most of the 
World Expo '86 site. The premier at the 


y 


time, who personally engineered the 


(Bill VanderZalm), has since been charged 
with multiple counts of influence-peddling. - 


j 


The same edition of the REVIEW carries 


a story on wealth distribution trends in 
Hongkong which paints a clear picture of 
where Hongkong developers’ money 
comes from — the working class. As the 
distribution becomes more skewed, many 
of Hongkong’s rich are leaving to avoid 
China's takeover in 1997. 
Chiang Mai 


Borneo coverage 

Having been a keen reader of the REVIEW 
for many years, | was surprised that your 
correspondents have yet to cover the 
rumblings in the jungle of Borneo. 


I refer to the recent arrest of environ- 


mentalists, including a Briton, and the Po- 
lice Field Force breakup of a barricade in 
the logging camp. 

The blockade against Samling Timber 
camp has been going on since 1988 by a 


small group of tribespeople with little or 


no coverage by the local press. 

May I suggest you do a “special” on 
who benefits from Sarawak and Sabah 
timber. 


Bujang Senang, Sarawak WONG TAI CHEP 





Seoul Plaza Hotel 


Things have changed a lot. New buildings, new 
cars... etc. And new hotels have been built too 
So why Mr. Hubert return time and again to us? 


"It is, you might say, a sense of refinement 
something abstract... something to do with 
the people and the place.” 


The Seoul Plaza Hotel is eminently comfortable 
and superbly staffed. Like staying with friends 
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Tha and : Prime Minister 
‘Two weeks of hectic post-general 
election negotiations fail to produce an 
elected MP to head the government, 
and paves the way for army commander 
^. Gen. Suchinda to take 

.. over as the country’s 19th = 

minister 10. 2E 


gr Relations : : China-Japan 

anese officials and politicians are in a 

over how to handle a Chinese 
itor Emperor Akihito to visit 


z one it likely to pedicle 
een 1 Peking and 


Y c val the Ü to the Afghan 


oreign Workers 

pressing labour shortage has 

mpelled the government to 

verseas contract workers, 

they also hope can replace 

egions of illegally hired 
gners 15 


INTELLIGENCE 


Sneak Announcement 

- The Japanese Government was informed 

only a few hours before President 

- ^ George Bush announced an international 
aid package for the former Soviet Union 

" on 1 April, and received no advance 

Uv. warning of German Chancellor Helmut 

< Kohl's earlier announcement that the G7 

. industrial powers had reached full 

: agreement on the US$24 billion package. 

- Bush's announcement was timed to 

. coincide with a foreign policy address 

by Bill Clinton, a candidate for the 

mocratic Party presidential 

ation. Kohl's slightly earlier 

uncement may have been intended 

US from upstaging 

















į Hongkong : Law and Order 


A senior Chinese security official's 





a leading criterion in determining = 
criminal culpability after 1997 has caused 
alarm in the colony 16 


South Korea : Respectable Rebels 


Student dissidents turned MPs have 
emerged as a growing power bloc 

within the ranks of the centrist 
opposition but voters are still unwilling 
to accept those radicals linked to leftwing 
groups 18 


Diplomacy : Selling America 
US ambassadors are increasingly being 


used as trade and investment boosters at — 


the expense of their more traditional 
diplomatic duties 19 


Japan : Opposition Vote 

A political grouping backed by the 
country's largest labour organisation is 
likely to pose new complications for 
Prime Minister Miyazawa's government 
as well as the leading opposition 

party 20 


Bangladesh : Politics 

The government comes under popular 
pressure over a fundamentalist leader 
who had sided with Pakistan in the 
Bangladeshi struggle for independence 
two Rees ad 22 






l tiago’ s candidacy 
Dt president i in the May polls draws its 
strength from a reaction to the traditional 


Germany, which had hosted the G7 
deliberations. 


Publish and be Banned 

Peking’s Middle Court has agreed to 
hear a suit by one government organ 
against another in the first major 
application of China's Administrative 
Litigation Law since its passage two 
years ago. The Chinese Urban Publishing 
House, sponsored by the Ministry of 
Construction and the Council of Mayors, 
is suing the government's Press and 
Publications Department for shutting it 
down last year "under false pretences." 
Previous media-related suits, like the 
libel action of former culture minister 
Wang Meng against the Arts and 
Literature News, were rejected by the 
courts. Meanwhile, Press and 


Publications Department officials advised . 


private book sellers in Peking that they 
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3 d a establishment 24 






statement that ‘patriotism’ would bec ome Burma : Refugees 


A new wave of refugees from 
deep inside Burma has reached the 
Thai border, indicating repression 
within the country is becoming 
worse 28 


Vietnam : Property Ploy 

In a tacit admission of bureaucratic 
wrongdoing and to win the confidence of 
private businessmen, Hanoi has begun 
returning property seized in a 1980s anti- 
capitals: crackdown 30 : 


Arts & Society 


Cambodia : War and Menióry- 

‘How are we supposed to deal with the 
Khmer Rouge?' asks a Cambodian 
history teacher. Cambodia, after the 
peace accords, is coming out of a deep 
freeze, and how it deals with its 

recent past is one of the complicated 
questions facing teachers and 

students 36 

The impoverished world of books 

and publishing offers a window on the 
difficulties of telling Cambodian | 
history 38 mE 





| Focus : ‘Malaysia 1992 | 


Six years after a harrowing fall in 
commodities prices which madea |... 
shambles of the economy, Malaysia i we 
consolidating its switch towards industi H * 
and away from primary resources 45 







would no longer be allowed to order 
stock directly from non-official sources, 
and that the government "intended to 
shut down private book stores altogether 
soon," according to industry sources. 


Loss Leaders 


India's fourth round of bidding by 
foreign and domestic oil companies for 
new exploration blocks, due to close on 
15 April, is believed to have drawn a 
poor response with at least two 
participants in the 1986 third round 
notifying their intention not to bid. The 
prevailing opinion is that the acreage on 
offer is unlikely to yield much oil or gas. 
Nevertheless, a number of oil majors 
may be prepared to lose some money in 
dry wells in order to win New Delhi's 
blessing for their proposals in refining, 
distribution and development of existing 
discoveries held by Indian state oil 


s Business 


. Japan : Finance 
The latest collapse of the Tokyo 
stockmarket may finally bring about 
>the removal of regulatory barriers 
-between Japan's banks and 
. brokerages to aid failing financial 
institutions 56 
i Futures market reforms 57 


Malaysia : Markets 

.. The public offer by electricity-provider 
» Tenaga Nasional was hugely 

+; oversubscribed, but it has drained 

- the slumping local bourse of 

liquidity 58 


gapore : Communications 

he city-state’s telecommunications 
- monopoly has been restructured 

; ahead of a public offering next 

. year 59 





















D New tracks needed (56). 





companies. New Delhi is likely to wait 
until after 15 April before announcing 
detailed policies for such participation. 


Special Pleading 
Philippine 
President Corazon 
Aquino sent a 
private letter to 
President George 
Bush in an effort to 
get the US navy to 
leave behind one of 
the three floating 

. docks used at the 
Subic Bay base. The 
-navy, however, 

: turned down the request and made it 
‘clear that all three docks were needed to 
aintain Pacific-based 7th Fleet 

ships once Subic reverted to full 
pine control. It is ADAeretood some 


Aquino. 
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ign o oil | companies ar are pulling out of 
the country after failing to locate 


significant amounts of recoverable oil 59 


Singapore : Companies 

A routine takeover bid for specialist 
builder L&M Group by competitor 
Guthrie GTS has ended i in | 
controversy 60 


Hongkong : Companies 


The corporate empire. of the late Sir Y. K. 


Pao is charting a new course under the 
guidance of the shipping magnate's son- 
in-law Peter Woo, who has become the 
head of the Pao family’s World and 
Wharf group of companies 62 

Putting on heirs 64 


Southeast Asia : Policies 

A recent UN study on the effects of 
global warming on local economies 
d the threat to crops and 
fisheries that could 
result from rising sea 
levels and climatic 
changes 65 


- Hongkong : Companies 
- Lau brothers withdraw 
-- bid to privatise Chinese 
= Estates after official 

. Objections 67 


*. China : Metals 

. . Southern China's rising 

. « demand for copper is 

fe . boosting world prices for 
^^. the metal 68 





of the navy's shore-based ship-repair 
equipment will be made available to the 
Philippine Government at a yet to be 
determined price. 


Bank Job 

Trades unions are again testing the 
stamina of foreign bankers in South 
Korea in a campaign to ensure their 
members are protected in the event of 
bank mergers. Bank of America agreed 
to pay the equivalent of three years' 
salary, in addition to the required one 
month per year of service, to employees 
laid off when it acquired Security 
Pacific's Seoul branch. Employees at 
First Interstate are asking for 18 months' 
special pay if they join Standard 
Chartered. Few layoffs are expected in 
what is a revenue-driven merger, but 
employees who leave are asking for 30 
months' pay plus 1.5 months for each 
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year of service — or as much as five 
years' pay for the longest-serving 
employees. Meanwhile, emplovees.at . 
Seoul's Bank of Credit and Commerce: 
branch are still pressing their claims for. 
as much as five years of extra pay in the. 
wake of the branch's closure. 


Dangerous Liaison 
Mongolia's Foreign Minister 
Tserenpiliyan Gombosuren, probably 
accompanied by National Dev elopment 
Minister Jamyangiyn Batsuur, is 
expected to visit Teheran later this 
month. The Mongolian delegation is 
expected to hold discussions about, 
offer to help the country dev 
industry. One senior diplon 
expressing surprise at news 
added that "Mongolia doe: 
what hot water it could get i 
starts. Cen with Iran." 













REGIONAL 


THAILAND 


Premier of last resort 


Parties turn to military chief to end leadership stalemate 








By Rodney Tasker in Bangkok 


hether by design or default, 

Thai politics is back to square 

one. Those voters who 

thought the 22 March election 
would put their country on the path of fur- 
thering democracy with a fully elected 
government have been disappointed to 
find that the military leadership is still in 
command, under whatever guise. But the 
blame for this cannot be laid entirely at the 
generals' door. 

After a messy two weeks of political 
horsetrading among the parties following 
the election, army commander Gen. 
. Suchinda Kraprayoon stepped in on 7 
April to become prime minister. This was 
more because of a failure by political par- 
ties to throw up a credible, clean civilian 
candidate for the top position than any in- 
tention by the military to run roughshod. 
But the fact remained that the military 
leadership, represented by Suchinda, re- 
tains the political power which it has en- 
joyed since the February 1991 coup. 

When Suchinda finally accepted an 
invitation by a loose coalition of five 
pro-military parties to become prime 
minister, he appeared almost reluctant to 
give up his uniform to take the post. The 
coalition's first choice, Narong Wongwan, 
had been shot down because of allegations 
that he had been involved in drug traffick- 
ing. 
Throughout the election campaign 








Upset timetable 


.. Thai military chief Gen. Suchinda Kraprayoon, who was ap- 
minister on 7 March, has 
_ been cast as a reluctant candidate for the job and with good 
- reason. Not that the powerful general, who until the appoint- 
.. ment was both supreme commander and army commander, has 
never had any ambition to become premier. It was just a question 


~ pointed as the country's 19th prime 


. ofthe wrong timing. 


A good-looking 58-year-old, Suchinda has what Thais call 
command of 


`- baramee, or a charismatic 


.. because of his smart uniform; while the Bangkok media and its 
. intellectual elite may rail against the military's traditional grip 
iti UE TETUR DET ave 






x k up to the “men in green.” 


Suchinda had been put forward as the coa- 
lition's banner bearer — despite his un- 
equivocal statement in November 1991 that 
he did not want to be the next prime min- 
ister. But he initially declined to accept the 
post for various reasons, leaving the air 
force-founded Samakkhi Tham party with 
no option but to make the dubious nomi- 
nation of its leader, Narong. 

[t soon became clear that Narong would 
be unacceptable in the international as well 
as domestic environment after the US State 
Department on 26 March confirmed that it 
had in July 1991 denied a visa to Narong 
because of suspicions that he had been in- 
volved in heroin trafficking. It was a hu- 
miliating situation for the five parties when 
the only other possible elected leader in 
their ranks, Chart Thai's 
Somboon Rahong, declined 
to be nominated perhaps 
because he realised his 
former activities as chief of 
the Thai Airports Author- 
ity, accused of dubious 
duty-free business deals, 
would make him a Narong- 
style political target. 

Suchinda's appointment 
was greeted with protests 
by student, academic and 
labour groups not so much 
because he was a military 
leader, but because he had 
not been a candidate in the 
election. Apart from such 





Suchinda: reluctant. 


street protests, Suchinda can expect sub- 
stantial opposition from the bloc of pro- 
democracy groups in parliament, headed 
by New Aspiration Party's former army 
chief leader Chavalit Yongchaiyut. 

The four-party opposition alliance, 
which gathered 163 seats in the 360-mem- 
ber House of Representatives, has vowed 
to press for democratic amendments to the 
1991 constitution. The constitution not only 
allows a non-elected prime minister, but 
gives the military appointed 270-member 
Senate the power to vote in a no-confidence 
debate, and thus effectively bring down a 
government which strays from the mili- 
tary's wishes. 

Shortly after his appointment Suchinda 
appeared well aware of the pitfalls which 

almost certainly await a 
* non-elected leader of a 

shaky coalition facing a 

strong opposition. “When 1 

decided to take this politi- 

cal post, I decided to face 
all the scolding or anything 
else that came with it," he 

told a press conference. “1 

will be patient — I must be 

able to be patient forever." 

Suchinda wisely indi- 
cated that the economic 
portfolios in his cabinet 
would be taken by trusted 
technocrats, rather than 
politicians. For a start, out- 
going finance minister 


As Prime Minister Suchinda should have no problem com- 


municating with foreigners. Apart from a 


ttending several US 


military training schools as an artillery officer in the 1960s, he 


74 and speaks good 


was military attache in the Thai Embassy in Washington in 1972- 
ood English. But Western military officials who 
have dealt with him since he succeeded Chavalit Yongchaiyut as 
army chief in March 1990 have found him rather aloof and dis- 
tant, though able to turn on the charm when necessary. 

As a 1958 graduate of Chulachomklao Military Academy's 


Class 5, he can rely on the crucial support of his classmates who 


Some of that is 
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control all the top positions in the military hierarchy. These in- 
clude his brother-in-law Gen. Issarapong Noon 


pakdi, who be- 


comes acting army commander, and Air Chief Marshal Kaset 
It is in the seething civilian political arena that Suchinda will 
face the problems he evidently dreads. “He doesn’t strike me as 
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Suthee Singhasaneh, a non-elected techno- 
crat, is expected to be reappointed. 
Suchinda will probably take the defence 
portfolio himself, while naming a senior 
general figure to head the powerful Inte- 
rior Ministry. 

As one prominent Bangkok-based 
stockbroker Scott Klimo, of Smith New 
Court, commented: “Most of our clients are 
less concerned about who's prime minister, 
and more about some of the cabinet port- 
folios — Suchinda probably represents 
more political stability." Bolstering such 
optimism, Suchinda indicated that his gov- 
ernment would continue along the eco- 
nomic path laid down by the successful 
interim government headed by Anand 
Panyarachun which the junta had ap- 
pointed shortly after the February 1991 
coup. 

A central machiavellian theory in 
Bangkok had it that the Suchinda scenario 
was a result of a conspiracy hatched before 
the election. Under this theory, the five 
parties supporting the military — 
Samakkhi Tham, Chart Thai, Social Action 
Party (SAP), Prachakorn Thai and 
Rassadorn — were to go through the mo- 
tions of choosing one of their own as a 
prime minister. Their choice was to be 
discredited enough to allow the generals 
to move in with their own candidate on 
the basis that the civilian politicians could 
not get their act together. 

Tempting though that theory was, most 
political sources discount it because of the 
generals’ immediate reaction to the elec- 
tion in which the pro-military coalition 
won a 15-seat overall majority. Before the 
election, the coalition had agreed Suchinda 
would be nominated as a non-elected 
prime minister. 

But on the night of the election, while 
leaders of the winning parties were clo- 
seted in the air force headquarters, it be- 
came apparent that Suchinda did not want 
to be so nominated. Although there was 
some pressure from his colleagues in the 
military leadership to take the job, 





PRIME MINISTERSHIP? 


Suchinda was reluctant to do so, particu- 
larly if he was to be joined in a new gov- 
ernment by former ministers he had ousted 
and who had been found to be unusually 
wealthy by a military-appointed commis- 
sion. 

Suchinda’s major condition for becom- 
ing the nominee for prime minister was 
that none of the five ex-ministers accused 
of being corrupt should be in the govern- 
ment. These were Chart Thai’s former fi- 
nance minister Pramual Sabhavasu, indus- 
try minister Pramarn Adireksarn, deputy 
interior minister Sanoh Thienthong and 
deputy interior minister Wattana Asava- 
hame, together with sAP former communi- 
cations minister Montri Pongpanich. 

The army chief was also aware of the 
barrage of criticism he could expect 
because of his statement in November 
1991, that he was not seeking the premier- 
ship. Suchinda doubtless also took into ac- 
count the fact that the pro-democracy 
Palang Dharma party, headed by popular 
former Bangkok governor Chamlong Sri- 
muang, had trounced the pro-military Pra- 
chakorn Thai party in Bangkok, winning 


FAR FASTFRN FCONOMIC REVIEW 





32 of the 35 seats there. Bangkok voting 
viewed as a weather vane of the Thai rtu 
in elections, because the city’s elector 
votes freely while many of those in rur 
areas accept party bribes to direct th 
voting. 

When Suchinda spoke of the comi 
battle with the parliamentary opposit 
he probably had the New Aspirati 
Party's Chavalit uppermost in mind. Chy 
valit’s party scored the third-large 
number of parliamentary seats, with 7 
Chavalit in his campaign had made : 
bones about his ambition to become pr 
minister. 

Chavalit is the current military leade 
ship's main bete noir. One reason why 
Chief Marshal Kaset Rojananin, Suchind: 
political cohort, moved to form the San 
khi Tham party and planted retired a 
chief marshal Somboon as head of th 
Chart Thai party was to block Chava 
from becoming prime minister. Despi 


still believes he will rise to the top ever 
tuallv. 8 
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. By Robert Delfs in Tokyo 
E: B leaders are in a quandary about 


to accept an invitation for Em- 

.. peror Akihito to visit China. Peking first 
» issued the invitation three years ago, 
.. when Chinese Prime Minister Li Peng 
. visited Tokyo in April 1989. It was put on 





= indefinite hold after the Tiananmen mas- 
. Sacre in June that year. 
É With the 20th anniversary of the nor- 


 malisation of diplomatic relations in Sep- 
i tember 1972 approaching, Peking would 

. now like to move ahead on the visit to 
- show that Sino-Japanese relations have 


Zemin, general secretary of the 
“Chinese Communist Party, reiterated the 
3 invitation on 6 April during a five-day 

visit to Tokyo accompanied by Minister 
: of Foreign Affairs Qian Qichen. He ex- 
ed the “hope of the Chinese people” 
hat the emperor might visit China before 
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perial pawn 


the end of the year. Jiang 
is the highest-ranking 
Chinese official to visit Ja- 
pan since the Tiananmen 


But Japanese Prime 
Minister Kiichi Miyazawa 
was non-committal about 
the emperor's trip, saying 
only that Tokyo will “con- 
tinue to consider the mat- 
ter seriously." The Foreign 
Ministry, however, is 
known to favour accept- 
ing Peking's invitation as 
a means of cementing 
Sino-Japanese ties. It 
would also be a way to 
express support for the recent resurgence 
of reformism in China. 

But several senior members of the 
ruling Liberal Democratic Party (LDP) 
object to the idea of an imperial pil- 
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Special relationship 


US Congress mulls bill to support Hongkong 





By Susumu Awanohara in Washington | 





the US administration strongly sup- 

ported a proposal in Congress that the 
US should seek to ensure Peking fully im- 
plements the 1984 Sino-British Joint Decla- 
ration on Hongkong after the colony re- 
verts to Chinese sovereignty in 1997. 

However, administration officials and 
Congressional supporters of the Hongkong 
bill are mindful of Peking's displeasure at 
‘such US “meddling,” and will try to de- 
velop a plan that best achieves their shared 
goal without doing too much damage to 
US-China relations. 

The Hongkong bill proposed by Sen. 
Mitch McConnell calls for a formalisation 
of US ties with Hongkong as a separate 
entity in areas where the Joint Declaration 
promised to grant the proposed special 
administrative region (SAR) a high degree 
of autonomy after 1997. These include 
commerce, transportation, culture and 
education and participation in multilateral 
organisations. 

For example, the bill says that after 1997 


I n its first official statement on the issue, 
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the US should treat Hongkong separately 
from China on issues such as import quo- 
tas and certificates of origin and should 
negotiate air service agreements directly 
with the sAR. The Hongkong bill, if en- 
acted, would require the administration to 
report to Congress annually on China's 
implementation of the Joint Declaration. 

The McConnell bill has strong bi-parti- 
san support in the Senate, while a counter- 
part bill is also making headway in the 
House of Representatives — which has 
been more hostile to China and the admin- 
istration's conciliatory stance towards it 
since Peking's suppression of demonstra- 
tions in 1989. There is a good chance that 
the Hongkong bill will be enacted before 
the end of this year with the administra- 
tion's cooperation, observers say. 

In a Senate testimony on 2 April, Assist- 
ant Secretary of State for East Asia and the 
Pacific Richard Solomon underlined that 
"ordinarily, in international law, states do 
not take formal positions on bilateral agree- 
ments to which they are not a party." Ne- 
vertheless, Solomon said that the US 
strongly supports the Sino-British Joint 


FAR EASTERN ECONOMIC REVIEW 





Jiang: repeated invitation. 


grimage to the Chinese capital at this 
time. A major concern is the nature of 
whatever apology the emperor would be 
required to make for Japan's wartime 
activities in China. 

"It's one thing for the 

3 prime minister to apolo- 
gise for the war,” com- 
mented one government 
official. “He represents the 

Japanese Government. 

But for the emperor to 

have to apologise is a 

completely different mat- 

ter — he represents all of 

Japan.” 

The apology issue 
transcends relations with 
China, the official ex- 
plained. “If the emperor 
apologises to Peking, 
then he'll have to 
apologise to North and 
South Korea too. This 

could go on and on." 

"As a symbol of the Japanese people, 
the emperor should be above politics," 
a source close to government circles 
said. "This visit should take place only 


Declaration, which he said "provides the 
basis for maintaining Hongkong's separate 
and increasingly democratised political 
system and private enterprise economy for 
at least the next 50 years." 

Solomon also stressed US interest in 
ensuring human rights in Hongkong, as he 
had done when he visited the colony in 
March. With unusual bluntness, he pointed 
to some immediate concerns in this regard, 
including China's criticism of Hongkong's 
Bill of Rights and its media attacks on the 
colony's democratically elected Legislative 
Council members. 

Solomon said: “We believe that it's in 
China's best interest to respect the expres- 
sion of will of the people of Hongkong and 
to refrain from any action which would call 
into question the future protection of inter- 
nationally recognised human rights and 
fundamental freedoms in Hongkong." 

Solomon also made it clear that neither 
Peking nor London welcomed Washington 
“interjecting [itself] into the middle of [a] 
transitional situation" — a point which oth- 
ers at the Senate hearing also emphasised. 

Nevertheless, there is concern that 
Hongkong may become another issue in 
the strained US-China relations. Indeed, 
many Hongkong residents fear that "the 
loving embrace of the US might kill them," 
one witness to the Senate testimony noted. 

The Hongkong bill, however, should 
not be as offensive to Peking as the Taiwan 
Relations Act of 1979, when Congress con- 
firmed continued US military involvement 
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- 
Some LDP leaders have also objected — 


in particular to China's proclamation in 

February of a new territorial law which 
reasserts Chinese sovereignty over a 
contested chain of islands in the East 
rutai Ar- 





cate way to decline, could come as early 
i as next month when the Japanese par- 
liament will host a visit by Wan Li, 
chairman of the g Committee of 
the Chinese National People's Con- 


Dee ideis would also like to 
.. know whether China's latest display of 
. enthusiasm for reform will continue be- 
. fore they decide to commit the impri- 
» EM 
“If the Ja 


official said. “But is it really OK?” m 


in Taiwan even after the US recognised 
China. McConnell is emphatic that his bill 
does not demand more of Peking than it 
has committed itself to in the Joint Declara- 
tion. Peking has yet to react to Solomon’s 
testimony. 

Both Solomon and non-government 
witnesses at the Senate hearing expressed 
misgivings about the reporting require- 
ment as spelled out in the Hongkong bill. 
Solomon argued that any administration 
report on Hongkong to Congress should 
best focus on how the reversion to Chinese 
sovereignty may affect US interests in 
Hongkong, rather than concentrating on 
China’s performance in light of the Joint 
Declaration. 

President of the National Committee on 
US-China Relations David Lampton testi- 
fied that the reporting requirement “may 
hold more danger than gain.” Reporting 
implied imposition of sanctions if the US 
chose to show its displeasure at Chinese 
behaviour, and any sanctions were likely 
to hurt Hongkong and disadvantage US 
businesses, Lampton said. 

Governor of the American Chamber of 
Commerce in Hongkong William Overholt 
also said that reporting requirements 
would involve the US Government in an 
evaluation of China’s performance, which 
the Chinese would deeply resent. Report- 
ing focused on general developments in 
Hongkong and implementation of US 
policy towards Hongkong would be less 
objectionable, Overholt said. a 
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AFGHANISTAN 


Good omens 


Key players favour the UN peace initiative 








By Salamat Ali in Islamabad 

eace is at hand in Afghanistan, the 
P UN secretary-general's represen- 
tative Benon Sevan declared in Is- 
lamabad on 3 March. Not quite yet. But 
the country’s warring factions may be a lot 
closer than ever before to a settlement to 
the 13-year civil war following Sevan's ap- 
parently successful round of shuttle diplo- 
macy between Islamabad, Teheran and 
Kabul. 

Optimistic observers believe that a UN- 
backed interim government could replace 
President Najibullah’s regime in Kabul by 
the end of April or in early May. Others, 
more cautious, are waiting to see what 
happens at the UN-convened Afghan 
grand assembly, scheduled to meet this 
month either at Vienna or Geneva. 

The public postures of Kabul, Teheran 
and Islamabad, however, 
bode well for the UN peace 
initiative. Iran has for the 
first time extended un- 
qualified support to the 
Sevan formula. Najibullah 
announced on 19 March his 
readiness to hand over 
power to a UN-backed in- 
terim government and to 
keep out of both that gov- 
ernment and the proposed 
Afghan conclave. 

Pakistan has welcomed 
Najibullah's decision. And, 
in a clear reference to lo- 
cally based Afghan guerilla 
groups that oppose the 
Sevan plan, Pakistan de- 
clared it would not allow 
the peace process to be held up by any 
individual or party. To the annoyance of 
some guerilla groups, Pakistani air force 
Hercules C130 aircraft are already landing 
daily at Kabul, transporting — at the UN's 
request — some 10,000 tonnes of wheat for 
the besieged population of the Afghan 
capital. In return, Kabul has freed five Pa- 
kistanis held for espionage. 

Najibullah had been under pressure to 
respond favourably to peace overtures be- 
cause he has lost control of the northern 
provinces bordering Central Asia and also 
because of rapidly deteriorating living 
conditions in Kabul. After four meetings 
with Sevan in as many days, he was per- 
suaded to meet the mujahideen rebels' two 
pre-conditions — that he agree to hand 
over power and keep out of any confer- 
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Najibullah: pressure. 


ence on a peace settlement. Sevan then se- 
cured the backing of Pakistani and Iranian 
leaders. At a press conference on 3 March, 
Sevan hinted that the creation of a neutral, 
all-Afghan interim government would 
precede other issues before the proposed 
Afghan assembly. He promised that the ^ 
assembly of 150-500 Afghans would offer - 

every faction a chance of representation. 

After several subsequent meetings with 
Pakistani Premier Nawaz Sharif, Sevan met 
mujahideen leaders in Peshawar. Three - 
groups refused to cooperate, but seven 
others — including that of the leading fun- ` 
damentalist leader Gulbuddin Hekmatyar - 
— handed him a list of their nominees to 
the assembly. These, along with nomina- 
tions from Kabul and the Iran-based muja- 
hideen, will be handed to UN Secretary- _ 
General Butros Butros-Ghali. 

This rosy prospect notwithstanding, 
Sevan is still treading on 
thin ice. Pakistan's Minister - 
of State for Foreign Affairs 
Siddique Kanju welcomed | 
Najibullah's decision to 
hand over to an interim | 

"Islamic" administration as - 
it would facilitate the even- - 
tual transfer of power to an 

“Islamic” government. No | 
one is certain whether the - 
prefix "Islamic" reflects a 
difference of perception or - 
a ruse to take the wind out 
of the sails of supporters at 
home of fundamentalist | 
mujahideen groups. 

The  Pakistan-based 
mujahideen who have re- 
fused to go along with 
Sevan argue that his proposals do not meet 
their pre-conditions: it was not just Na- 
jibullah that they wanted out of the way; 
they would not sit on the same table in any 
forum with any member of the Kabul re- 
gime. 

Sevan told the press conference “we are 
discussing arranging a pre-transitional 
phase to ensure an orderly transfer of 
power, to provide necessary security and — 
safety to the people and to work out 
necessary international guarantees includ- 
ing, possibly, involvement of the UN Se- 
curity Council." The implied use of a UN 
peacekeeping force was not missed by the 
mujahideen. Hekmatyar, declaring that the 
UN was a tool of the US, bluntly told re - 
porters that the mujahideen would never 
accept such a force on Afghan soil. s| 
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BRIEFING 


Hanoi, Peking reopen 
border crossing 


Vietnam and China on 1 April 
officially reopened the border crossing at 
Friendship Gate, which had been closed 
since the two countries fought a brief 
border war 13 years ago. Although 
smugglers have been moving goods 
across the frontier since the late 1980s, the 
official opening will, for the first time, 
allow trucks to transport products 
between China's Guangxi and Vietnam's 
Lang Son provinces. The first train is 
expected to cross the border in mid-April. 
The exact location of the border, however, 
is still under dispute. China claims it is 
300 m deeper in Vietnamese territory than 
the point the two sides had accepted prior 
to their 1979 war. 


Dutch mission on 

aid to Indonesia 

‘> Dutch Foreign Minister Hans van den 
Broek plans to visit Jakarta before the end 
of April apparently to urge Indonesia to 
reconsider its 25 March decision to reject 
all Dutch official aid to Indonesia. 
Indonesia had criticised the Netherlands 
for trying to attach political conditions to 
its development assistance programme. 
Indonesian Foreign Minister Ali Alatas 
confirmed the visit would take place. 


US approval for 
Cambodia peace funds 
> The US Congress has approved a 
foreign aid bill that includes US$200 
million earmarked for UN peacekeeping 
operations in Cambodia. The bill's 
passage, by large majorities in both 
houses, came as something of a surprise 
during an election year when most 
members of Congress feel pressured to 
spend less abroad and devote more 
resources to solving pressing problems at 
home. The bill extends current US aid 
programmes until 30 September, the end 
- of the government's fiscal year. Among 
- the few modifications that were made 
was the reduction of aid to the 
- Philippines. 


Manila strike sparks 

air traffic chaos 

> Philippine air traffic controllers went 
on strike on 4 April after their demands 

that the air control service be immediately 
privatised was refused by the Aquino 
administration. Scores of international and 
domestic flights were cancelled and 
thousands of passengers stranded in 
Manila as well as other regional airports. 
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Although a handful of controllers 
returned to work on 6 April following a 
government ultimatum, only one aircraft 
was departing or arriving every 30 
minutes, and operations were limited to 
12 hours daily. 


Protesters killed in clashes 
with Nepalese police 

> At least seven demonstrators were 
killed by Nepalese police following 
clashes between leftwing demonstrators 
and security personnel in Kathmandu on 
6 April. The police opened fire on 
members of the leftwing groups, who 
were protesting against the government's 
market-oriented economic policies, on the 
second anniversary of demonstrations that 
removed the power of the monarchy and 
led to Nepal's first democratically elected 
government in three decades. The 
protesters claimed that 22 people died in 
the shooting. The government later 
imposed a night curfew on the city and 
the neighbouring town of Patan. 


Social indicators 


Expected average annual growth 
population rate, 1990-95 
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Chinese provinces hit 

by serious flooding 

> Unusually heavy spring rains have 
caused serious flooding in a number of 
China's provinces. In the eastern province 
of Jiangxi, officials have described the 
floods as the most serious this century, 
with more than a million troops and 
civilian volunteers working to contain the 
damage. At least 10 million people have 
so far been affected in the province. In the 
central province of Hunan, more than 
200,000 ha of farmland have been 
inundated and further heavy rain is 
forecast. In the southern province of 
Guangdong, torrential rain has already 
caused extensive damage to agriculture 
and has delayed the ploughing for the 
crucial rice crop by nearly two weeks. 
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Another step in 
Pvongyang power shift 
> The transfer of 
power from North 
Korea's ageing 
President Kim Il Sung 
to his son and heir 
Kim Jong Il is now in 
the final stage, 
analysts in Seoul say 
in the wake of a 
North Korean Central Kim Jong Il. 
News Agency report 

on 2 April describing Kim Jong Il as 
"head of our party, the state and army." 
The reference came as North Korea 
began celebrating Kim Il Sung's 80th 
birthday falling on 15 April amid signs of 
steady openings to the outside world, 
such as the unprecedented visit to 
Pyongyang by American evangelist Billy 
Graham. At his 2 April meeting with 

Kim Il Sung, Graham conveyed a 
"verbal" message from US President 
George Bush to the North Korean 
president. 





Taiwan accused over 
copyright offences 

> US trade negotiator Laura 
Anderson told Taiwanese counterparts 
that Taiwan was the leading violator of 
intellectual property rights for US 
imports in 1991. She also chastised the 
Taiwan Government for failing to 
strengthen its copyright law and 
requested better enforcement of 
prohibitions against illegal use of video 
tapes at movie parlours and illicit cable TV 
operations. 


Senior officer outlines 

China's naval ambitions 

> A senior Chinese naval officer sent 
tremors through much of Southeast Asia 
when he outlined Peking's plans for 
extending its maritime regional 

influence. Navy Deputy Commander-in- 
Chief Gen. Zhang Xusan was reported in 
the 6 April edition of China Daily as 
saying China would develop advanced 
weaponry and adjust its strategy in order 
to protect the country's claims in the oil 
and gas-rich South China Sea. The area 
includes the Spratly Islands, which are 
claimed in whole or in part by China, 
Brunei, Malaysia, the Philippines, 

Taiwan and Vietnam. Zhang's declaration 
follows Peking's decision to pass a law on 
25 February that listed the Spratlys as part 
of China's sovereign territory, and 
reserved the right to use force to protect 
them. 
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LONG JUMP OLYMPIC VILLAGE BEACH. BARCELONA 


For the 1992 Olympics we’ve even Built a Beach. 


e ome THE OLYMPICS was greeted with predictable Catalan enthusiasm. After the car-honking 
euphoria subsid@@, 70.000 volunteers signed up o help the very nest day. And the adrenalin has 
been flowing ever since Energy normally Chamneledsimto thetGity’s iIndustrysandebusiness, art and 
music, politics and merrymakingwhassreached Olympic heights. The beautiful new Olympic Village 
and Parc de Mar development have been built in the old industrial area of the city. The Olympic 
Stadium has beef entirely refitted. The airport has been remiodeled. New Kowie have been built 
(And for good measure two ocean liners have Beem Chartered a8 extra floating accommodation) 
Amidst this explosion of effort, it occured to someone that Barcelona was somewhat short of 
beaches. The solution was typically Catalan. They decided to build several new beaches along the 
city's waterfront. One in front of the Olympic Village itself for the athletes to enjoy. Never will more 


recordholders have sunbathed in the same spot. 


Barcelona Olympic Games. 





Passion for life. 
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In a compressed period 
of time, a business traveller 
can touch down in a blur 
of cities 

They form a zig-zag ol 
time zones and cultures. 
But they re united by the 
Hilton 

To keep a CONSISTENCY rn 
their lives. more business 
travellers check into the 
Hilton than any other hotel. 

Because. as their jobs 
take them onwards and 
upwards, they know theyll 
never be just a room number. 

They also know that say- 
ing you're at the Hilton is as 
good as leaving your personal 
phone number. 

Tb make a reservation at 
any Hilton International 
in Asia or anywhere in th 
world, call Hilton Reser 
vation Service or your 


nearest Hilton 
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“I THINK FOSTER from FINANCE IS TRYING TO tell US SOMETHING? 


ae a Perhaps he's read the Fortune 500 article, 
which states that "Top US companies operating 
their own aircraft consistently outperform those 
who don't? 


Or perhaps he's calculated that increasingly 





overcrowded airports equals delays, equals 
valuable time lost, equals postponed meetings, 
equals inefficiency, and lost profits. 

With a corporate jet you decide your business 


schedule, and the airports you take off and land at. 
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TAIWAN 


Hiring and firing 


Labour shortage spurs rethink on foreign workers 


By Julian Baum in Taipei 


fter years of harbouring tens of 

thousands of illegal foreign work- 

ers, Taiwan is gradually opening its 
doors to legal labourers from Southeast 
Asia in an effort to relieve a chronic man- 
power shortage. 

The shift in policy, first announced last 
year for major construction projects, has 
recently been extended to certain manufac- 
turing industries and such services as live- 
in nurses and domestic helpers. The new 
labour guidelines issued by the Council of 
Labour Affairs (Cola) will become law 
when an employment services bill, now 
pending before the legislature, is approved 
in the next few months. 

Taiwan is planning to draw applicants 
from four countries — Indonesia, Malay- 
sia, Thailand and the Philippines. All but a 
handful of the 2,500 workers recruited so 
far have been from Thailand: mainly con- 
struction workers with previous experience 
working for Taiwanese companies in the 
Middle East. 

Twice that many Thais have so far 
signed up to come to Taiwan, attracted by 
wages that are several times higher than at 
home. 

But Taiwan's relations with the Thai la- 
bour authorities have been soured by dis- 
putes over demands for higher wages and 
other changes in contract terms, leading to 
a temporary suspension of workers from 
Thailand announced on 7 April. Taiwan 
has also threatened to do the same if Ma- 
laysia presses its demands for higher 
wages. Indonesia has not encouraged out- 
migration of labour and has reached no 
agreement on procedures. 

Ultimately, however, it is the Phi- 
lippines which is likely to benefit most 
from the legalisation programme. With 
several tens of thousands of illegal Fili- 
pinos already living in Taiwan — and 
many more willing to come — Manila has 
been lobbying Taipei to allow legal entry 
and employment protection for its work- 
ers 





Philippine Secretary of Labour Nieves 
Confessor is scheduled to visit Taiwan in 
May to inaugurate a labour centre for 
Filipino workers. She is expected to urge 
Taiwan to sign a labour agreement that 
would outline the terms of cooperation 
which could also benefit the large com- 
munity of illegals, many of whom now live 
in constant fear of being caught and de- 
ported. 
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Social workers and labour economists 
say that by easing its restrictions, the gov- 
ernment eventually hopes to drive out an 
estimated 40-50,000 illegal foreign workers 
and replace them with legal contract la- 
bourers. Police say they expel some 1,500 
illegals each month, while more than 
30,000 workers left Taiwan last year under 
a voluntary deportation programme. 
However, they are replaced by new illegals 
arriving each day, mostly from the Asian 
region. 

The attractions are high wages and an 
abundance of jobs, with illegal workers of- 
ten earning NT$30,000 (US$1,183) or more 
a month. Taiwan's unemployment rate, 
which has remained be- 
low 2% for most of the 
past five years, fell to 
1.37% in January this 
year and is now among 
the lowest in the world. 

Prime Minister Hau 
Pei-tsun and other top 
officials have often cited 
the manpower shortage 
as the major cause in de- 
laying such high priority 
projects as the Taipei 
rapid transit system and 
highway construction 
programmes. Key la- 
bour-intensive manufac- 
turing industries such as 
textiles, metal working 
and electronics assembly 
are also particularly 
short of workers. 

In the first phase of its 
new programme Cola 
expects to attract 15,000 
workers to the manufacturing sector, in 
addition to finding manpower for the ma- 
jor construction projects. Jobs qualifying 
under the programme are in the finishing 
and dyeing sector of the textile industry, 
cutters and welders in the basic metals in- 
dustry and certain tasks in the machine- 
tool and electronics industries. 

Cola's employment rules place a heavy 
responsibility on employers, requiring a 
cash bond of five months' pay for each 
worker and their strict supervision. For 
example, a worker can be expelled if he 
arrives with dependants, gets married, 
fails to pass a physical examination, be- 
comes ill or injured, takes a part-time job 
or "violates social order and good cus- 
toms." Only 15 employment agencies in 
each country will be approved to recruit 
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single men over the age of 20 whose oi 
year contracts may only be renewed once 
Salaries are set at a minimum monthly 
wage of NT$11,040. | 

Critics of the scheme say the regu- 
lations impose unreasonable standards and | 
are impossible to enforce humanely. Al- 
ready this year a group of Thai con- 
struction workers were sent home for 
having girlfriends and for other infrac- 
tions of a behaviour code that locals would 
find difficult to accept if applied to them- - 
selves. 

Foreign workers at some construction | 
sites are, for example, required to register 
before leaving company dormitories at” 
night as a way of discouraging local con- ^ 
tacts. d 

The unequal treatment extends to wage — 
rates which, while several times above 
those in many Southeast Asian countries, | 
are 50% or more below those paid to local 
workers for the same job. : 

Labour experts say the new policy is ^ 
the result of several years’ study and is in- 
, tended to solve the man- 
* power shortage while | 

preventing the “social © 

problems" many gov- 
ernment officials say | 
come from foreigneis 
living in a Chinese soci- 
ety. Officials also cite 
Taiwan's high popula- - 
tion ratio as a reason for ^ 
denying permanent resi- - 
dency. A UN survey re- 
cently ranked Taiwan as 
the second most densely — 
populated country in the 
world after Bangladesh. 
Critics of the pro- 
gramme include leaders 
of the small but vocal - 

National Federation of | 

Independent Trade 

Unions, which favours ` 

equal treatment for for- | 

eigners. These inde- ^ 

pendent trade unionists 
have described the government's policy as | 
discriminatory and “a kind of racism.” 7 
Church social workers also object, saying 1 
the rules would violate the contract work- — 
ers’ human rights. 

One alternative to recruiting workers — 
from Southeast Asia is to allow immigra- 
tion from China. Many factory owners al- 
ready illegally employ mainland Chinese ^ 
and are pressuring the government to le- 
galise them. But Hau said earlier this year 
that such a policy was still "inappropriate" | 
because of poor relations and many unre- 
solved political issues across the Taiwan — 
Strait. J 

Some labour union leaders agree. They 
say foreigners are easier to control, while - 
an influx of mainlanders would quickly 
undermine local workers' wages. =. 
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Patriotism is enough 


Chinese statement on legal issues creates unease 


By Stacy Mosher in Hongkong 


ontrol of crime and the administra- 
C tion of justice, now the most pub- 

licly debated issues in Hongkong 
after money, recently received another air- 
ing following statements by a senior Pe- 
king security official. 

The latest debate followed a report in 

Britain’s Sunday Express newspaper on 29 
March that hundreds of Hongkong resi- 
dents have been targeted for arrest after 
China regains sovereignty of the colony in 
1997. According to the report, a defecting 
Chinese diplomat told British intelligence 
officials that Peking was keeping a black- 
list of people considered obstructive to 
China’s control of Hongkong. The fate of 
those on the blacklist would “depend 
solely on any special skills or contacts they 
have which may be of use to the new rul- 
ers.” 
The Chinese diplomat, Feng Baosheng, 
immediately denied the report, as did Chi- 
nese officials in Hongkong. Britain's For- 
eign Office declined to comment. 

Two days later, however, China’s Pub- 
lic Security Minister Tao Siju, while deny- 
ing the existence of a blacklist did admit 
that agents from his ministry and the New 
China News Agency (NCNA) — Peking’s de 
facto embassy in Hongkong — “are accu- 
mulating information about people who 
are against the Chinese Government,” in- 
cluding criminals. Talking to reporters at 
the same function in Peking, the director of 
the Hongkong branch of the NCNA, Zhou 
Nan, categorically denied that the news 
agency was gathering intelligence on 
Hongkong residents. 

Tao further asserted that offenders 
would be dealt with on the basis of their 
patriotism. “If he loves the country and 
loves Hongkong, he is good. That is our 
measure of right and wrong,” he said. 
Nevertheless, he denied the people on the 
blacklist would be arrested after 1997, and 
said that in general Chinese officials would 
deal leniently with Hongkong people who 
opposed Peking. 

As an example of this policy, Tao cited 
the Chinese Government's intention to 
grant an early release to Lee Lung-hing and 
Lai Pui-shing, two Hongkong men serving 
prison sentences in China for aiding the 
escape of activists who had taken part in 
the 1989 protests in Peking. 

The blacklist reports brought a brief 
flurry of reaction in Hongkong, though lo- 
cal activists said they would not be de- 
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Pro-democracy march in Hongkong. 


terred in their activities even if the reports 
were true. Such a phlegmatic response 
partly reflected the fact that Hongkong 
people are hardly strangers to intelligence 
gathering by a variety of agencies. 

The Hongkong Government has its 
own intelligence gathering unit in the po- 
lice Special Branch, and those who partici- 
pate in rallies and demonstrations gener- 
ally assume they are being photographed 
and filmed by a wide range of interested 
organisations. 

In such an atmosphere, the blacklist is- 
sue quickly disappeared from local news- 
paper headlines. However, Tao's statement 
that the yardstick of patriotism would be 
applied to members of Hongkong's crimi- 
nal triad societies was less easily dismissed, 
and raised serious questions over the rule 
of law in Hongkong after it reverts to Chi- 
nese sovereignty. 

Claiming the support of China's para- 
mount leader Deng Xiaoping and other top 
mainland politicians, Tao said that "triad 
members are not all cut out of the same 
cloth. Some are patriotic to China and 
Hongkong." He added that while triad so- 
cieties would not be allowed to develop in 
China, Hongkong gang members were al- 
lowed to visit and even to establish busi- 
nesses on the mainland. 

The Hongkong police refused to com- 
ment on Tao's remarks, simply issuing à 
statement that "action against triads is high 
on our priority list and we would not wish 
to give any encouragement to those in- 
volved in criminal activities." But indi- 
vidual police officers have admitted con- 
cern over the effect Tao's comments could 
have on cooperation from the public in 
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their fight against triads. 

The prime contender for the title of “pa- 
triotic triad” is the powerful and well-or- 
ganised Sun Yee On gang, which police 
officials believe has particularly well-de- 
veloped cross-border links. An individual 
believed to be a top officer in the Sun Yee 
On was recently appointed to a pro-Peking 
organisation and said he intended to de- 
velop business in China. 

Tao's comments also drew a strong re- 
action from Rita Fan, the convenor of the 
Security Panel of the Office of Members of 
the Executive and Legislative Councils. Fan 
described patriotism as a “totally irrelevant 
issue” in law enforcement, and said that 
Tao's assertion “makes a mockery of the 
rule of law in Hongkong.” 

However, the manner in which the rule 
of law is imposed in Hongkong has not 
gone unchallenged. Two recent cases 
raised questions of how superior Hong- 
kong is to China in emphasising the rule of 
law over the rule of men. 

In February former legislative council- 
lor Tai Chin-wah was given a suspended 
six-month jail sentence after pleading 
guilty to charges of forging credentials that 
enabled him to practise as a solicitor. In 
mitigation at his trial, Tai produced letters 
from former chief secretary Sir David 
Akers-Jones and Senior Executive Council- 
lor Baroness Dunn testifying to his good 
character. The judgment brought a barrage 
of angry calls to radio phone-in pro- 
grammes from people questioning whether 
a less well-connected individual would 
have been treated so leniently. The attor- 
ney-general's office is seeking a review of 
the sentence. 

On 1 April the attorney-general's office 
was castigated by the Court of Appeal for 
fumbling a review of another allegedly in- 
adequate penalty. The Yau Lee Con- 
struction Co. had been fined HK$10,000 
(US$1,290) the previous September when 
two illegal immigrants were found work- 
ing on one of its construction sites. The 
maximum fine in such cases is HK$250,000. 
Two construction companies that had ad- 
mitted to the same offence in a separate 
case had been fined HK$100,000 each. Yau 
Lee is a publicly listed company, which 
includes a prominent legislative councillor 
among its directors and shareholders. 

After seeking a review, the Crown re- 
peatedly changed its mind on pursuing the 
case, requesting an adjournment at one 
point on the grounds that none of its 120 
counsel, or 400 private barristers, were 
available to handle the one-day court ap- 
pearance. The chambers subsequently de- 
cided to abandon the review on the 
grounds that it was not in the public's in- 
terest, but then reversed this decision as 
well. The Court of Appeal described the 
Crown's handling of the case as “a sorry 
history" requiring no comment "as the 
matter speaks for itself." E 
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SOUTH KOREA 


Goodbye to all that 


Dissidents seek new role in opposition 


By Shim Jae Hoon in Seoul 


tudent dissidents who once battled 
^ riot police on the streets are trading 

bricks and other improvised missiles 
for sober suits and seats in the national 
parliament. But while voters are prepared 
to support this new breed of politician 
linked to centrist opposition groups like the 
Democratic Party (Dr), they draw the line 
at accepting dissidents-turned-candidates 
linked to radical leftwing groups. 

The emergence of the dissidents-turned- 
MPs after the 24 March general election is 
2 to have a profound impact on the 
eneral texture of opposition politics in 

uth Korea. It confirms the perception 
that dissidents are becoming increasingly 
irrelevant as a political force in South Ko- 
rea as the country moves slowly towards a 
pluralistic social and political system 
under President Roh Tae Woo. 

Heading this new group in the 
single-chamber National Assembly 
is Lee Pu Yong, 50, a former jour- 
nalist who has been jailed five times 
under a succession of dictatorships 
over the past two decades. Running 
from a southeastern district in Seoul, 
he defeated Lee Dong Kyu, a ruling 
Democratic Liberal Party (DLP) can- 
didate and former assistant trade 
and industry minister. 

Others from the dissident ranks 
include Yu In Tae, 44, a former stu- 
dent leader from Seoul National 
University who cheated a death 
sentence under the Park Chung Hee 
regime in 1974 for allegedly plotting 
to overthrow the government. Yu 
comfortably beat Sin O Chol, the pro-gov- 
‘ernment incumbent, in a northern Seoul 
district. 

- Lee and Yu were among six prominent 
dissident figures elected to parliament on 
the ticket of the main opposition DP of Kim 
Dae Jung. The remaining four were: Park 
Kye Dong, who was jailed for four years 
by a previous government for illegal dem- 
onstrations; Shin Kye Ryun, jailed for two 
years for leading demonstrations at Korea 

niversity in 1980; Che Chong Ku, student 
demonstrator turned slum activist who re- 
‘ceived the Ramon Magsaysay Award for 
community service in 1986; and Chang 
Yong Dal, who served a total of eight years 
in prison for various anti-government pro- 
tests. Chang was elected from the south- 
western city of Chonju. 

Dissidents such as Park Kye Dong and 


Chang have been forced to seek a new role 
within the constitutional political process 
as support for radicalism dwindles in a 
society where more and more people are 
joining the economic mainstream. 

Political aspirants like Yu and Lee, long 
used to perceiving national issues in black 
and white terms — democracy vs dictator- 
ship, poverty of the many vs affluence of 
the few — have increasingly found their 
causes undercut by social and economic 
changes. Responding to growing public 
weariness with dissident rhetoric and the 
attendant tactics of confrontation, they are 
now focusing on what can be achieved 
within the political system by espousing 
issues of social change more popular with 
the electorate. The issue of corruption has 
become one of their main weapons against 
government candidates, and their prison 







Radical students move from the street to parliament. 


records proof of their dedication to social 
reform. 

“The voters trusted us more than pro- 
fessional politicians,” Lee told the REVIEW. 
“They knew we would not be stealing.” 
Political neophytes like Lee are expected to 
play a significant new role in the DP, which 
now has 97 members in the 299-strong 
parliament. The ruling DLP has 149 and the 
Unification National Party 31. 

[n the generational change that is stead- 
ily overtaking opposition politics, the DP 
has been co-opting more and more former 
student leaders. The number of DP legisla- 
tors with a background of dissident activi- 
ties now stands at 15, including the six new 
legislators. Analysts expect that their nu- 
merical strength and even representation 
from almost all sections of the country will 
give them a clout within the DP that party 
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leaders will not be able to ignore. 

The future is not so bright for other 
radical dissidents who contested the elec- 
tion under the banner of the leftwing 
Minjung (Masses) Party, whose platform 
includes policies such as the nationalisa- 
tion of certain key industries. These candi- 
dates fell victim to what Lee describes as a 
deep-seated voter distrust over the ideo- 
logical background of a section of student 
demonstrators perceived as being socialist, 
or even communist. 

Launched by a group of student radi- 
cals in 1990 and claiming to be the voice of 
the country’s 7 million-strong industrial 
workforce, Minjung fielded 51 candidates 
across the nation despite its financial diffi- 
culties and inadequate organisational base. 
The party focused on the southern indus- 
trial regions of Masan, Ulsan and Chang- 
won. 

None of Minjung’s candidates was suc- 
cessful. In the electronics industry district 
of Kumi near southern Taegu city, for 
example, the party candidate won only 
21,000 votes — a third of what the govern- 
ment candidate attracted — despite the 
presence of tens of thousands of workers 
supposedly supportive of its ideological 

. cause. In Koje district south of 

3 Pusan, which is dominated by ship- 

yard workers, Minjung managed 

only a pathetically poor third place, 
with just 12.7% of the total ballot. 

"People just don't trust any pro- 
gressive party," Minjung spokes- 
man Chung Tae Yun told the 
REVIEW, by way of explaining the 
conservative bent of voters who turn 
away from any leftwing group. The 
outcome is ironic, given that the po- 
litical party law was recently rewrit- 
ten to boost the chances small par- 
ties have of sending a representative 
to parliament. 

Hoping to nurture a moderate 
leftwing party responding to the in- 
dustrial workforce, as well as creat- 
ing a socialist party indigenous to 

South Korea, Roh revised the law to make 
it possible to have at least one legislator 
chosen — on the basis of proportional rep- 
resentation — from any party winning 3% 
of the total vote. However, Minjung gained 
only 1.5% of the vote, a drop from the 1.8% 
leftist candidates received four years ago. 
The party faces dissolution under the law 
for failing to muster the required minimum 
of 2% of the nationwide ballot. 

The message voters seem to be sending 
through Minjung is that while they are 
ready to endorse dissident candidates run- 
ning from the proven ground of respect- 
able centrist opposition like the DP, they are 
not enthusiastic about leftwing groups, re- 
gardless of their platform. That seemingly 
marks the limits of respectability for dissi- 
dents hoping for new roles in the national 
political process. * 
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Invoice of America 


s Hard Sell replaces the Cold War 

in foreign relations, US ambassa- 

dors are finding themselves re- 
quired to act more as boosters and pro- 
moters of the nation's commercial interests 
and less as the country's frontline diplo- 
matic warriors. 

This switch in emphasis is particularly 
marked in Asia, were US envoys are now 
actively promoting their country's pro- 
ducts and services. Recent examples in- 
clude the work done by ambassadors John 
Monjo in Indonesia and William 
Clark in India that helped US com- 
panies clinch major deals which 
otherwise would have gone to for- 
eign competitors. 

In the first large-scale exercise 
of their enhanced commercial role, 
US ambassadors to five Asean 
countries put on an unprecedented 
roadshow across the US in late 
March to promote exports and in- 
vestment into the Southeast Asian 
grouping. 

From Portland to New York, 
Detroit to Houston, the ambassa- 
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dors sought to persuade small and me 
dium-sized US companies to explore busi- 
ness opportunities in Asean, already the 
third-largest export market for the US after 
Europe and Japan. 

"We're here today because not enough 
of you are over there," one ambassador 
would tell the audience. Another would 
continue that ^we want to make sure that 
America does its absolute best economi 
cally and that you succeed in your efforts,’ 
and promise embassy support. A third 
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JAPAN 


Opposition glue 


Political grouping spells trouble for ruling party 


3y Robert Delfs in Tokyo 

yet ill-defined political grouping 
A backed by the Japanese Trade 

Union Confederation (Rengo) ap- 
years likely to wrest control of the deciding 
rote in the upper house of the Japanese 
»arliament after the regular upper house 
ections in July. 

Rengo's rise will further complicate 
he problems of Prime Minister Kiichi 
Miyazawa and the ruling Liberal Demo- 
atic Party (LDP) in pushing legislation 
hrough an opposition-controlled upper 
nouse. It also threatens to eclipse the Komei 
Party, currently the second most powerful 
»pposition party in both houses of parlia- 
ment. 

Rengo candidates have already won 
wo by-elections this year against the LDP, 
»oosting their presence in the 252-member 
apper house from 11 to 13. Political ob- 
servers believe Rengo is likely to hold 28 
or more seats after the July election, mak- 
ng it the second-largest opposition group- 
ng in the upper house after the Japan So- 
rialist Party (JSP). 

Since 1989, the LDP has relied on the 
cooperation of the Komei Party and the 
smaller Democratic Socialist Party (DSP) to 
pass legislation. After July, it may be forced 
to build a new coalition strategy centred 
on Rengo. To avert this, an increasing 
number of LDP leaders now appear willing 
to risk a general election for both houses of 
parliament this summer. 

The ascent of Rengo as a political force 
seems confusing at first glance. Rengo is 
not really a party. It has no platform or 
fixed policies and it commands little in the 
way of local political organisational or 
funding resources. 

As a political organisation, Rengo may 
be best viewed as a kind of concrete work- 
ing proposal for reuniting the JSP and the 
DSP, Japan's two major labour-backed so- 
cial democratic parties. The DSP broke 
away from the JsP in 1960, primarily over 
the latter's opposition to Japan's Self-De- 
fence Forces and the US-Japan Mutual Se- 
curity Treaty. 

Rengo-the-union is Japan's largest la- 
bour organisation. (The word "Rengo" 
simply means confederation.) Led by 
president Akira Yamagishi, it was formed 
in 1989 by the merger of two labour groups 
— the leftwing Sohyo (General Council of 
Trade Unions) and the rightwing Domei 
(Japan Confederation of Labour). Sohyo, 
representing public-sector workers, had 


been the principal support base for the JSP; 
Domei, representing mainly private-sector 
workers, provided organisational backing 
for the DSP. 

With the amalgamation of Sohyo and 
Domei, there is no longer any institutional 
basis for the continuing split between the 
jsp and the psp. But both parties remain 
deeply divided by policy differences over 
defence, relations with North and South 
Korea and nuclear energy. 

Rengo-the-quasi-party, the brainchild of 
Yamagishi was born during the upper 
house election of 1989, held in the wake of 
the Recruit shares scandal. Yamagishi's 
idea was to put up candidates jointly sup- 
ported by local Jsp and DSP organisations 
and the smaller United Social Democratic 





Miyazawa: more complications with Rengo. 


Party (UsDP) in districts where none of 
these parties was in a position to challenge 
the LDP on its own. 

The candidates ran under the banner of 
Rengo-na-kai, which is technically an um- 
brella organisation of the ISP, DSP and the 
USDP, existing largely on paper in order to 
fulfil election-filing requirements. 

Unburdened by policies and untainted 
by charges of corruption that have mud- 
died the image of existing opposition par- 
ties, Rengo is proving far more successful 
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as a focus for protest votes against the LDP 
than either the DSP or JsP. Eleven of the 12 
Rengo candidates in 1989 were elected, 
forming the Rengo Sangiin as a quasi-party 
in the upper house. 

Rengo Sangiin's strength was bolstered 
by two victories in the Nara and Miyagi 
by-elections earlier this year. The decisive 
LDP victory over a JSP candidate in the 
Gunma by-election on 29 March, more- 
over, seemed to confirm that Rengo is the 
only opposition grouping that will be able 
to challenge the LDP on the issue of politi- 
cal corruption in the July election. 

"Someone who would lose if he ran as 
a socialist can win by running as a Rengo 
candidate," a cabinet official commented. 
"Rengo has acquired an image similar to 
Solidarity in Poland. It has managed to 
broaden its base to appeal to [white-collar] 
salarymen and farmers as well as blue-col- 
lar union workers." 

LDP leaders who largely ignored Rengo 
in the past have rushed to the attack in the 
wake of the Nara and Miyagi by-elections, 
focusing mainly on its failure to articulate 
any coherent policies. In response, Yama- 
gishi stresses that Rengo is not intended to 
be a party but rather an "adhesive" to glue 
the disparate non-communist opposition 
parties back into a united body capable of 
challenging the L.DP's 37 years of uninter- 
rupted one-party rule. 

Yamagishi describes the relationships 
between Rengo-the-union and the political 
entities Rengo-no-kai and Rengo Sangiin 
as "organic" rather than hierarchical. 
“Rengo is a labour union, not a political 
party," Yamagishi told the Nihon Keizai 
Shimbun. "We strongly believe that con- 
ventional union activities and our support 
for political activities should not be mixed 
together." 

"Rengo Sangiin is not the same as 
Rengo-the-union," explains upper house 
member Yasumatsu Hoshikawa. "The 
union is based on its 8 million members, 
but we, as parliamentarians, representing 
our constituencies, must look at the entire 
political situation." 

Rengo now acknowledges that it must 
clarify its position before the July election, 
however, and some sort of formal policy 
statement is expected in May or June. Re- 
marks made at a recent dinner meeting at- 
tended by Yamagishi and several Rengo 
Sangiin members suggest that Rengo will 
adopt a position essentially congruent with 
that of the psp. In other words, Rengo will 
not challenge the legitimacy of the SDF or 
the US-Japan Mutual Security Treaty, or 
current government policy with respect to 
relations with the Koreas and nuclear 
power. 

However, the LDP may face complica- 
tions in dealing with Rengo as a member 
of a new upper house coalition after July. 

“In reality, Rengo candidates are elected 
through the cooperative efforts of the JSP 
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and the psp,” Rengo Sangiin member 
Yasumatsu Hoshikawa says. “Although 
the LDP and Rengo will probably be able to 
form a majority [in the upper house], 
Rengo cannot easily take a decision that is 
opposed by either the DSP or the JSP.” 

Ideally, moderate js" leader Makoto 
Tanabe might use Rengo to explore posi- 
tions which remain unacceptable to the 
still powerful leftwing of his own his party. 
“If Rengo supports an LDP proposal that 
the JsP strongly opposes, there will be 
problems," explains Atushi Kanda, chair- 
man of the parliamentary affairs commit- 
tee of the DSP. “But if the jsp secretly agrees 
but cannot say so openly, it will be all 
right." 

A Rengo victory in July can therefore 
be seen as the first half-step towards prac- 
tical political cooperation between the LDP 
and the jsp marking a possible beginning 
to the "grand coalition" of conservative 
and opposition parties that has been 
frequently discussed by LDP Takeshita fac- 
tion leaders Shin Kanemaru and Ichiro 
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Ozawa. 

But it would also give the |SP a potential 
veto by proxy over LDP legislation. The 
clear objective of Yamagishi and other 
Rengo leaders, moreover, is not a coalition 
with the LDP, nor absorption into a new 
conservative-dominated party, but rather 
the formation of a new united social demo- 
cratic political grouping that can actually 
challenge the LDP in open elections. 

To avert this prospect, some LDP leaders 
are increasingly willing to consider incur- 
ring the risk of using the "Rengo-killer" — 
that is, dissolving the lower house for a 
general election to both houses of parlia- 
ment. 

“In a double election, both the |sP and 
DSP will be in an all-out fight to expand 
their number of seats in the lower house, 
leaving no resources for supporting Rengo 
upper house candidates," explains politi- 
cal commentator Minoru Morita. "If there 
is a double election, the Rengo boom will 
collapse." 

Foreign Minister and Deputy Prime 


People's verdict 


.. By S. Kamaluddin in Dhaka 


More than two decades after independ- 
. ence, old political wounds, some dating 
. back to the violent birth of Bangladesh, 
. are being reopened. Involved in this 
_ frenzy — of revenge or justice, depend- 
ing on how one looks at it — are reli- 
fundamentalists, opposition par- 
ties, lawyers and the relatives of those 
.. who fell victim to politically motivated 
_ killings. And with the participants trying 
to take the law into their own hands, the 
governntent is caught in the middle. 

At the centre of the controversy is 
Golam Azam, the leader of the funda- 
mentalist Jamaat-e-Islam party. On 26 
March some groups formed their own 

"people's court, held a “public trial" 
and sentenced Azam to death for war 
crimes committed in the liberation strug- 
gle of 1971. The group, having found him 
guilty of 12 war crimes including help- 
. ing the Pakistani army carry out a geno- 
cide of Bangladeshis, demanded that the 
. government implement “the verdict 
within a month." 
The event that sparked off the extra- 
—. legal trial was a rash move two months 
ago by the central committee of the 
Jamaat to formally elect Azam as its amir 
or chairman — disregarding the fact that 
his citizenship was in dispute. In the lib- 
eration struggle the Jamaat had sided 


fuer 


with Pakistan and op- 
posed the creation of 
Bangladesh. Azam fled to 
Pakistan after the Paki- 
stani army surrendered in 
Dhaka on 16 December 
1971 and the new Bangla- 
desh Government re- 
voked his citizenship. 

However, under pres- 
sure from Saudi Arabia, 
Bangladesh allowed him 
to return home in 1978 
with a Pakistani passport. 
Azam soon became de 
facto leader of the Jamaat. 

In the February 1991 
general elections, the 
Jamaat won 18 seats and 
emerged as the fourth largest party 
parliament. Later the ruling ir fis 
Nationalist Party (BNP) of Prime Minister 
Khaleda Zia cut a deal with the Jamaat 
in sharing the 30 reserved seats for 
women chosen by the parliament. Em- 
boldened by its electoral gains, the 
Jamaat took the gamble of making 
Azam’s leadership official in order to 
force a political solution to his legal prob- 
lems. 

The gamble backfired. While the gov- 
ernment took no action on a over-stay- 
ing non-citizen heading a political party, 
it was too provocative for the anti-Jamaat 
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Sheikh Hasina: support. 


Minister Michio Watanabe, who heads a 
major LDP faction, is known to favour hold- 
ing a double election. 

In a television interview, Watanabe said 
he would advise Miyazawa to dissolve the 
lower house if the opposition parties block 
passage of a bill to allow SDF forces par- 
ticipate in UN peacekeeping operations, à 
bill which the jsp strongly opposes. But the 
idea of a double election may not be to the 
liking of some powerful faction leaders 
within the LDP itself. 

Up to now, Kanemaru and Noboru 
Takeshita, the power brokers leading the 
dominant Takeshita faction of the LDP, 
have opposed a double election which 
could result in strengthening Miyazawa's 
position as prime minister. 

“The LDP will win a double election no 
matter how low Miyazawa goes in the 
public support polls,” says Morita. “Win- 
ning the election would result in strength- 
ening Miyazawa and his cabinet. That is 
the last thing Takeshita and Kanemaru 
want to see.” a 


forces. They formed a national commit- 
tee — headed by Jahanara Imam, the 
mother of a 1971 martyr — to try Azam 
for war crimes. To the government's dis- 
may, major opposition parties quickly 

backed the national com- 
mittee. 

Opposition leader 
and Awami League chief 
Sheikh Hasina encour- 
aged the committee to go 
ahead with the trial, and 
reportedly promised that 
her party could mobilise 
more than 200,000 peo- 
ple to attend the event. 

A harassed govern- 
ment watched the ten- 
sion build and reacted 
belatedly to detain Azam 
two days before the trial 
under the Special Pow- 
ers Act which allows 
preventive detention. 
The government also is- 
sued arrest warrants against 24 promi- 
nent people of the national committee for 
holding an ultra-legal trial. Public opin- 
ion on the trial has been so volatile that 
even some pro-trial lawyers indulged in 
violence in front of the office of the mag- 
istrate issuing the arrest warrants. 

Seeing the public uproar, the Jamaat 
quickly elected Abbas Ali Khan as the 
acting chairman. The government is now 
caught in a bind, as Azam cannot be de- 
tained indefinitely and public pressure is 
growing for his citizenship and political 
activities to be aired in an official court 
of law. s 
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Price of peace 


he most remarkable achievements 

of President Roh Tae Woo's 

administration have been the 

strengthening of South Korea's 
democratic political process and the pur- 
suit of a foreign policy of rapprochement 
with China and the Soviet Union, which is 
largely responsible for improved inter- 
Korean relations. In the wake of the 24 
March parliamentary elections, however, 
these two accomplishments are coming 
into conflict. 

South Korea’s voters, dissatisfied with 
current political, social and economic con- 
ditions, delivered a stunning rebuke to the 
ruling Democratic Liberal Party (DLP) by 
reducing its share of seats in the National 
Assembly to less than 50%. In an attempt 
to shore up support for the DLP before the 
December presidential elections, the Roh 
government is being forced to redirect its 
energies away from foreign policy and to- 
wards solving pressing domestic problems. 

The government must be wary, how- 
ever, of voter-induced myopia on foreign 
affairs issues. Any let up in the so-called 
Northern Policy would risk sacrificing the 
substantial gains that have resulted from 
closer ties with Pyongvang's former pa- 
trons. In particular, negotiations with Rus- 
sia and China should not be allowed to 
founder in the face of complaints that the 
pursuit of the Northern Policy is too costly. 
While economic concessions to Moscow 
and Peking carry a high price, such costs 
are far outweighed by advances in the 
North-South dialogue and the potential 
long-term gain of reunification. 

Opposition parties — particularly the 
newly founded conservative National Uni- 
fication Party — successfully tapped voter 


| discontent with living standards in the 


South, where unemployment is at its 
highest level since 1963 and annual infla- 
tion has topped 9% during the past two 
years. Such domestic concerns have led 
some opposition politicians to argue that 
Roh has overemphasised the Northern 
Policy at a time when the South’s economy 


| can ill afford it. 





In addition, editorials in leading South 
Korean newspapers have criticised the 
government's 1990 decision to grant US$3 
billion in economic assistance to the then 
Soviet Union, while others have argued 
that with a trade deficit of US$7.9 billion in 
1991, Seoul should not continue to give 
China concessionary trade terms. 

Although Roh has said he will concen- 
trate on the "recovery of the national eco- 


16 APRIL 1992 


By Kim Jae Youl 


nomy and the improvement of inter-Ko- 
rean relations" during the remainder of his 
term, he is clearly giving priority to do- 
mestic issues. Three days after the March 
elections, Roh said that the government 
and ruling party had to make "controlling 
inflation . . . the top priority" and called on 
them to "show the people that the govern- 
ment is focusing on economic problems" 
and addressing other domestic concerns. 

Even if Roh were to attempt to move 
ahead with the Northern Policy with as 
much intensity as he has to date, his efforts 
would probably be frus- 
trated by the new parlia- 
ment, where the DLP has 
only a slim majority. A 
halt — or even a signifi- 
cant slowdown — in the 
pursuit of the Northern 
Policy, at a time when 
Seoul appears to be on 
the verge of a break- 
through with Peking, 
would be a serious mis- 
take. 

Mainly due to im- 
proved bilateral relations 
between Seoul, Moscow 
and Peking, Pyongyang 
has been more willing to 
participate in a series of 
recent North-South dia- 
logues. Nevertheless, 
while Seoul and Moscow 
established diplomatic 
relations in 1990, South 
Korea has yet to win for- 
mal recognition from 
China — though pros- 
pects now seem promis- 
ing. The two countries 
have rapidly developed cordial commer- 
cial relations, to the point of exchanging 
trade offices in October 1990. 

The result of this burgeoning relation- 
ship has seen two-way trade between 
South Korea and China reach US$5.7 bil- 
lion in 1991, compared to US$1.5 billion in 
1988. Considering the growing economic 
interdependence of the two countries, 
some analysts in Seoul believe relations 
will be normalised in the near future, pos- 
sibly as soon as this summer. 

This has led some critics of the North- 
ern Policy to argue that South Korea does 
not have to make many economic conces- 
sions to win the friendship of China and 
Russia, since they are now eager to win 
economic assistance. Seoul's concessions, 
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Negotiations 
with Russia 
and China 

should not be 
allowed to 

founder 


however, are by no means unnecessary, 
Moscow and Peking will continue to play 
crucial roles in determining the future of 
inter-Korean relations, so it is obviously in 
Seoul’s best interest to consolidate its ties, 
with the two regional giants. 

Moreover, Moscow's and Peking's Kon 
rea policies are crucial to a more immedi- 
ate concern of Seoul's: the nuclear threat 
posed by Pyongyang. Given North Korea's 
reluctance to open suspected nuclear re- 
search and development sites within its 
borders to international inspectors, some" 
form of collective inter- 
national action may be 
necessary to keep 
Pyongyang from build- 
ing a nuclear weapon, 
One option is the imposi- 
tion of economic sanc- 
tions, which will require 
the full cooperation ` 
China and Russia = 
North Korea's main sup-. 
pliers of oil and other es- 
sential commodities — to 
be effective. ) 

Russia has already 
said it will support South 
Korea on this issue. Dur- 
ing a visit to Seoul in 
March, Russian Foreign 
Minister Andrei Kozyrev 
said his country "will do 
all [it] can do to ensure 
that there are no nuclear- 
weapons in the Korean 
peninsula.” Kozyrey 
even promised to raise 
the issue of North Ko- 
rea’s nuclear programme 
at the UN if necessary, — 

It is still unclear how China would” 
react. In a recent speech, Premier Li Peng 1 
said China would maintain its traditional 
friendship with North Korea. However, 
unlike last year, he did not express his sup- 
port for North Korea’s reunification plan. 
This could mean that Peking will no longer 
be such a die-hard supporter of Pyong- 
yang. It is true that South Korea has a 
number of pressing domestic problems 
that require immediate attention. But it 
would be a pity for all Koreans if the Roh. 
administration failed to fully exploit the 
gains it has made so far. e 


— 


Kim Jae Youl ts à research assistant at the Jolms 
Hopkins University School of Advanced Inter- 
national Studies in. Washington. 
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PHILIPPINES 1 


Rough and ready 


Defensor-Santiago defies polls odds 


By Rigoberto Tiglao in Manila 


f all the presidential candidates in 

the current electoral campaign, 

Miriam Defensor-Santiago, 46, may 
well be the most enigmatic. The mystery, 
however, is not so much in where she 
stands on issues, but in the fact that she is 
still considered to be in the running for the 
11 May contest. 

Until the presidential race began, 
Defensor-Santiago had merely been a po- 
litical curiosity known mainly for directing 
such insults as “fungus-faced” and “peo- 
ple who need a lobotomy” against her crit- 
ics. 

In keeping with this “feisty” image, she 
has chosen to base her electoral appeal 
around a claim to be a graft-buster. Yet her 
track record rests almost entirely on her 18 
months as head of the Commission on Im- 

ation and Deportation (CID), a small 
agency charged with tracking down illegal 
— mostly Chinese and Iranian — immi- 
grants. She was subsequently appointed as 
agrarian reform secretary in June 1989, be- 
fore being dismissed in December that year 
allegedly on suspicion that she was sym- 
pathetic to the military rebels w ho at- 
tempted a coup during the same month. 

However, her anti-corruption campaign 
line is somewhat dented bv the fact that 
she faces two criminal cases of corruption 
at the special Sandiganbayan anti-graft 
court. In addition, her husband Narciso 
Santiago was eased out of his job as a cus- 
toms collector in 1990 when customs bu- 
reau head Salvador Mison undertook a 
campaign to clean up the notoriously cor- 
rupt organisation. 

Defensor-Santiago's political machine is 
the People's Reform Party, a tiny operation 
supported by a maximum of 12 full-time 
staff — including her six brothers and sis- 
ters and her husband. Her candidates for 
senatorial positions are political unknowns, 
but include five former military generals. 
Aside from her husband and a group of 
former soldiers, her only political strategist 
is Antonio Leviste, former governor of 
Batangas during the Marcos era and now a 
tourism and property tycoon. 

Yet she has been topping most polls 
with a stable 20% rating since last year. 
This has prompted her to claim that she 
will lose the presidential race only if she is 
cheated, and if this happens she will lead a 
massive civil-disobedience campaign. The 
momentum she has achieved has also per- 
suaded candidates aspiring for local posts, 


24 


such as former National Bureau of Investi- 
gation head Alfredo Lim, to flock to her 
banner, thereby giving her party some 
semblance of strength. 

An analysis by a political officer at the 
US Embassy in Manila — based on a pro- 
vince-by-province assessment — has put 
Defensor-Santiago in fourth place after the 
Laban ng Demokratikong Pilipino's 
Ramon Mitra, former president Ferdinand 
Marcos' de facto political heir Eduardo 
“Danding” Cojuangco and President 
Corazon Aquino's candidate, former de- 
fence secretary Fidel Ramos. 

Not surprisingly, Defensor-Santiago's 
following has started to worry her rivals, 
apparently so much so that a well- crafted 
but anonymously written "white paper’ 
has been circulating in Manila containing 





Defensor-Santiago: starting to worry her rivals. 


alleged details on her psychological prob- 
lems. She dismissed such allegations in an 
interview with the REVIEW, saying that 
while her brother Marciano Defensor had 
seen a psychiatrist "once or twice," she had 
never consulted one. 

While she maintains that such "black 
propaganda" merely proves she is the real 
front-runner, the attack on her alleged 
mental state has started to take a toll on 
her following. She is now referred to by 
X among Manila's political cognoscente 

s "Brenda" — supposedly an acronym 
for | ‘brain-damaged.” In a country where 
such jokes reflect a judgment on a public 
figure, the nickname could damage her 
candidacy. 

Defensor-Santiago defended her style, 
telling the Review that “crowds are not 
prepared to listen to economic platforms. 
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What they want to hear is: ‘If | become 
president, I will knock their [grafters’] teeth 
off.’ That is the kind of language that al- 
lows me to communicate. Other politicians 
communicate nh their funding [and] 
their machinery. 1 communicate through 
the kind of language | use." 

She may well be right in her reading ot 
the public mood. Her success in opinion 
surveys has been due to her deft exploita- 
tion of two major developments in Philip- 
pine political culture. 

First, she has tapped into what is ap- 
parently a deep resentment among Filipi- 
nos, especially the young, towards tradi- 
tional politicians. While this rejection of the 
existing political culture could have been 
the constituency of the idealistic senator 
lovito Salonga, Defensor-Santiago has been 
able to capture much of it by reducing all 
the country's problems to a graft-and-cor- 
ruption issue. Asked in a television inter- 
view why she wants to become president, 
she said: "So I could put all of the corrupt 
politicians in one big prison." 

Second, among all the presidential 
candidates, she has the keenest apprecia- 
tion of the power of the media. Her head- 
quarters distributes almost 
daily press releases on virtu- 
ally any subject and event, 
many of which she writes 
herself. One of Defensor- 
Santiago's close aides also 
said her supporters had mo- 
bilised volunteers into “letter- 
writing and phone-calling 
brigades," which gave a sem- 
blance of massive support for 
her in the press and broad- 
cast media. 

Perhaps the most impor- 
tant element in her campaign, 
however, has been the sup- 
port of Bulletin Today — the 
country's biggest newspaper 
— which has, with little sub- 
tlety, pushed her bid with 
daily front-page coverage. 
This has been crucial because electoral 
regulations prohibit political advertise- 
ments in the media. Bulletin Today's pub- 
lisher and owner, Emilio Yap, is a relative 
of Defensor-Santiago's husband. 

Her critics claim that Yap's closeness to 
the candidate was developed when she 
was still CiD chief, a position where she 
had to deal with the ethnic Chinese com- 
munity — many of whom still have citi- 
ze nship problems. 

Defensor-Santiago’s popularity is a 
symptom of the country’s deeper malady. 
A candidate with unequalled expertise in 
media manipulation — whom Manila 
Chronicle editor Amando Doronila de- 
scribed as “a charlatan . . . whose only as- 
set is a glib tongue" — is succeeding in 
tapping : ilipinos' e resentment against 
their political leaders x 


if 
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Our Oasis Class is back, commencing February 1992. So lie back and enjoy the tranquility, comfort 
and luxury of our Business Class once again. 
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Versatility and quality — 
Siemens in Southeast Asia 


The scope of activities of 
siemens in Southeast Asia 
extends across a wide 
spectrum of electrical 
engineering and electronics. 
Highlights of recent 
accomplishments include: 
Public telephone switching 
systems in Thailand and the 
Philippines, power generating 
plants in Indonesia and 
singapore, advanced medical 
systems installed in hospitals 
in Hong Kong and Malaysia, 
factory automation equipment 
in Korea and Taiwan. Siemens 
- a name that stands for 
innovative technology, highest 
quality and reliability. 


Well over 6,000 Siemens 
employees throughout the 
region are engaged in 
manufacturing, project 
planning and engineering, 
service and maintenance as 
well as customer training. 
They are dedicated to provide 
the best solutions to any 
application problem, they are 
committed to quality and total 
customer satisfaction. 


Being an integral part of the 
worldwide Siemens 
organization, the regional 
companies have full access to 
the vast resources of one of 
the world's leading 
enterprises. A company with 
annual sales of over US$45 
billion, that spends more than 
US$4.5 billion on R & D and 
that employs 402,000 people 
in 123 countries can offer 
unique solutions, knowhow 
and expertise for your specific 
application requirements. 


Talk to us. Your local Siemens 
representative is only a phone 
call away. 


Siemens (Pte) Ltd 
MCS 

151 Lorong Chuan 
03-01 New Tech Park 
Singapore 1955 


or any of the Siemens 
offices in Bangkok, Beijing, 
HongKong, Jakarta, 

Kuala Lumpur, Manila, Seoul 
and Taipei 


Versatility and quality 
are our strenaths. Siemens. 
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Keep it in the clan 


Political families collude to retain power 


By Rigoberto Tiglao in Manila 


he 11 May elections may prove to 

| be a little confusing for voters in 

President Corazon Aquino's Tarlac 

home province in central Luzon. They 

would have to be extra careful which nick- 

names — Peping, Tingting, Henry or 

Mercedes — they put before the 

"Cojuangco" surnames on their ballots for 
local posts. 

Aquino's younger brother, congress- 
man Jose (“Peping”) Cojuangco, is seeking 
re-election against another Cojuangco — 
Mercedita Cojuangco-Teodoro, younger 
sister of presidential candidate Eduardo 
(“Danding”) Cojuangco. Danding, one of 
late strongman Ferdinand Marcos’ closest 
allies, is cousin to Peping and Aquino. 

Contesting the provincial governorship 
are two other Cojuangcos: Danding's 
younger brother Enrique ("Henry") and 
Peping's wife Margarita (“Tingting”). 

Aquino, without whose support former 


BURMA 


defence secretary Fidel 
Ramos' bid for the presi- 
dency would not have taken 
off, took time off last month 
to launch her brother Pe- 
ping's and sister-in-law 
Tingting's campaigns. Pe- 
ping is the general secretary 
of the ruling party, Laban 
ng Demokratikong Pilipino 
(LDP), whose standard 
bearer is House Speaker 
Ramon Mitra — also a can- 
didate for presidency. 
Peping's decision to stay 
in the party is seen as one of 
the key developments that 
has bolstered the LDr's strength. In the 30 
November party convention that picked 
Mitra as standard bearer, Peping had 
backed Ramos' bid to be the party's candi- 
date. Ramos afterwards bolted the party to 
form his own political grouping. 
Aquino's ritual raising of her brother's 
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By Bertil Lintner in Bangkok 


For almost a decade, tribal refugees have 
arrived at the Thai-Burmese frontier to 
escape fighting between government 
forces and ethnic rebels. However, refu- 
gee workers were recently surprised to 
discover that the latest arrivals had come 
from areas firmly under government 
control deep inside Burma. 

More than 800 such people arrived in 
the Three Pagodas Pass area in Thai- 
— land's Kanchanaburi province during the 
— first week of March alone. Many more 
. are still coming. For the first time, a large 

. number of Muslim refugees have also 
arrived at the Thai border. 

Although the new refugees come 
from so-called “white,” or insurgent-free 
areas, their stories were no different than 
those told by others fleeing war zones 
closer to the border: forced labour, rape, 
pillage and arson committed by the Bur- 
mese army. Aid workers now believe 
that increased repression inside Burma 
could trigger a massive influx of a new 


kind of refugee into Thailand. 

Many of the new arrivals are single 
males fleeing conscripted labour or im- 
possible “fines” demanded to avoid such 
duties. Sources along the Thai-Burma 
border say forced labour is being used to 
build roads, guard the railway between 
Moulmein and Ye, construct military 
bases and even operate rubber planta- 
tions confiscated by the military. To 
avoid these duties, villagers have to pay 
arbitrary fines of Kyats 500-2,000 (US$75- 
300 at the official rate), sums most villag- 
ers are unable to raise. 

The Muslim refugees say they have 
to pay two or three times as much as 
others to retain their rice ration cards, 
while also being subjected to conscripted 
labour. In addition, some Muslim refu- 
gees from Moulmein claim the authori- 
ties had told them that their mosques 
would be demolished. 

Entire villages in southeastern Burma, 
Muslim as well as Buddhist, are reported 
to have been levelled and their 
populations moved into camps close to 
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Danding: clan power. 


hand at his political rally last month cap- 
tured the irony of the situation. The presi- 
dent's other hand had the thumbs-up sign 
of the Ramos group, Lakas ng Edsa- 
National Union of Christian Democrats. 
Ramos' group did not field any candidates 
against Peping and Tingting. 

The brother-against-brother situation is 
starker in the vice-presiden- 
tial race. Danding's original 
running mate was Sen. John 
Osmena, while the latter's 
younger brother Emilio — 
the governor of Cebu pro- 
vince — is Ramos' vice- 
presidential candidate. 
Osmena has since with- 
drawn in favour of Sen. 
Joseph Estrada and will 
seek re-election to the Sen- 
ate under Danding's group, 
the National People's Coali- 
tion. 

Meanwhile, two Mag- 
saysays — from the clan of 
former president Ramon 
Magsaysay — have thrown in their lot with 
the two presidential candidates. Ramon 
Magsayay, ]r is Miriam Defensor-Santia- 
go's running mate, while cousin Vicente is 
with Imelda Marcos. 

Family unity, though, seems still to be 
the political norm. The pillars of the LDP 
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military bases. Inmates of the camps are 
forced to work maintaining roads, bar- 
racks and assisting the military in vari- 
ous ways, refugees say. 

The total number of people living in 
refugee settlements along the Thai- 
Burma border is now estimated at more 
than 65,000, up from 50,000 last year and 
42,000 in 1990. The vast majority are eth- 
nic Karens, but there are also substantial 
numbers of Mons and Karennis in addi- 
tion to some Burmese students who fled 
to the border in the wake of the military 
crackdown on the pro-democracy move- 
ment in 1988. 

Refugee numbers are likely to in- 
crease as repression inside Burma be- 
comes worse, with most of the new ar- 
rivals expected to come from inside the 
country rather than the border areas. 
"For feeding purposes, we are assuming 
that at least 2,000 to 5,000 more will come 
this dry season. But it could be more,” a 
refugee worker said. 

Unlike other Asean countries, Thai- 
land has not openly condemned Burma's 
military government for forcing many 
thousands of refugees into Bangladesh. 
However, as the number of refugees 
reaching Thailand increases, aid workers 
have noticed increased impatience on the 
part of the Thai authorities. * 
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are Aquino's siblings-in-law — campaign 
director Paul Aquino, media director 
Lupita Aquino-Kashiwahara, and senato- 
rial candidate Agapito ("Butz") Aquino. 
The only incumbent senator in Ramos' 
group is her sister Leticia Ramos-Shahani 

In Metro-Manila, the Bagatsing family 
is battling for the mayorship as well as two 
of the six congressional districts. Clan con- 
trol of many of the country's provinces re- 
mains one of the most crucial elements in 
the May elections, with the strength of the 
LDP machine and Danding's National Peo- 
ple's Coalition based primarily on the 
support they have won from provincial 
bosses such as the Singsons of Ilocos Sur, 
the Dvs of Isabela and the Josons of Nueva 
Ecija. 

An emerging debate in Manila’s 
leftwing circles is that Philippine society, 
and its under-development, may be more 
accurately analysed by focusing on the alli- 
ances and conflicts among political clans. 
The study group, Institute for Popular De- 
mocracy, for instance, estimates that 65% 
of the 196-member House of Representa- 
tives belong to political clans. 

Observers note that it was the 1986 
^people-power" uprising — that precipi- 
tated Marcos' fall — that led to the emer- 
gence of what is now the most powerful 
clan: the Aquino-Cojuangco family. In the 
May election, the family is cleverly hedg- 
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Peping, Paul Aquino and Neptali Gonzales: family unity. 


ing its bets between Mitra, whom th« 
Aquinos and Peping are backing, 
Ramos, who is supported by the president 
and her maternal uncle, 
Francisco Sumulong. 


j 
and 


congressman 


This clan phenomenon extends to the 


corporate world. While the Ramos cam- 
paign has been playing up the evils of 
Danding as monopolist, on account of his 
role in the coconut cartel, among other 
things, another Cojuangco the faction 
headed by Antonio Cojuangco which con- 
trols the telecommunications monopoh 
Philippine Long Distance Telephone Co 
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Woes of ownership 


Cadres delay return of confiscated property 


By Murray Hiebert in Hanoi 


ietnam's communist authorities, in 
V an apparent effort to boost confi- 
dence among the country's still 
sceptical private businessmen, have in the 
past few years quietly begun returning 
property expropriated in an anti-capitalist 
crackdown launched in Hanoi nearly a 
decade ago. 

Vietnamese party and police officials 
have not yet spoken publicly about the 
1983 campaign, codenamed Z-30, but in- 
terviews with its victims suggest that at 
least 200 families in the Vietnamese capital 
lost their houses and other property in the 
crackdown. A Vietnamese journalist who 
has investigated Z-30 says its original in- 
tention was to confiscate property obtained 
through illegal activities such as smuggling 
or corruption. 

But in reality, many of those affected 
appear to have been people who had made 
the “mistake” of buying or renovating 
houses at the beginning of 1983, 
when the party line hardened 
after briefly flirting with reform. 
Others had found ways to get 
richer than their neighbours, 
despite the party’s moves to 
shut down private entrepre- 
neurs and collectivise private 
farmland in the north after the 
defeat of the French colonial re- 
gime in 1954. 

Sources familiar with Z-30 
say Hanoi's leaders first began 
admitting internally that over- 
zealous officials had made seri- 
ous mistakes in implementing 
the campaign in mid-1986, 
shortly before the party 
launched its current economic-reform pro- 
gramme. But three more years passed be- 
fore Hanoi's slow-grinding bureaucracy 
began correcting its mistakes and return- 
ing the first houses to their original own- 
ers. 

In some instances, local officials appa- 
rently resisted returning confiscated prop- 
erty. In other cases, the new tenants — of- 
ten government agencies, state companies, 
health facilities or kindergartens — refused 
to move out until they had been given new 
space or been compensated for additions 
or repairs to the houses. 

By early 1992, all but a handful of Z-30 
victims appear to have received back at 
least some of their former property and 
possessions. One example is 51-year-old 


Vu Ngoc Binh, who lost his two-storey 
house in downtown Hanoi in May 1983. 

Binh had quit his job at a state-owned 
import-export company in 1975, shortly 
after the communist victory over the US- 
backed south, and set up a small coopera- 
tive workshop where 10 workers produced 
handicrafts such as wooden furniture, ce- 
ramic figures and lacquerware. 

In early 1983, as part of the Z-30 cam- 
paign, police began investigating Binh's 
activities. "They checked my possessions 
and demanded that I explain the source of 
my income," Binh says. "But they didn't 
accept my explanation and charged me 
with illegal economic activities." Binh was 
arrested and his house, furniture and a 
motorcycle confiscated. 

The Union of Vietnamese Scientists was 
given his house, while his wife and three 
children were offered a crumbling 20-mr 
apartment, located 10 km from the heart of 
the city. 

Binh was held for a year before being 





Hanoi street: 'over-zealous' officials return property. 


released for want of evidence of wrong- 
doing. In 1988, two years after the party 
had decided to legalise the private sector 
again, Binh was granted a licence to 
resume his production activities. And the 
next vear his family was allowed to move 
back into its old house. "The government 
finally returned the house because officials 
realised they had made some errors," Binh 
Says. 

Binh has recovered fast. His Sugomy 
Phuong Lan Co. has resumed production 
of handicrafts in his old house and has 
added four new workshops employing 
more than 600 workers. Last year, his firm 
exported goods worth US$] million to 
Hongkong, Taiwan, Canada, Hungary, 
Belgium and Australia. 
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Other Z-30 victims, like 60-year-old re- 
tired civil servant Nguyen Van Tich, have 
not been so lucky. In late 1982, Tich, then 
living in a crowded 20-mY apartment with 
his wife and six children, decided to buy 
and fix up an old, slightly bigger house in 
the old quarter of Hanoi. 

Shortly after Tich started the repairs, the 
police demanded to know where he got 
the money to buy the 96-m^ house and to 
examine his building permit and the re- 
ceipts for his construction materials. When 
these turned up nothing illegal, the police 
detained his wife for a month and 
launched an investigation into Tich's ac- 
tivities at the Hanoi foodstuffs company 
where he worked. 

Not long afterwards, police arrived to 
catalogue his possessions. A week later, 
they ordered the family to evacuate the 
house within six hours. Tich was warned 
he would be arrested if he questioned 
the decision. The police also took away 
his French-made bicycle, a television set 
and an antique brass serving tray from 
Cuba. 

The house was taken over by a state- 
owned material supplies company which 
added a second floor to the house and 
brought in electricity and running water. 
Tich says the trauma of losing the house 
deeply troubled his wife, who died in late 
1987 after a four-year fight to recover the 
property. 

A year ago, the company 
occupying the house went 
bankrupt, but it appointed à 
guard to prevent Tich from 
moving back. Finally, on 3 
March, Tich was told by the 
bankrupt former tenant and the 
Hanoi city housing department 
that he could have his house 
back — if he paid Dong 87 
million (US$7,624) for expenses 
incurred in expanding the 
house. 

Tich has refused to pay up. 
He brought in an indepen- 
dent architect who estimated 
the cost of the original repairs 
at only Dong 43 million. Tich also wants 
the government to lower the price an 
additional 40% because the construction 
work was shoddy and because he had not 
asked for additions to be made to his 
house. 

Several of Tich's children set up a gold 
shop in the heart of Hanoi three years ago, 
so the family could probably afford to buy 
the house back. But much of his continu- 
ing struggle appears to be an attempt to 
clear his name. 

“It's not fair to charge me for the re- 
construction of my house which I haven't 
been able to use since 1983. I wish the 
government would realise its mistake and 
give me back my property. We were vic- 
tims of injustice." E] 
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Traveller s Tales 


owadays in Ulan Bator the peo- 
ple have no bread. So they eat 
cake — elaborate cream cakes 
with little frosted rosettes. Such 
was the situation, at least, in the run-up to 
International Women's Day on 8 March, a 
red-letter day on the calendar of the former 
Soviet empire. 

Speculation has it that the holiday 
might be downplayed in coming years, 
now that Mongolia is nudging into the less 
sentimental Western camp. So, for a week 
in March, the city's bakers forgot about 
churning out the cheerless loaves that have 
become the dietary staple, and instead con- 
centrated on mustering a Last Hurrah in 
spongecake and icing for socialist woman- 
hood. 

The Women's Day gateaux typify what 
one diplomat terms the "fatalistic opti- 
mism" that prevails in Mongolia as the 
country faces the future without Soviet 
subsidies. The capital is perennially teeter- 
ing on the brink of collapse, with energy 
and food reserves down to what seems to 
be a permanent rolling margin of barely 
two to three weeks. 

Petty crime is on the rise. Public trans- 
port services have slowed 
down or stopped. Power cuts 
are routine. Ulan Bator has be- 
come the "pornography capi- 
tal of the world," quips Wil- 
fred Ballmann, logistics officer 
of the German Embassy: on 
every shelf of every shop, "all is 
nakedness." 

Yet the terminal crunch is 
somehow always averted at the 
last moment, and a curious 
ebullience prevails. People 
dress well, after their fashion, 
either in flowing Mongolian 
dhir or in Soviet-style gaberdine 
topcoats with cashmere muf- 
flers and fur hats. Winter tem- 
peratures in the 20s below zero only seem 
to bring out the rouge in Ulan Batorites’ 
complexions — very becoming against the 
peach-coloured stucco backdrop of the 
city’s St Petersburg-style architecture. 

There may be cream cakes, but there 
are no cake boxes, so citizens tote the ga- 
teaux around on cardboard trays, balanc- 
ing them on one-hand with all the panache 
of five-star waiters. On the buses, now 
jammed to bursting since fuel shortages 
have reduced services, Women's Day cele- 
brants hang on to overhead straps while 
propping their cream cakes in the air over 
the heads of the surging crowd. 





32 


To wash down their cakes, Ulan 
Batorites were treated in early March to an 
extra ration of arkhi, the high-octane local 
variant of vodka. So central is arkhi to the 
national diet that it is even served in little 
sampler bottles on breakfast flights of the 
national airline. 

Arkhi, it turns out, has been the leading 
growth industry of post-Soviet Mongolia, 
according to sociologist Gombosurengiin 
Chingis, writing in the English-language 
weekly Mongol Messenger. Vodka produc- 
tion has risen by 38% since the first 
stirrings of democracy in 1989. The gov- 
ernment, Chingis suspects, is "filling the 
gaps in consumer market by alcoholic in- 
jections." 

No wonder that, on a diet of arkhi and 
cakes, the Women's Day celebrants added 
yet another layer of frozen vomit to the 
snow-encrusted streets of the capital. One 
wonders if the accumulated residue of 
winter festivities dampens Ulan Batorites’ 
enthusiasm for the first thaws of spring. 
As Chingis warns, “ruin stares in the face 
of a drinking nation.” 

At least Mongolia is gearing up for a 
better class of tippling, though, judging 





Food queue and empty shelves: ‘all is nakedness.’ 


from one of the events in last month’s 
“Mongolian Gentleman '92" contest. This 
extravaganza was meant to be a sort of a 
masculine counterpart to the recently insti- 
tuted Miss Mongolia pageant. 

There was the predictable beefcake 
fashion parade, albeit with such peculiarly 
Mongolian twists as upturned riding boots, 
tasselled headgear and clanking weaponry. 
Then the contestants (visibly relieved to be 
back in their habitual tuxedoes) were rated 
on their impromptu responses to coy ques- 
tions about Love and Gentlemanliness. 
They had a chance to show off their indi- 
vidual talents — everything from tango 
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dancing to volleyball dribbling to stand-up 
comedy. 

But the most surreal event of the pag- 
eant, in this year of shortages, was the Ta- 
ble Manners contest. For this, the Ulan 
Bator Hotel — the country’s premier (in- 
deed only) international hostelry — sup- 
plied a truly daunting array of cutlery, 
china and glassware. But no food. 

The contestants were sat down before 
this hi-tech Dining Console and posed a 
series of hypothetical questions: if there 
were escargots, which fork would you use? 
If there were slivovitz, which glass? Which 


for champagne? Considering how alien the | 


propositions must have been to their expe- 
rience, the Mongolian Gentlemen con- 
ducted themselves with considerable 
savoir-faire. 

Almost equally hypothetical is the fare 
in the Ulan Bator Hotel dining room. Not 
that anyone goes away hungry, as long as 
they are willing to put up with the two- 
hour wait. But the actual offerings from the 
kitchen bear hardly any relation to the 
menu that the hotel so meticulously revises 
and cyclostyles each day. 

So the schnitzels somehow mutate into 
shashliks and the spaghetti into 
fried potatoes. Borscht, though 
listed, seems permanently un- 
available. All salads come out 
as variants of coleslaw. One 
day, breakfast will consist of 
nothing but slithery fried eggs. 
The next day, it will be only 
cold macaroni. 

To make up for these 
imponderables, though, such 
food as they do have is virtu- 
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stuff itself for the tugric 
equivalent of US$2. 
Part of the attraction is the 


ally free. A table of five can | 


people-watching potential of | 


the dining room. It ranks in a 


league with Rick's Cafe in Casablanca. A | 


recent lunch hour crowd included: a lead- 
ing Mongolian jurist, a Buddhist pam- 
phleteer, a Ghanian exchange student, a 
raucus table full of sweater peddlars just 
back from Inner Mongolia, a German phi- 
lologist, a Chinese refugee angling for on- 
ward passage, some Russian Embassy 


wives, five uniformed cops, a couple of | 


Indian swamis, a CIA agent, assorted jour- 
nalists eyeing each other, Protestant mis- 
sionaries from South Korea, Europe and 
the US, two American mineral prospectors 


and a sprinkling of very ingratiating | 


Mongolian girls. LI 
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“the future takes. 

















































































« he return of the Khmer Rouge, for 
‘Cambodians raised on the gov- 
-ernment’s version of things, is 
-akin to the Nazi party running in 
n elections after World War II, says 
 Samnang, a history teacher at Phnom 
-University. "But the Khmer Rouge 
ne back. It scares me. I’m scared for 
dia. How are we supposed to deal 
ie Khmer Rouge?" 

g Samnang and some of his stu- 
are in the university's tiny and tat- 
library talking about the Khmer 
e. Behind them, dusty stacks of books, 
f them printed in either Russian or 
nese, which only a few students can 
line the cracked and dirty walls. 
re in a crisis. We don't believe the 


le: saying that the Khmer a ae isn't 
bac a one of the students says. “Every- 


mbodia, since the signing last Octo- 
f the Paris peace accord, is coming out 
deep freeze. Cambodia's shot at a new 
ining — now threatened by big power 
imony over the cost of the UN peace- 
ing operation — has come at a very 
. price for the current regime: the 
ier Rouge is back as a legitimate player 
ie country's future. No place captures 
wakening in all its troubled com- 
ity more aptly than the world of the 
rsity, the world of ideas. 

| speak to Cambodians is to hear 
inful accounts of what happened to 
vin the years between 1975 and 1979 
n the Khmer Rouge ran the country 
yut 1 million Cambodians, or one in 
died from starvation, disease or 
tion. The tales are brutal and sad, but 
is equally tragic is that so often no 
ems clear about who is to blame. Pol 
the only answer most can come up 
the Khmer Rou ge period has become 
Pol Pot time," as if every brutal 
laid at his feet alone. 
ransformation of the Khmer 
into “Pol Pot time,” into an 
n, is one of the central themes 
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Cambodians confront the legacy of the Khmer Rouge 


enlisted as one of the protectors of this or- 
thodoxy. Those in power, not unlike gov- 
ernments elsewhere, have attempted to 
mould the recent past to serve their own 
political ends. Cambodia's leaders have 
been content to turn the Khmer Rouge 
period into an emblem of modern barbar- 
ity — an Asian genocide — empty of con- 
tent about what really ha ppened and why. 

With the signing of the peace accord, 
with Cambodia’s future up for grabs, 
teachers like Heng Samnang and others are 
chafing under the government's ortho- 
doxy. They say it has become a straitjacket. 
It prevents independent thought and 
analysis of the seminal issue facing their 
country: What happened and why? 

The official version of “Pol Pot time,” 
they contend, obscures the complex his- 
torical landscape that gave rise to the 





Lessons from Tuol Sleng. 


Khmer Rouge — French colonisers, Prince 
Norodom Sihanouk, the Vietnam War, US 
bombs and the nurturing of an aggrieved, 
angry nationalism which was welded to a 
communist agenda for creating a new soci- 
ety and eradicating the old. Moreover, this 
orthodoxy, based on comparisons with 
Hitler's Germany rather than Stalin's So- 
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viet Union, buries the role of communism. 

There is another quite eerie reaction to 
the government's hold on the recent past: a 
revisionism, sparked partly by fear and 
partly by rebelliousness, fashionable in 
some circles of Phnom Penh these days. 
The Khmer Rouge have changed, one 
hears. Or at least the Khmer Rouge were 
not corrupt. Or mass murders did not oc- 
cur. One of the reasons for this revisionism 
is fear that the Khmer Rouge may regain 
power. But another potent reason is an- 
tagonism towards the current regime and 
to years of hearing the official version. 

This struggle over the past, over what 
will be the collective memory of the Khmer 
Rouge period, is one of the most important 
subtexts of Cambodia's awakening. Like 
other post-communist societies, Cambodi- 
ans will have to make some kind of reck- 
oning with their past. But the Cambodian 
problem is different in two fundamental 
ways. Cambodia, for one thing, still has a 
party apparatus — though its longevity is 
questionable as it teeters along under the 
new UN-devised leadership known as the 
Supreme National Council. And, most im- 
portantly, unlike any other post-commu- 
nist state, Cambodia's reckoning with its 
past has immediate and dramatic political 
ramifications beyond the need for historical 
truth. The Khmer Rouge still exists, the 
leaders are the same, and they have never 
admitted responsibility for those who died 
under their rule. Post-peace accord Cam- 
bodia, despite the show trials the pro-Vi- 
etnamese regime conducted in 1979, must 
still wrestle with questions of justice and 
responsibility. 

Dealing with the past is a many-layered 
affair. For a growing number of teachers of 
Cambodian history and their students, the 
university and the way Cambodians are 
taught about their past represent one sig- 
nificant dimension. The tale of the revival 
of Cambodia's education system since 1979 
is inseparable from the creation of the offi- 
cial version of the Khmer Rouge period. 
And slowly, as people's memories of the 
Khmer Rouge period must be transformed 
into history, the university may be the 
place where real history will be told. 

In 1979, not far from the belle epoque 
buildings of central Phnom Penh, 15 peo- 
ple gathered to kick start an education sys- 
tem that — except | for 
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training centres — had been wiped out 
during the Khmer Rouge period. One of 
them was Im Sethy. He is an elegant cos- 
mopolitan, part of the club of intellectuals 
who not only survived but chose to stay. “I 
could have fled to Thailand, I could have 
emigrated to Paris, but I decided to stay 
and help rebuild,” he says in his small, 
cluttered office where he works as chief of 
staff in the Ministry of Education. 

It is astonishing what Im Sethy, now 45, 
and his colleagues have accomplished 
given Cambodia's poverty, its years of 
subservience to the dictates of Vietnam and 
its treatment as a pariah state by the West. 
In 1979, according to a Unesco 
study, there were only 300 
university-trained people in 
Cambodia and another 1,000 
qualified technicians of one 
sort or another. By 1991, there 
were 40,000 primary teachers 
— though many are poorly 
trained — some 5,000 schools, 
attended by about 82% of 
school-age children. The uni- 
versity now has over 2,000 stu- 
dents. 

This rebuilding has, of 
course, also served political 
ends: education has been one 
of the main ways for the party- 
cum-government to assert its 
legitimacy. Nation-building WE. 
based on demonising Pol Pot 
as the mastermind of genocide 
has been one of the foundation stones of 
education's revival. It is a theme constantly 
reinforced, starting with the primary sym- 
bol of the Pol Pot time: the Genocide Mu- 
seum at Tuol Sleng, a former high school 
where the Khmer Rouge secret police tor- 
tured and eventually killed 20,000 people. 
From the day Vietnam installed the new 
government in Phnom Penh, the idea was 
to turn Tuol Sleng into a memorial to an 
Asian Auschwitz. Vietnamese advisers 
headed to what was then East Germany 
for lessons in making a genocide museum. 

The other central symbol is Choeung 
Ek, an execution site and series of mass 
graves about 15 km southwest of Phnom 
Penh. A huge, glass-enclosed stupa has 
been erected with shelves piled with skulls 
exhumed from the nearby pits, still speck- 
led with fragments of clothing and human 
bones. In front of the stupa, a signboard 
calls Pol Pot's crimes "more cruel than the 
genocidal act committed by the Hitler Fas- 
cists.” Another sign says: "We are abso- 
lutely determined not to let this Genocidal 
Regime to reoccur [sic] in Kampuchea." 

This message is the corollary of the offi- 
cial version: the current regime — led by 
Prime Minister Hun Sen, State President 
Heng Samrin and party head Chea Sim — 
redeemed the nation with Vietnam's help. 
On 20 May each year there is a Hate Day, 
when all students are supposed to reaffirm 
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At the school of fine arts 


the nation’s hatred of Pol Pot. Students are 
told so often that the government liberated 
the country from the genocidal Pol Pot 
clique that the words lose any meaning; 
they become a kind of mantra. The im- 
portance is not its veracity so much as its 
legitimising power. 

“We had no choice,” says Im Sethy. 
“We were in the grip of Vietnam, but it 
was better than what came before.” If re- 
building Cambodia meant hewing to this 
orthodoxy, then so be it. “Every regime 
tries to tell its own story, in its own way.” 

Im Sethy, a man of conviction, describes 
the other side of a dilemma felt by univer- 
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sity teachers and their students, by writers 
and by journalists. The question of who 
controls explanations of the Khmer Rouge 
period and the national memory of those 
who died stirs deep emotions. Im Sethy, 
whose older brother was tortured and 
killed at Tuol Sleng, believes the mytholo- 
gising of the horror, the personification of 
the barbarism in the person of Pol Pot was 
necessary for Cambodia’s restoration. How 
else to pick up the pieces, he asks, of a 
devastated nation abandoned by the rest 
of the world. 

This answer no longer satisfies many 
Cambodians. The slogans of the official 
version no longer satisfy students at 
Phnom Penh University. But so far, no one 
has a replacement. The problem is that 
Cambodia's recent past has been turned 
into political legend. To challenge the or- 
thodoxy becomes a political challenge. 

When Sorn Samnang, the tall, lanky 
dean of the university's history faculty, 
teaches his course on Cambodian history 
he translates aloud from a book written in 
French. His students dutifully copy down 
his words. But his book ends before the 
atrocities of the Khmer Rouge began. Sorn 
Samnang sticks to the book. There are, he 
says, still too many taboos. 

"From 1981 to 1989, we had to follow 
the party line. We were told that our job 
was to help build a new society," he says. 
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students want more than slogans. 


It was more political education than the 
study of history. Since 1989, when the Viet- 
namese troops left and Hun Sen set him- 
self up as a reformer, the mood has 
changed. Vietnamese advisers no longer 
hover about the classrooms. “We are still 
teaching the party line but things are a bit 
looser," he says. These days he can tell stu- 
dents to go to the market and find the 
samizdat reprints of Khmer history books 
written in the Lon Nol days. 

However, in what will be a test of Cam- 
bodia's awakening, Sorn Samnang is try- 
ing to arrange a joint history research 
project with David P. Chandler, who 
teaches at Monash University 
in Australia and has just pub- 
lished a landmark history of 
Cambodia. The idea is to begin 
collecting primary source ma- 
terial with an eye on compiling 
a social history of what hap- 
pened to people from 1975-79. 

Not too far from the market 
where pedlars sell students 
those unauthorised reprints of 
old history books lives Khien 
Kanharith, a former journalist 
who translated into Khmer 
Beyond the Horizon by a French 
woman named Laurence Picq. 
It is a memoir of the years Picq 
spent, while married to a 
Khmer Rouge official, with the 
Foreign Ministrv of Demo- 
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copies were sold within two weeks 

"There is a real hunger for information 
on the Khmer Rouge and what happened,” 
says the urbane former editor of Kampuchea 
Weekly, the party-run newspaper. When he 
was in charge, the newspaper was daring 
and very popular, reflecting Khieu Kan- 
harith's peculiar position as part official 
intellectual, part gadfly and part confidant 
of Hun Sen. 

Khieu Kanharith wound up on the 
wrong side of an inter-party feud, aimed at 
liberals, and was sacked — though he re- 
mains a member of the national assembly. 
He says feuds within the party and ten- 
sions over how to react to the peace accord 
are part of the bigger problems of ideology 
and history. Too many people, he says, fear 
that any tampering with the official ver- 
sion of Pol Pot time would dislodge the 
elaborate architecture of control erected 
since 1979. "The Vietnamese leadership 
and the government here have just wanted 
to say that Pol Pot betrayed Marxism-Len- 
inism," he says. 

In the late 1980s Khieu Kanharith raised 
objections in the top echelons of the party. 
He wanted to change the party line, in- 
clude an historical context, encourage in- 
quiry into the roots of the Khmer Rouge 
and circulate a translation of a book writ- 
ten in 1985 by Ben Kiernan, an historian at 
Yale, entitled How Pol Pot Came to Power. 
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bius design ved brochures for a 
obed: with the legend 
AH How to Move to a Free Market 

Economy" have just come off the press 

at pee university print shop. Pit 
| Che an, the university's vice-rector, 
is amused xd the coincidence as the 
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cR to printing, publish- 
year in Cambodia, amusing 


i nap ‘broke and without pa- 
er— 't been able to print a sin- 

_ gle page for the use of students in al- 
mos a year. In all of Cambodia, only 
aha i apres! 

a will be less this year. Right 
r five students on average share 
oon oe i ook in primary schools and 
y will be lucky to Keep that ave- 


He wanted to look at the similarities be- 
tween the cataclysmic policies instituted by 
the Khmer Rouge — emptying the cities 
and labelling as an enemy of the people 
anyone with foreign ties — with the poli- 
cies of other communist revolutions, such 
as Stalin's purges in the Soviet Union, the 
Great Leap Forward in China and land re- 
form in North Vietnam during the 1950s. 
His ideas were condemned as heresy, 
he says, because to alter the orthodoxy 
could be seen as an attack on communism 
and that is not allowed. To do otherwise 
would also minimise the role of Vietnam 
as saviour. To heave the explanation of the 
Khmer Rouge period on Pol Pot's shoul- 
ders, whether or not it is accurate, is politi- 
cally safe. To call what happened genocide, 
to make comparisons with Hitler's Ger- 
many rather than Stalin's Siberia, leaves the 
role of communism out of it all together. 
Khieu Kanharith is hardly interested in 
minimising the crimes of the Khmer 
Rouge. He favours a trial, conducted by 
Cambodians, but also supports creating an 
international forum for investigating the 
crimes committed under the Khmer Rouge. 
Khieu Kanharith's most important point 
— and he is not alone in making it — is 
that the Khmer Rouge was a Cambodian 
tragedy and it is Cambodians who must 
come to terms with it. He argues that un- 
less Cambodians know and understand 
what happened, it will continue to haunt 


Le a ng out of print 


rage. Pracheachun Newspaper, the only daily, 
shrank from 24,000 to 5,000 copies in a des- 
perate attempt to stretch the remnants of its 
Soviet paper supply. 

To some extent, all this is a window on 
the withering away of the communist state 
and the communist trading system. As the 
Soviet Union disappeared, so did Cambo- 
dia’s paper supply. And as the residues of 
Cambodia’s command economy sputter 
along, starved for cash, so do the state pub- 
lishing houses. 

What is happening in printing is also a 
window on the difficulties of shedding the 
array of controls which have crippled the 
world of ideas and writing in Cambodia. For 
these past 13 years, the government has con- 
trolled every printing press, every newspa- 





per, which books could be published and 
whose videos and films could be released. 

Beyond the strong arm of the state, 
there is a sad, historic ingredient in any 
explanation for why there are so few 
books and so few writers. Books require 
more than paper and presses. They re- 
quire authors, and many of Cambodia’s 
best writers and journalists did not sur- 
vive the Khmer Rouge. Authorship also 
requires other books, reference materials 
and records of fact and imagination to 
draw upon. Cambodia lacks all of these. 

“How do you measure the effects of 
silence?” asks a teacher of Khmer litera- 
ture in Phnom Penh. It is silence, he says, 
that makes the task of dealing with the 
Khmer Rouge period that much harder 
for Cambodians. 

When teachers at the university, 
would-be writers and journalists speak 
about the possibilities for lifting the lid on 
publishing, they say the first signs of 
one will come with AA li Al- 
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Khieu Seng Khim (/eff) and a Phnom Penh cinema. 


them. Cambodians, like the Germans, Uru- 
guayans and Argentinians who have had 
to decide who bears responsibility when a 
nation begins devouring its own, will dis- 
cover that it is impossible to prosecute 
every killer without destroying the social 
ties holding society together. 

But to bury the crimes, to forget for the 
sake of national reconciliation, does not 
solve anything either. For wounds to heal, 
for future generations to learn, Khieu 
Kanharith says, history must be told 
truthfully and justice must be pursued. 
Replacing the official version with history 
is the first step, he says. But it is a threat- 
ening step for it includes reassessing the 
official version, especially its evocation of 
Hitlers Germany. The Nazis killed Jews 
because they were Jews; but the Khmer 
Rouge was made up of Cambodians who 
killed other Cambodians. 

There are many who say a truthful ac- 
count of the Khmer Rouge era is an elusive 
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aim; to tell an unbiased history is impossi- 
ble. “A historian should never be from his 
own place in his own time,” says Im Sethy. 
A teacher of fine arts says it will be the 
children of those who lived through Pol 
Pot time who will be able to write its his- 
tory. 

But what is Cambodia to do in the in- 
terim? Khieu Seng Khim believes that even 
before Cambodians write their history, it is 
being rewritten. Khieu Seng Khim is a 
teacher of Khmer literature at Phnom 
Penh's School of Fine Arts. He is also the 
younger brother of Khieu Samphan, the 
Khmer Rouge leader who was almost 
lynched when he returned in November. 
“If I were to write a book on Cambodia 
now, I'd call it The Past is the Future," says 
the younger Khieu, a journalist during the 
Lon Nol regime and now in his 40s, smok- 
ing cigarette after cigarette in the tiny home 
given to him by the government. 

“The problem is we haven't learned 
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E ready, on Saturday mornings in front of 


the opposition's new headquarters in 


Phnom Penh, cyclo drivers in shorts and 
tank tops jostle with students in cotton 
trousers for a peek at the latest news bul- 
letin the opposition has been publishing 


-since January. 


"It's something new to read. And it's 
not the government," a student says of 
the 16-page bulletin, put out weekly by 


. the Khmer People's Liberation Front 


(KPNLF). "I'm going to come every week," 
says a cyclo driver, reading the bulletin's 
tame mix of updates on the arrival of the 
pea and homilies on d 
But, on 12 March, as if to underscore the 
vocative nature of new sources of in- 
formation, the bulletin's deputy editor 
was shot and wounded as he rode his 
motorbike away from the headquarters. 
On the other side of the city, Khuon 
Sudary, the 38-year-old deputy editor of 


 Pracheachun, says the KPNLF's bulletin 
. marks the beginning of a new era. 


Pracheachun, for instance, as the party 
newspaper, is about to lose its govern- 
ment funding. "We'll just be one party 
among many," she says, "and we have to 
be self-financing." Her staff of 200 will 


soon be reduced to 140, and, in a bow to 
. entrepreneurship, the newspaper's com- 


how to analyse what happened to us," he | 
says. Confusion about the past, Khieu Seng | 


Khim says, breeds ambivalence about the 
Khmer Rouge in the present. He says he 
sees signs of this everywhere. For instance, 
in the most vibrant form of popular cul- 
ture, formulaic love stories churned out as 
cheap videos, there has recently been an 
interesting plot change: the Pol Pot period, 
the customary hell endured by the star- 
crossed lovers, has disappeared. And 
young people, as if for shock value, say 
they listen to the Khmer Rouge radio. 

The more Cambodians become disillu- 
sioned with the present government, says 
Khieu Seng Khim, the less sharp will be 
the collective memory of suffering under 


the Khmer Rouge. The more residents in - 


Phnom Penh, an unlikely place for memo- 


ries to fade, rail against the corruption of | 
the current government, the more he | 
imagines what he thought was unimagi- | 


nable: the revival of the Khmer Rouge. 


"We are just going in circles," he says. : 
Taped on the wall behind him is a maga- 
zine picture of a smiling Prince Sihanouk . 


celebrating the peace accord with Hun Sen 
and Khieu Seng Khim's brother Khieu 
Samphan. "I look at them and I see the 
same pattern repeating itself,” he says. 
Knowing history is no guarantee that peace 
will come to Cambodia or that the Khmer 
Rouge will not march back into power, but 
it may help. e 
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puterised production room is doing dou- 


ble-time as a pay-as-you-go computer 
ining school. 


In the days of Soviet-Khmer friend- 
ship, before the Soviet Union dissolved, 
the newspaper was outfitted with a fancy 
desktop publishing system. This system, 
along with a Khmer-language software 
programme devised by a team of Viet- 
namese computer mavens, is the solution 
to Khuon Sudary’s financial problems for 
the newspaper can hardly meet the de- 
mand for computer classes. If and when 
there is a renaissance of writing — and if 
there is paper to print it on — Khuon 

Sudary has visions of her paper’s compu- 


ter publishing operation serving as the 
wellspring of Cambodia's first post-com- 


munist private publishing house. 

In meantime, Phnom Penh re- 
mains a place with few poets and novel- 
ists. In the streets near Khuon Sudary's 
office there are no newsstands. Cyclo 
drivers and city workers who stop for tea 
at roadside stalls have no newspapers to 
help pass the time. At the nearby govern- 
ment bookstore, the pickings are slim: 
some old paperbacks on Buddhism; a few 
government magazines with such titles as 
Happy Teenager and Strange Sights and 
Sounds (on paranormal phenomena); and 





E. 
translations into Khmer of The ens 
Papers, Love Story and Madame Bovary 

few private lending libraries have ond I 
downtown; their books, rented by the - 
hour, are mostly hand-copied novels. 

Schools, especially in higher education, — 
have had to rely on hand-outs. Anyote i 
visiting the country's four tertiary institu- 
tions will see books in Vietnamese, Rus- _ 
sian, Hungarian, German and, increas- _ 
ingly, French and English. At the Soviet- _ 
Khmer Friendship Technology Institute, 
the best and only advanced-level technical | 
school, most of the teachers came from the 
former Soviet Union and so did all of the — 
books. In December, the funding stopped. - E 
Unesco and UN Development 
are scrambling for a way to keep the insti- - 
tute open, but all those Russian books — 
have become instantly useless. 

Outside the Ministry of Education’s = 
printing house, still called Lenin Publish- _ 
ing House, cables hang over the street tke 
giant cobwebs, iint ck therin ee E 4 
to Phnom Penh's electrical supply. X 
the presses are often turned off; a 
try can't pay its bills to the newly priva- 
tised electric company. At least the maii 
y, unlike every other printing housein | 
the country, has paper: Unicef recen 
donated 260 tonnes. m Margaret Scot! 3 
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The no-good earth 





zhina On The Edge: The Crisis of Ecology 
ind Development by He Bochuan. China 
300ks and Periodicals, San Francisco. 
1S$16.95. 


Twentieth-century China has bred ca- 
astrophe with wearying monotony. Her 
evolutions, civil wars, floods, famines and 
arthquakes come pounding one after an- 
ther, leaving no time for rest or recupera- 
ion. The worst is yet to come, warns Chi- 
iese writer He Bochuan, in an English 
ranslation of his compendium of gloom 
ind doom, China On The Edge. He's thesis 
s that China's poorly planned and incom- 
tently managed development struggle 
ias resulted in a continuing, intractable 
risis, of which the most terrifying aspect is 
ological devastation on an unthinkable 
icale. 

First published in China in 1988, China 
2n The Edge sold 430,000 copies before 
iuthorities banned it as part of the post- 
[iananmen crackdown. It is easy to see 
why. He Bochuan does not content himself 
with merely listing China’s ecological 
»roblems — desertification, soil erosion, 
leforestation, changes in weather patterns, 
ind water, air and noise pollution. He goes 
me step further and connects these envi- 
'onmental horrors to government mis- 
nanagement and policy failure in virtually 
svery sector of Chinese affairs. There is 
now an endless list of emergencies: over- 
population, power and transportation bot- 
denecks, inadequate education, techno- 
logical backwardness, agricultural anarchy, 
unemployment and mounting political 
tensions. Answers are hard to come by, 
maybe even impossible. China, writes He, 
is “past the point of no return." 

Perhaps the most illuminating insight 
here is the effect that post-1977 economic 
reforms have had on the environment. The 
relaxation of central control and encou- 
ragement of individual initiative have sent 
millions of peasants raging across the 
countryside, chopping down newly plant- 
ed trees, building houses on agricultural 
land, sacrificing the collective good for 
personal greed. Regional cliques war 
against each other, wasting resources and 
preventing unified growth. 

He does not get bogged down in ideo- 
logical criticism, at least not in this heavily 
edited and reorganised translation, which 
cuts out a good deal of the original's flow- 
ery overstatement. Policy errors and bad 
management get more of a lambasting than 
communism or capitalism per se. He saves 
some of his bile, however, for those whose 
mad passion to "get rich first" is hurting 
the nation. 
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"Everyone swears they 
are determined to work 
hard to catch up with the 
rest of the world," he 
writes, “but in fact their ob- 
session with profit has 
blinded them to all else. 
People shout slogans about 
‘modernisation’ and then 
go back to making a fast 
buck." 

The translation arranges 
the book so that the envi- 
ronment is the focus, and 
indeed the array of ecologi- 
cal problems is immedi- 
ately sensational. But He 
uses the environment as an 
example of how things are 
going wrong. His central concern is with 
China's backward development, its failure 
to be among the world's leaders. 

The author makes his case with a mind- 
numbing barrage of published statistics. 
China ranks third in the world in sulphur 
dioxide emissions, dumps 3 billion tonnes 
of contaminated water into the ocean each 
year, has 43 births a minute, has the 
world's highest rate of energy consump- 
tion per unit of GNP, and loses 40,000 acres 
of arable land a year to desertification. 

The editors might have left out some of 
the figures and restored more theoretical 
discussion. China On The Edge is weakest 
when it comes to answers, some of which 
may have disappeared as a result of the 
huge text cuts that have reduced a 558- 
page Chinese book to a 200-page transla- 
tion. What remains is criticism of policy 
mistakes that rarely offers much hope for a 
solution. 





He argues that progress requires "strict 
planning in accordance with the facts" — a 
sound-alike throwback to Chen Yun-style 
central planning. But he also claims that 
peasants need "more leeway to enable 
them to respond flexibly to 
market signals" — classic 
Dengist reformism. 

He is an angry man. 
“The Chinese never work 
on the basis of a compre- 
hensive analysis of all the 
factors involved, preferring 
instead to imagine the situ- 
ation as they would like it 
to be." Greed, ineptitude, 
haste and waste are exacer- 
bated by ignorant and ar- 
rogant bureaucrats. No 
wonder this book was so 
popular. China On The Edge 
is a sounding board for 
China's immense frustra- 
tions. 

Underlying Chinese 
elite disgruntlement is a sad, unavoidable 
fact that He appears unwilling to address. 
China is a Third World nation. Comparing 
China's statistics to advanced nations like 
Japan and the US is missing the point — of 
course China will be found lacking. Once 
again, the Chinese belief that they should 
be among global leaders runs head on into 
the cold hard facts of life in the modern 
world, causing an inferiority complex that 
can only breed dissatisfaction. 

Regardless, the main point of this im- 
portant book is well taken. If China contin- 
ues to develop economically, many prob- 
lems, especially ecological ones, will 
worsen. If the population continues to ex- 
pand, if the roads and cities become more 
crowded, if coal-burning power plants 
proliferate and a million small factories 
spring up, then China will go over the edge 
and fall into a holocaust of unlivable envi- 
ronmental misery. m Andrew Leonard 





Rape of the log 


The Last Tree: Reclaiming the Environment 
in Tropical Asia by James Rush. The Asia 
Society, New York. US$12.95. 


While nearly all governments pay lip 
service to global efforts to save the planet, 
authorities in Asia view indigenous envi- 
ronmental movements with distrust and 
even hostility. 

Defending the forests and exposing the 
logging nexus of shameless greed can still 
land you in a Malaysian jail or leave you 
open to charges of subversion. A classic 
case cited in this useful guide to grassroots 
green struggles in the region pitted the 
Dyak tribe against the state-licensed log- 
gers of Sarawak. The Dyaks, led by Harri- 
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son Ngau, understood that the battle to 
defend their fast-disappearing forest was 
inseparable from a defence of their land 
rights, their culture and ultimately their 
survival. 

In 1987, while world leaders urged 
greater concern for the global crisis, the 
Malaysian state launched a crackdown on 
those who dared to challenge the path of 
the bulldozer. Ngau and two NGO leaders 
from Penang's SAM environmental action 
group were detained under the ISA (Inter- 
nal Security Act). 

Sarawak's chief minister Abdul Taib 
Mahmud described the Dyak leader as 
even more dangerous than the commu- 
nists. While other governments in the re- 
gion — India, the Philippines, and Thai- 
land under the former government of 
Chatichai Choonhavan — were less overtly 
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hostile to ecology, official agencies were at 
best grossly ineffective in protecting the 
environment. Every small victory has been 
won not through the efforts of government 
but by the campaigns of NGOS, activists, 
street and jungle protests. 

Apart from his survey of citizens' ac- 
tion in the region, Rush brings his back- 
ground as an historian to bear on how the 
Asian environment has been plundered, 
polluted and wrecked. For centuries, Asia 
had enjoyed ecological balance, partly due 
to traditional values, culture and religion. 
The forests were protected by gods and 
spirits. The appeasement of the gods de- 
manded that farmers respect nature. Es- 
sential reserves of trees and plants were 
guarded by local deities, demons and fair- 
ies. Such beliefs tended to prevent the over- 
exploitation of the habitat. 

Then came the blitz of 19th-century im- 
perialism, with the Western nations estab- 
lishing a world economy rooted in coloni- 
alism, essentially a system for exploiting 
Third World natural resources to feed the 
industrialised economies of the West. De- 
spite the fact that all Asian governments 
gained independence in the post-war pe- 
riod, the pattern of the world economy, 
with the West voraciously consuming the 
forests of Asia, has not changed. 

According to Rush, this disastrous 
mode of development, practised with the 
full collaboration of local power elites, has 
to be challenged — not only for the sake of 
the trees but as part of an alternative 
strategy for human survival. 

It is unfortunate that in this pot-boiler 
published by The Asia Society only sche- 
matic coverage is given to the enormity of 
these issues. But it is a joy to note that The 
Asia Society, not known for its radicalism 
in the past, has been inspired to publish 
this revolutionary appraisal of the Asian 
environmental crisis. u Tom Fawthrop 





Damned land 


Saving the Earth: The Philippine Experience 
Philippine Centre for Investigative 
Journalism, Manila. No price given. 








A healthy coral reef is a bizarre place — 
strange fish sporting translucent colours 
and fantastic body gear and the coral 
equally weird and delicate. A reef bombed 
to nothingness by dynamite fishing, by 
comparison, is a graveyard of coral skele- 
tons, cold and grey, entirely devoid of 
marine life. 

Although dynamite fishing is illegal in 
many parts of Asia, it is still practised by 
some fishermen. The dirty deed is done 
with home-made explosives — bottles 
filled with ammonia-based fertiliser mixed 
with gunpowder or petroleum — which 
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have a devastating effect. 

Also illegal, and as pathetically simple, 
is cyanide fishing. All you need is some 
“powdery white balls” of sodium cyanide 
and a baby bottle. You put some balls in 
the bottle, fill it with sea water and squirt it 
on an area full of fish. The fish are stunned 
and you drive in and scoop them up. 

A collection of 18 articles written by dif- 
ferent journalists, Saving the Earth: The 
Philippine Experience lays down a damning 


litany of the gross environmental strain | 


that this unlucky country is suffering. Al- 
though designed to “emphasise that envi- 
ronmental degradation is more widespread 
and pervasive than most readers pre- 


sume," a more useful asset for the foreign | 


reader is the insight the book gives into the 
social and cultural props which keep eco- 
logically destructive practices in place in 
the Philippines. 

To return to fishing, it is poverty, a ris- 
ing population, the lure of a fast catch and 
a lack of education that drive the fisher- 
men to take the easiest, ultimately self-de- 
feating, path. Also well documented are 
the immense political obstacles faced by 
law enforcement officers. A complex ma- 
trix of patronage and kinship ties in the 
provinces makes their work almost im- 
possible, while death threats are not un- 
common in some parts of the country, and 
low salaries make officials easily bribable. 

In "The Rape of the Forests," the writer 
states: "A classic excuse of DENR [Depart- 
ment of Environment and Natural Re- 
sources] officials is that they have no funds, 
no equipment and little manpower, 
whereas the loggers have ample supplies 
of all these. Loggers often co-opt govern- 
ment officials supposed to be watching 
them — some DENR observers live in log- 
ging camps courtesy of the companies." 

Given that institutional weakness and 
political corruption appear to be repeated 
throughout the Philippines, one wonders 
how the country will ever be able to solve 
its environmental problems. 

Indeed, this is where the book is weak- 
est. While the problems and their causes 
are well reported, as is the growing oppo- 
sition of some communities to the perpe- 
trators of environmental degradation, there 
is little consideration of workable solutions. 

How can the power of the big families 
who control the logging industry be weak- 
ened? And why are those who promote 
ecologically destructive business practices 
so alienated from Philippine society that 
they continue to undermine the basis for 
their country's future well-being? 

What the book needs is an essay tying 
the common threads of the various stories 
together and suggesting how government 
environmental institutions and local power 
could be strengthened. At the rate it is go- 
ing, what resources will the Philippines 
have left to develop on a sustainable basis? 

= Jamie Allen 
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Switch to industry — 


Government sets the scene for continued high growth 


ust six years after a harrowing fall in commodities prices 

which made a shambles of the economy, Malaysia is con- 

solidating its switch towards industry and away from pri- 

resources, The cutting edge for this shift in priorities, 

which has made Malaysia one of the fastest growing economies in 

the world, has been a surge in foreign manufacturing investments 
which hit M$16 billion (US$6.2 billion) in 1991. 


Using the comparative advan- 
tage of a cheap but educated work- 
force and abundant land for deve- 
lopment, Malaysia's government 
added critical mass to the equation 
by overhauling the country's invest- 
ment rules in 1987 to favour foreign- 
ers. The nation's political stability 
(there has never been a coup since 
independence in 1957) and superior 
physical infrastructure — dating 
from the British period — have ap- 
pealed especially to Japanese and 
Taiwanese investors who are also 
aware of Malaysia's special tariff 
privileges in exporting to major 
markets such as the US. 

The resulting cauldron of indus- 
trial activity has helped fuel an im- 
pressive real GDP growth rate of 
9.8% in 1990 and 8.6% last year. This, 
in turn, has fed powerful rises in 
private consumption which surged 
14.7% in 1991 as the country's mid- 
dle class stepped up purchases of 
big-ticket items such as automobiles, 
housing, and major appliances. 

This spending revolution has 
spawned far-reaching changes in 
Malaysian lifestyles. Huge shopping 
malls and 24-hour convenience out- 
lets are making inroads against a 
traditional infrastructure of family- 
owned shops and open-air markets. 
Luxury condominiums are rising in 


areas formerly dominated by squatter shacks and abandoned tin 


mines. 


Malaysia's programme of privatising its state-owned indus- 


tries is also proceeding apace. A master 
plan issued in late 1990 identified 250 pub- 
lic-sector activities valued at more than 
M$16 billion which will be transferred to 
the private sector by the end of the decade. 

The candidates include Malayan Rail- 
way, the Postal Services Department and 
the national car-maker Proton, which will 
follow national telecommunications pro- 
vider Telekom Malaysia and the former 
state power monopoly Tenaga Nasional 
into the privatisation fold. 
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contracts for foreign suppliers. 4 
Pride in the nation's performance has sparked a government- 
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In all, nearly 100,000 employees, or about 13% of the current 
public-sector workforce, is expected to be transferred into private 
hands. The vast purchases of advanced technological equipment 
which have accompanied efforts to put these enterprises on a 
more competitive footing are also providing a lucrative source of 
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ordained surge in the home cur- 
rency. The ringgit is now trading at 
the M$2.55-2.59:US$1 after hovering 
at around M$2.70, with even Prime 
Minister Datuk Seri Mahathir 
Mohamad publicly noting that there 
is no reason for his country’s cur 
rency to be undervalued given the 
strength of the economy. l 

But the side-effects from this 
prodigious economic activity are 
substantial. Malaysia faces an esti- 
mated current-account deficit of 
M$13.6 billion in 1992, up s A 
from an M$11.8 billion deficit last 
year. K 

The weakness in the balance of 
payments is the result of sagging 
export performance, as the country 
accelerates its purchases of foreign 
capital and luxury goods. 

The trade gap is most noticeable | 
with Asian partners such as Japan ^ 
— where the deficit increased by 
45.7% to M$10 billion from January- 
November 1991 compared with the 
same period a year earlier. 

Such figures contributed to Ma- - 
laysia's overall trade deficit of M$8.8 — 
billion in 1991 on exports of M$95.6 ` 
billion and imports of M$104 billion. - 

Inflation is more than just a pass- — 
ing irritant, with worries that the 1 
benchmark Consumer Price Index — 
(CP) will exceed 5% in 1992, after — 










posting a disturbing 4.5% increase last year. Economists point out | 
that Malaysia's comparatively low price regime cannot continue - 
indefinitely in the face of closer interdependence with the major — 


capitalist economies. The critical issue is — 
whether these price surges can be control- < 
led at a rate which does not threaten sus- - 
tained growth or the ruling party's stand- 
ing at the polls. $ 

Monetary officials have acted decisively 
for the past two years to restrain spending 
by tightening lending requirements and 
routinely intervening in the money mar- 
kets. | 

Yet curbing liquidity has done little to 
offset a larger inflation problem tied to Ma- 
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laysia's deepening labour shortage. With unemployment as a per- 
centage of the labour force slipping to 5.47; in 1992, Malaysia is 
closer to a state of full employment than at any time in its history. 

This, ordinarily, would be good news for any rapidly develop- 
ing nation. But it also underscores the problems of a tight labour 
market in Malaysia whose scant population of 20 million can 
barely cope with the outcry for trained technicians stirred by re- 
peated waves of foreign investment. 

The shortage is driving up the average monthly wage bill per 
employee in the manufacturing sector. This rose by 9.8% to 
M$836.50 in November 1991 compared to M$761.50 in November 
1990. Labour is no longer “cheap” and the trend has extended into 
the financial, service and tourism sectors. It is creating havoc for 
manufacturers who can no longer operate assembly lines with a 
full complement of workers. 

The labour famine has been accompanied by critical bottle- 
necks in the country's infrastructure of ports and roads and utility 
services. Although Malaysia boasts an infrastructure second to 
none in the Asean region, it has been ill-equipped to cope with the 
enormous demands in this area which followed the end of the 
recession in 1988. 

The government has responded to the challenge by commit- 
ting M$19 billion under the Sixth Malaysia Plan, a key M$104 
billion five-year spending programme, to complete infrastructure 
and development programmes already under way. The outlays 
are expected to alleviate many of the gaps which threaten to dis- 
rupt further foreign investment in the country. 

But signs that foreign investment is being adversely affected 
by the fallout from four years of pell mell growth indicates that 
Malaysia's problems have come full circle. It also emphasises the 
point that greater efforts must be made to develop alternative 
sources of capital from the local private sector and the nation's 

savings pool. 

According to the Malaysian Industrial Development Authority 
(Mida), the aggregate value of he foreign projects approved 
in the manufacturing sector during 1991 
fell by 9.5% from the previous year. The 
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Sagging performance in Japan and the other major capitalist 
economies, however, suggests this drop in investments may be 
more endemic. “The problem we have," notes former Malaysian 
finance minister Tun Daim Zainuddin, "is the American reces- 
sion, slow growth in Europe and signs of a slowdown in Japan." 
In Japan's case, its commitments to Malaysia are said to have 
fallen by 10% from a year earlier. 

All this suggests that the government may have trouble meet- 
ing its targets under the Sixth Malaysia Plan. Malaysia must come 
up with more than M$80 billion in investments by 1995 if all the 
planning targets of the Sixth Plan are to be met. Out of this, M$33 
billion is slated to come from foreign investors. 

Analysts say it is too soon to tell whether a fall in foreign- 
investment levels will signal a crisis for Malaysia's economy by 
1995. The government contends that real growth will chug along 
at an average rate of at least 7.5% through mid-decade. 

But it is equally clear that the country has also entered a more 
sobering period in which deft management will be essential. 
^Malaysian businessmen," notes Bank Buruh economist Tan Sri 
R. V. Navaratnam, "cannot take high economic performance for 
granted." L] 





EMPLOYMENT 


Where has all 


the labour gone 


By Michael Vatikiotis in Kuala Lumpur 

M sentially full employment for its labour force, but now 
faces the problem of finding new sources of labour to 

satisfy the increasing demands of the manufacturing and service 

sectors of the economy. 

The demand for labour in Malaysia is becoming a key variable 
in the national equation. With a population of 18.5 million, of 
which 6.62 million form the available workforce, the growth of the 
economy appears to be outpacing the labour supply. 

Figures released for the first 10 months of 1991 show that the 
unemployment rate fell to 4.3%, the lowest level in a decade. 
Under the Sixth Malaysian Plan, full employment is expected to 
be attained before the end of the 1990s. 

Against this, in December, the Federation of Malaysian manu- 
facturers reported that labour shortages facing manufacturers, 
particularly in the five most industrialised states, was reaching 
critical levels. A survey of 150 firms conducted by the Federation 
found 150 firms short of some 10,000 workers. A senior official at 
the Manpower Department of the Ministry 
of Human Resources has no argument with 


alaysia has almost achieved the enviable position of es- 


number of applications for new manu- 
facturing projects proposed to the gov- 
ernment by foreigners also fell by 52% 

‘to M$14.2 billion from M$29.8 billion in 

1990. 

Officials say the downturn is temporary 
and stems from foreign hesitation to un- 
dertake new projects following the expira- 
tion of the 20-year-long New Economic 
Policy in December 1990. Now that many 
incentives for foreigners have been ex- 
tended under a successor New Develop- 
ment Policy, optimists predict that foreign 
interest in Malaysia will redouble. 


Malaysian employment ¢& 
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this picture. “From the beginning of 1992, 
the tightening of the labour market will be 
felt more acutely,” he said. 

This tightening of he labour market 
is reflected in official statistics which 
show that while the number of jobs filled 
in the first 10 months of 1991 (mea- 
sured by the net additional number of con- 
tributors to the Employees Providential 
Fund) increased from 314,437 to 351,058, 
the actual number of new entrants into the 
job market was estimated at only 211,400 
in 1991. 

As labour has grown scarcer, wages 
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have increased. Most states reported an increase in wages in the 
skilled and unskilled sector of between M$1 and M$3.50 per day. 
Wage increases in the more industrialised states have shown big- 
ger increases, with daily wage rates in Selangor and Penang 
averaging M$6-10 per day. 

To attract and retain workers, some firms have had to intro- 
duce more incentive allowances. Others have begun recruiting 
labour from less industrialised states in the north of the peninsula. 
Labour flows between East and West Malaysia, however, have 
been traditionally limited. This has put real pressure on the gov- 
ernment to allow more immigrant workers from overseas to work 
in industry to make up for the shortfall. 

Recognising the acute demand for labour, the government 
decided last October to allow employers to recruit foreign labour. 
Those immigrants already holding permanent resident status (red 
identity cards) are now allowed to work freely in all sectors of the 
economy without the need to apply for work permits. Foreign 
workers without a residence permit — usually working illegally 
in the plantation sector, on construction sites and as housemaids 
— have been given until June this year to apply for papers enti- 
tling them to work legally in the country. 

The government has set a period of five years during which 
foreign labourers will be allowed to work in certain areas of the 
manufacturing and service sectors, after which the situation will 
be reviewed. 

Meanwhile, a study is under way to determine what sectors of 
the economy are most short of labour. "So far we do not know for 
certain how acute the labour shortage is," said a government offi- 
cial. 

Part of the problem is that with rising living standards of, 
many Malaysians are simply unwilling to fill the lower skilled 
levels of employment. However, to make sure that Malaysians are 
not being displaced, the government has stipulated that all appli- 
cations for the employment of foreign workers be carefully scruti- 
nised before permits are granted. To deter overdependence on 
foreign workers, an annual levy of between M$360 and M$2,400 
will be imposed on each foreign worker. 

Behind this lies another problem: the temptation to keep down 
production costs by employing illegal foreign labour for lower 
wages. The government stipulates that foreign labour must be 
paid equivalent wages, but in practice this is difficult to enforce, 
particularly if the employment of foreigners is done on an illegal 
basis. 

Although it is difficult to 
control the influx of foreign 
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TRADE 


‘Trade in the 
here Afta 


M alaysia is actively polishing its credentials as a free trader 





in Asean. It wants the newly initiated Asean Free Trade 

Area (Afta) to be implemented sooner than the 15-year 
timetable agreed upon by Asean leaders at the Singapore summit 
in January. 

To demonstrate its commitment to Afta, the government has 
moved quickly to impose shorter time spans on tariff protection 
and urge local businesses to plug into the regional market. Ob- 
servers say the government has moved quicker off the mark than 
other Asean countries to move forward on Afta. 

This impatience, to some extent, is driven by Malaysia's al- 
ready comparatively high contribution to intra-Asean trade flows. 
But it also reflects a desire to harness its domestic productive 
capacity to a much larger market. Once fully implemented, Afta 
will comprise a potential market of some 330 million people com- 
pared to Malaysia's population of 18 million. 

The milestone agreement creating Afta at the Asean summit in 
Singapore has also boosted Malaysia’s chances of diversifying its 
export-oriented economy away from dependence on traditional 
markets. In contrast to the more fragile economies of Indonesia 
and the Philippines, Malaysia is keen to show its commitment to 
Afta as a measure of its belief in free trade. “Malaysia's call for a 
free and open global trading system cannot be credible if the pace 
of its own market opening is pedestrian,” said Minister for inter- 
national Trade and Industry Datuk Seri Rafidah Aziz. 

The government has wasted no time preparing for the removal 
of tariffs. In February, it decided that tariff protection will only be 
given to strategic industries in the industrial sector and then only 
for a maximum 10-year period. Certain smaller industries will 
only obtain tariff protection for a three-year period. 

To some extent this is a natural process. The currently pro- 
tected plastics industry still re- 
lies on imported resins for 
about 90% of its production. 
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of immigrant workers is from 
neighbouring Indonesia. Unof- 
ficially, perhaps as many as 
800,000 Indonesians are work- 
ing in Malaysia. Some have set- 
tled in the country and obtain- 
ed permanent resident status. 
So far less than 50,000 have 
come forward to register for 
work permits under the new 
guidelines. 

Despite these attempts to 
regulate the influx of foreign 
labour, the demand from 
manufacturing and service 
sectors of the economy is likely 
to increase. It is expected, 
therefore, that Malaysia will 
remain a recipient of foreign 
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household goods has given the 
industry the confidence to re- 
quest the lifting of tariffs. 

Part of the government's 
strategy is to call on producers 
to be confident about the Asean 
market in order to enhance 
their competitiveness in the 
global market. “If local pro- 
ducers cannot effectively com- 
pete with their Asean counter- 
parts, then the prospect of their 
products being exposed to 
wider international competition 
is suspect,” said Rafidah. In 
October last year Rafidah 
warned that “no industry 
should regard protection as a 
long-term measure.” 

In view of the government's 
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You must be wondering why we are variety of restaurants and bars - eight We think they il find it a refreshing 
compared to an Oasis. actually, including the unique Selasih change. 








restaurant, serving probably the world’ 
finest Malay cuisine. Superb guest rooms. 
extensive sports and fitness facilities and 
a comprehensive business centre. Just to 
name a few, 


Simple. Until now, the nearest Johor 
Bahru came to a worldclass hotel was a 
little over half an hour away, in Singapore 
to be precise. 














But now there's The Puteri Pan Pacific OUTRE RESTORE EGER 
So the next time vou re thinking of 
Hotel. NOR PECORE IMPR UR PPE] 
sending your clients to Johor Bahru, send FER 
A world class hotel that boasts a wide them to The Puteri Pan Pacific Hotel. 
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resolve, analysts see Malaysia re- 
ducing trade barriers ahead of some 
fellow Asean members. Already the 
government has identified over 
3,700 products for tariff reduction 
under the Common Effective Pref- 
erential Tariff scheme agreed upon 
as a precursor to Afta. But where 
does Malaysia currently stand with 
regard to intra-Asean trade? 

The signs are encouraging. In 
1990, trade with Thailand, Singapore 
and Indonesia accounted for 26% of 
Malaysia's total trade. The propor- 
tion of Malaysia's trade with Asean 

is in fact the highest of any Asean country. This is helped partly, 
though, by the fact that Singapore, with close traditional bilateral 
economic ties, is Malaysia’s largest trading partner in Asean. 

Bilateral trade with Thailand has also increased. The value of 
two-way trade in 1991 was US$5 billion by November 1991, up 
from US$4.6 billion for the whole of 1990. Of the total volume of 
Malaysian exports, almost 30% went to Asean countries, while 
Asean was a source of 19.1% of Malaysia’s imports in 1990. 

Much intra-Asean trade is disguised by intra-company trans- 
fers and transnational interaction between multinationals. These 
trade flows tend not to come under the industrial tariff equation. 

However, much as Malaysia would like to diversify its export 
market base, for the time being the country’s major markets are 
concentrated in the West. The US, for example, remains the larg- 
est market for Malaysia’s manufactured goods, with electronic 
goods posting a large increase in volume in 1991. The value of 
exported Video-Cassette Recorders to the US increased from 
US$18 million in 1989 to almost US$260 million in the first 11 
months of 1991. 

For the whole of 1991 trade with the US surpassed US$10 
billion, compared with US$8.7 billion in 1990, an increase of more 


Thinking South 


laysia’s approach to international trade issues may not be 
i : inni g friends in the West, but it is garnering some support 
the developing world. Buried beneath the media clutter 
[ "generated by the proposed East Asia Economic Caucus (EAEC), 
Fs vhich aroused so much hostility from the US and the EC, is a 
. more benign move, which Malaysia is spearheading to stimu- 
date trade between countries of the developing world. 
The stimulus is coming from Malaysia's leading role in the 
Gur of 15 developing countries, which emerged as a stream- 
ned caucus to promote South-South ties at a meeting in Kuala 
Lumpur in 1989. The inaugural summit in Kuala Lumpur 
. identified several to promote trade between countries 
. of the “South.” These included business investment forums, 
= common discussions on external debt problems and two in- 
A triguing proposals from Malaysia. 
= One proposal was for countries of the South to set up “bi- 
E lateral payments schemes" (BPAs) to boost bilateral trade be- 
. tween developing countries. The idea was conceived by Ma- 
. laysian and Iranian officials in 1988 to boost bilateral trade. 
. Being unfamiliar with one another, they were unwilling to as- 
sume the normal credit risks accompanying unconfirmed let- 
. ters of credit. The Central Banks of both countries therefore 


. agreed on an arrangement whereby each agreed to guarantee 




















than 50% since 1988. With the US 
accounting for some 16.8% of ex- 
ports and 15.6% of imports in the 
first 11 months of last year, and the 
EC another 14.5% of total trade over 
the same period, Malaysia's eco- 
nomic boom continues to hinge on 
traditional markets. 

More worrying for local econo- 
mists, however, is the alarming 
growth of Malaysia's trade deficit, 
which surpassed US$6 billion in 
November 1991. This was mostly 
the product of expansion in the 
manufacturing sector and the in- 
crease in capital goods import required. In the first six months of 
1991, for instance, imports from Japan mushroomed by 54% over 
the same period in 1990, valued at US$3.55 billion, the surplus 
being in Japan's favour. 

The overall expansion of Malaysia's trade is occurring against 
a background of changing global patterns of trade as well as pes- 
simism about the prospects of a global free trade system. For this 
reason the government appears to have made it a priority to di- 
versify Malaysia's trading base, accustom business to declining 
degrees of protection and turn more towards the region. 

It is in this context that Prime Minister Datuk Seri Mahathir 
Mohamad's proposal for an East Asia Economic Group must be 
seen. First launched in December 1990, the proposal came under 
heavy fire both inside and outside the region for its initial pack- 
aging as an economic bloc. 

Subsequent re-working of the proposal in consultation with 
Malaysia's Asean partners re-defined the proposal as a caucus 
instead of a group, whereupon it met further resistance from In- 
donesia at the Asean summit in Singapore. However, Malaysia 
may find the proposal will be revived if progress is not forthcom- 
ing on Gatt. m Michael Vatikiotis 
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Mahathir Mohamad, “total bilateral trade would need foreign 
currency only for settling the balance of trade between two 
countries.” This implies less dependence on financial institu- 
tions and mechanisms controlled by developed countries. 

Mahathir argues that it is not the intention to break away 
from the “North.” “We should in fact increase our interaction 
with them,” he told the second G15 summit last November. 
But he added: “We must at the same time increase southern 
interdependence so as to reduce over-dependence on the 
No 

Officials in Kuala Lumpur say that trade has been boosted 
by these BPA arrangements. Malaysia has established 11 BPAs 
with Latin American and African states. Trade with Chile, for 
example, was expected to increase from US$54 million in 1990 
to US$194.2 million in 1991. Overall bilateral trade with Vene- 
zuela, Nigeria, Mexico, Rumania and Chile increased 112% 
from US$172.6 million in 1990 to US$366.7 million in 1991. 

To help stimulate further trade and investment among 
countries of the “South,” Malaysia pro setting up a 
“South Investment, Trade and Technology Data Exchange 
Centre” (SITTDEC). The idea is to set up a data centre to facilitate 
trade and investment along the lines of the Trade and Invest- 
ment Promotion System currently run by the United Nations. 

SITTDEC, which has already been endorsed by the G15, will 
be run as a business and based in Malaysia. It will aim to 
operate as a consultancy providing advice and information to 
small and medium-sized industries. Malaysia is offering to pay 


"payment for its exporters. up to 50% of the estimated US$8 million it will cost to set up 
B . In this way, argues Malaysian Prime Minister Datuk Seri — SITTDEC over the first three-year period. — m Michael Vatikiotis 
i 
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Strength for the future 
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Manufacturing 
strength 


he greatest challenge facing the government under the 

i Sixth Malaysia Plan is to find ways to sustain the bullish 

growth of the manufacturing sector which has been the 

driving force behind the country's rise to newly industrialised 
nation status. 

The manufacturing sector is expected to grow by 11.5% a year 
for the duration of the Sixth Plan under which M$3.2 billion has 
been allocated for industrial development. The plan aims to create 
400,000 new factory jobs over the next five years. Government 
planners hope this will allow the manufacturing sector to com- 
prise one third of Malaysia's real GDP by 1995, compared with 
more than a quarter currently. 

Export-led growth in electronics and textiles will continue to 
be the focal point of this manufacturing revolution and ideally 
will comprise 70% of all export earnings by mid-decade. Foreign 
investors will also continue to play a critical role in this success 
formula. "The government," insists International Trade and In- 
dustry Minister Datuk Seri Rafidah Aziz, ^will continue to make 
Malaysia an attractive and favourable investment centre in this 
part of the world." 

But there will also be some crucial shifts of direction from the 
past. Among the most far-reaching is an emphasis on local parts 
manufacture to strengthen Malaysia's small and medium-sized 
industries (SMIs). 

If the changeover is successful, it will bring a sizeable transfer 
of technology from countries like Japan to Malaysia's SMI sector. It 
is hoped this will eliminate complaints about the quality of parts 
turned out by local manufacturers and will obviate the need to 
import these items from more advanced nations — a fact which 
has tended to make Malaysia an assembler, rather than a compre- 
hensive maker of foreign-based products. 

Laying a firm foundation in the secondary sector is also essen- 
tial if the country's still-maturing heavy industries are to succeed. 
The once-troubled Perwaja national steel project (a venture with 
Japan's Nippon Steel which nearly collapsed after its experimen- 
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tal smelting technology failed in 1988) has been pushed into the 
black through a major revamp of its operations and a policy of 
generous government tax incentives. 

The long-term outlook for Perwaja and other heavy industrial 
projects will be enhanced if Malaysia succeeds in developing a 
stronger domestic market for heavy industrial products. This is 
especially true since the government is discussing the concept 
of launching a "second " economy-class national car in conjune 
tion with the Japanese carmaker Daihatsu later this year. 

This transition to locally made parts supply will be critical if 
the country is to smooth its remaining difficulties in flagship in- 
dustrial ventures like the Proton national car — the offspring of a 
Malaysian-Japanese venture which has sold more than 300,000 
units over the past six years. Less than 70% of the parts used in 
the Proton “Saga” are locally sourced. The rest are imported from 
Japan at costs subject to exchange rate pressures, which has tended 
to drive up the finished price of the car. Developing an alternative 
parts infrastructure is high on the government's list of priorities. 

Boosting the performance of the country's smaller industries 
also will be important if Malaysia is to fulfil its larger goal of 
moving into higher technologies and deepening its manufactur- 
ing base under the Sixth Plan. The government plans to increase 
outlays for research and development efforts and is accelerating 
intake and instruction at a number of state-run technical training 
schools and universities to cope with a growing shortage of man- 
power in the country. 

The emphasis on educating Malaysia's manufacturing work- 
force forms a part of the government's wider ideological aim of 
increasing the number of bumiputra (native Malay) managers and 
skilled professionals. Datuk Seri Rafidah Aziz has said that the 
government intends to de-emphasise labour-intensive industries 
which merely exploit cheap labour, in favour of more techno- 
logically sophisticated operations. 

Primary industries such as timber, palm oil and rubber will be 
encouraged to move into value-added manufacturing, activities 
such as furniture, food and chemicals under the Sixth Plan. In the 
timber sector, the phasing out of log exports from Sabah and 
Sarawak by mid-decade and the development of wood-based in- 
dustries are expected to counter deforestation. 

Gradually cutting off exports of raw materials such as timber 
and rattan to advanced countries will give Malaysians an edge in 
developing their own wood-based industries because of their 
relatively unfettered access to these raw materials. It could take 
years, however, for Malaysians to master the design and machin- 
ing techniques that will enable them to compete with furniture 
makers in Japan, Taiwan and South Korea. m Doug Tsuruoka 


COOAIMAAIO DCWVIEOMMW R4 


FOCUS MAL AYSIA 1992 | EEEE ANNE VO AAEE 1s 


INFRASTRUCTURE 


On the road 


he challenges facing Malaysia’s transport, communications 
l and education infrastructure form a complex conundrum 
— the unravelling of which may hold the key to sustaining 

the country's growth into the next century. 

Most analysts believe that bottlenecks in the country's trans- 
port, communications and power-generating capacity are Malay- 
sia’s biggest obstacle in attracting a greater share of investments, 
technology transfers and development. Coupled with these hin- 
drances is the difficulty in graduating sufficient numbers of stu- 
dents from Malaysian universities and technical schools to meet 
the demand for skilled workers and managers — which has ag- 
gravated a chronic labour shortage. 

Traffic jams along Malaysia's well-built but relatively narrow 
roads and sporadic interruptions in telephone service have be- 
come commonplace, especially in large urban centres such as 
Kuala Lumpur. Disruptions in power and water supply have es- 
calated at many factories since 1990 and the nation's network of 
container ports and air terminals are creaking under the weight of 
cargo awaiting shipment out of the country. 

Optimists argue that the growing pains are symptomatic of 
Malaysia's success: more than 275,000 Proton Saga national cars 
have been sold inside the country since 1986, while power and 
water cut-offs have been partly blamed on the huge number of 
largely foreign-operated factories which have sprouted since in- 
vestment laws were liberalised in 1987. 

But the severity of these shortfalls — which have begun to 
impact negatively on Malaysia's economy — has already robbed 
the success stories of their silver lining. Production schedules have 


 STOCKMARKET 


. Depth to the market 


_ A spurt in official efforts designed to deepen and broaden Ma- 
— laysia’s banking, equities and capital market has been evident 

. over the past two years. But analysts remain sceptical whether 

. these measures have fully addressed the problems which con- 

front the country’s financial markets. 

—. While Malaysia's regulatory authorities have been diligent, 
= critics argue that many corrective steps do not go far enough. 
3 They say that more rigorous efforts to fill in the soft spots in the 

_ financial system have been relegated to the back burner follow- 
ing a four-year economic boom which has pushed up profits 
. and rescued scores of troubled institutions from bankruptcy. 
. The acid test of what Malaysia has learned in the financial arena 
will probably have to await more challenging circumstances. 
- But the progress to date — at least on paper — is impressive. 

. Malaysia's 23 local and 16 foreign-incorporated commercial 
banks have rapidly complied with new worldwide guidelines 
on capital adequacy promulgated by the Bank for International 
Settlements, and additional steps have been taken to bolster the 
loan loss provisions of ailing institutions which are still carrying 
non-performing loans left over from the 1985-86 recession. 
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been setback at scores of manufacturing plants, and costs are ris- 
ing sharply as the manufacturing and service sectors struggle to 
meet commitments amid a shrinking pool of physical and human 
resources. 

In an effort to keep pace with the demand for new infrastruc- 
ture projects, the Malaysian Government announced plans late 
last year for the construction of a new M$20 billion airport in 
Sepang, Selangor, to replace the heavily trafficked Subang Inter- 
national Airport outside Kuala Lumpur. The completion of the 
nearly 900 km, M$5.7 billion North-South Highway will also ex- 
pedite traffic flows by connecting Malaysia on a direct axis with 
southern Thailand and Singapore by 1993. 

Telekom Malaysia, the semi-privatised national telecom- 
munications provider, plans to install 4 million new digital tele- 
phone lines over the next five years, while electricity provider 
Tenaga Nasional has arranged to purchase a brace of new gas 
turbines from foreign suppliers which will boost the country’s 
total generating capacity by 800 MW to 5,850 MW by mid- 
decade. 





Kuala Lumpur's bottlenecks stifle growth. 


The demand for corporate and individual credit is also fuel- 
ling an earnings explosion for banks and finance companies who 
have been quick to expand credit card and commercial banking 
services to satisfy hordes of new clients. 

On the equities side, the Kuala Lumpur Stock Exchange 
(KLSE) has followed up its mutual delisting exercise with Singa- 
pore in January 1990 with plans to institute a Central Depository 
System to aid the faster processing of scrip transactions. 

This has been supplemented further by the computerisation 
of key transaction services at the exchange's 54 member broker- 
ages, and a shortened delivery and payment schedule for scrip 
dealings. The Finance Ministry also took steps in 1990 to stiffen 
the minimum paid-up capital requirements for most brokerages 
to M$20 million — instigating a chain of mergers among smaller 
firms to meet the new requirements. 

Malaysia’s largely Kuala Lumpur-based brokerages were 
also given the green light this February to set up individual 
branch offices in outlying states, a move that will expedite the 
creation of a national financial network for the stockbroking in- 
dustry. 

Capital market activities have also taken an innovative turn 
with the April 1991 announcement of a US$190 million issue of 
Sovereign Exchangeable Bonds which can be swapped for a to- 
tal of 50 million shares in the privatised national telecommunica- 
tions provider Telekom Malaysia. 

Plans are well advanced for the launch of a futures and op- 
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sia Plan. Substantial improvements in cargo-processing c 
bilities are also planned at major ports like Ian Penang 
Johor. | 


fields are expected to be turned out by 1995. This will bolster the 
4,000 science and technology students now being graduated an- 
nually by local schools to serve the estimated 2 1000 lcd and 
domestic manufacturers in the country. 

The government is committed also to the notion of making 
qualitative changes in Malaysia's faltering programme of English- 
language education — which has suffered since independence 
due to the emphasis on promoting Bahasa Malaysia as the 
national tongue. This will combat the gradual loss of English 
proficiency in the workforce, an escalating complaint among 
multi-national corporations doing business inside the country. 

Some analysts question, however, if these plans — which look 


impressive on paper — go far enough in eradicating all the infra- 


. Structure and education gaps which could challenge Prime Minis- 
ter Datuk Seri Mahathir's announced intention of making Malay- 
sia an advanced nation by the year 2020. 

Others argue that efforts to translate key spending packages 
such as the Sixth ! Malaysia Plan into reality are often marred by 
unforeseen price rises, currency factors, planning errors and cases 
of outright political corruption. Disgruntled suppliers have fre- 
quently argued that political ties often outweigh competitiveness 
in the bidding process for public contracts. Others charge that 
shortfalls in the nation's communications and power generating 
capacity are the result of technical incompetence and a failure to 
maintain existing equipment. 

The government, on the other hand, has shown that it can 
come close to hitting its targets despite such inevitable planning 
glitches and, barring an unexpected downturn in the economy, 
will probably not fall far from its mark. a Doug Tsuruoka 





— tions c doe on the Kuala Lumpur Commodity Exchange, a 
. move expected to broaden the choice of tradi ing alternatives for 
-. local financial institutions and individual punters. - 
— ... But amid such news, there are hints that old problems still. 
ri lurk beneath the surface. Some analysts estimate that 30% or 


7 more of the loans in the local banking system are non-perform- 








.. Ing. While the influx of new business in the current financial 
boom has made this less of a liability, bank balance sheets 


|; could be quickly and adversely affected in the event of a sig- 
nificant economic downturn. Credit card activities which have 
... provided the lion's share of the profits for many finance com- 
um panies could be equally vulnerable in the face of a recession. 
= The labour shortage which is afflicting Malaysia's manufac- 
| turing sector has also hit banks, brokerages and other financial 
institutions in many urban areas. This is leading to wage rises 
which invariably drive up operating costs as institutions com- 
» pete to hire a shrinking pool of professional talent. 

. ' Reports of insider trading and other irregular financial deal- 
pr ings also continue to mar progress. The market is still reeling 
- from the arrest and prosecution of a former top executive of 
E PB MB Securities last year for trading improprieties which led 
| 7. 2 million. losses by the securities unit of state-owned 





vestigation and enforcement capabilities of the KLSE 
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Thousands of new graduates in the engineering and technical | 
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. There are also plans to impose water-sharing agreements be. 5 

tween various states in peninsula Malaysia to forestall a recur- ` 
rence of the severe water shortages which struck the city-state of 
Malacca in 1991 and 1992. And federal spending on transport - Au 
chiefly in the form of airport, rail and rural road projects — will | 
rise to M$10.76 billion from M$6.82 billion under the Sixth Malay- eer] 



















Log pond: moderate increase in saw-log prices. 
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griculture continues to play the role of anug] 
Malaysia's economy with scant improvement ë 
year over the stagnant growth rates posted in 19 
deterioration of the sector is blamed on the lingering effec 
1985-86 recession which was triggered by an abrupt fall in 4 
commodities prices. >: 
Prices have improved moderately since then. But de 
rubber production and attempts to restrain logging t 
governments continue to forestall a significant rec 
tercession of natural events such as tree stress -— v 
late 1990 — has also dampened palm oil output v 
negligible 0.1% to 6.1 million tonnes in 1991. Rubbe 
declined by 3.2% to L 25 million tonnes last your. : 
fell by 3.9% to 38.5 nv, accordi ag Ec 
The value of rubber, palm oil, Saw oe and | id erc 
slated to rise by 1.6% in 1992, over 1991's projected gros wt vth : 
0.1%. Agriculture's overall contribution to GDP fell to 17.3% | 
year compared with 18.7% in 1990. Padi, pepper and cocoa p 
duction is also spotty despite a generous programme of gov 
ment subsidies. "In real terms agriculture has not grown and : 
probably slowed,” says Malaysian Institute of Economic Resear ; 
Executive Director Datuk Kamal Salih. 
A speedy recovery may hinge ultimately on a tur naround i in 
the world economy and more than token rises in the prices of key 
commodities. Attempts to diversify into cash export c Tops such às 
tropical fruits also continue to show mixed results. = 
Beyond this, the single most damaging event to local agricul 
ture over the past few years has been the gradual withdrawal o 
large estates in the produc tion of rubber and palm ou. The.exedu: 
began after the recession made a shambles of many planta’ 
balance sheets, forcing some of the largest, such as F 
Guthrie, to switch to property development and manuf 
This has left vast tracts of formerly productiv e agricul 
untended or redeveloped as housing and commercia 
The retreat of the big plantations | has inspired a he 
ment campaign to build a viable community of smallholder 
the vacuum. But the authorities have yet to support serio 
efforts by creating a comprehensive system of tax and exf 



























rts from key states like 
d-decade — with an unavoidable loss in 

ament revenue — will also wreak havoc with 
ng timber industry. The abolition of such exports 
inevitable for ecological as well as economic reasons. 
| government hopes to plug the gap with an ambitious 

mme to promote the development of wood-based, value- 
ed industries. But Malaysia's backwardness in the design and 
duction of value-added products such as furniture is making 
such policies difficult to implement. 
_. All agriculture-related business is also suffering from a labour 
drain as thousands of rural workers migrate to the cities where 
they can earn up to four times more working in factories. The 
exodus is also expected to continue indefinitely — aggravating 
the phenomenon of depopulation in many formerly thriving rural 
states like Perak. The greying of the country's agricultural work- 
force — where most farmers are over the age of 50 — has also left 
in the way of a younger generation who can till the land. 
hile it was inevitable that agriculture should assume a back 
piven the manufacturing-led boom which began in 1988, crit- 
not enough is being done to ensure that it continues to 
an effective counter-balance against possible downturns 
ntry's manufacturing performance. 
laysia’s government is combating such negative trends by 
ting retraining and modernisation programmes at the vil- 
level But local resistance to the new ways and a relative 
- of funds for rural modernisation programmes are imped- 
hese efforts. 
efenders of the government line argue that priority must be 
to the manufacturing and tourism sectors at this critical 
re in Malaysia's development. They also insist that adequate 
l be taken to ensure that agriculture will play a crucial, if 
ced, role in the economy. Many analysts, however, remain 
ical of these assurances — especially in light of the uncertain 
k for global commodities prices and the rapid progress 
h competitors like Indonesia and Thailand have made in ex- 
-oriented palm oil, rubber and tropical fruit production. 

"hs u Doug Tsuruoka 
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New plan looks 
for balance 


he past year has seen Malaysia embark on a new period of 

I development governed by new sets of policies. The new 
policy framework attempts to build on established con- 

cepts of national development and, at the same time, reflect new 
realities and consciously set out to correct imbalances of the past. 
The new policies include a new five-year plan, which is the 
first phase of the 10-year Second Outline Perspective Plan, which 
in turn embodies a new approach to the redistribution of wealth 
along ethnic lines, under the National Development Policy (NDP). 
Specifically, the government seems to have recognised that too 
much emphasis on the redistribution of wealth along racial lines 


at the expense of rapid economic growth, not only hinders the 


overall development of the country, but has also created areas of 
economic privilege and inefficiency. 

The social and economic restructuring strategy, launched as 
the New Economic Policy (NEP) in 1970 has been declared a suc- 
cess, at least in terms of endowing Malay and other bumiputra 
sections of the community with a greater share of corporate equity. 
This increased from 2.4% to 20.3% in 1990, though it remains 
below the 30% target set by the NEP in 1970. 

However, by launching NEP's successor for the next 20-year 
period, the NDP, Prime Minister Datuk Seri Mahathir Mohamad 
has shifted emphasis from the quantitative to the qualitative as- 
pects of economic redistribution. "There must be more effective 
efforts to develop . .. management and entrepreneurial skills [of 
the bumiputras] as well as their value systems, so that the quality 
of their participation in the economy can be significantly improved 
and made more permanent," said Mahathir last June. 


benefit both from Johor's cheaper land and labour, and access to 
Singapore's service functions. MEL 

To the North, Johor's planners are again banking on a spill- 
over, this time from the already congested Klang valley. They 
argue that the recession which hit the Malaysian economy in the 
mid-1980s highlighted the weaknesses of industrial concentra- 
tion in the Western corridor between Selangor and Penang. 

To develop Johor as the second-or third-most important cen- 
tre for manufacturing and foreign investment in Malaysia, is the 
main thrust of Johor's new development plan spanning 1990- 
2005. The aim is ambitious; to maintain a growth rate above the 
national average 8-12% in this 15-year period, and to increase 
per capita income from the current M$5,000 to as high as 
M$12,000 by the year 2005. 

The twin assumptions on which the plan rests are; firstly that 
Johor can become Malaysia's southern growth pole, attracting 
foreign investment in the manufacturing sector, and secondly; 
that the more controversial economic twinning with Singapore 
becomes a reality. | 

Johor prefers to see its economy. twinned rather than inte- 
grated with Singapore; a nuance which highlights the opportuni- 
ties Johor sees in the "growth triangle" proposal as a stimulus to 
its own growth. Johor officials have stressed the need for strong 
backing from Kuala Lumpur to ensure it becomes an equal part- 
ner in the scheme, rather than an adjunct to Singapore. 


The Federal government in Kuala Lumpur is hesitant to move 
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While maintaining the overall 
aim of bringing about more bal- 
anced development within Malay- 
sia's pluralistic context, the NDP aims 
to strike more of an optimum bal- 
ance between the goals of economic 
growth and redistribution of equity. 
The stress is on “developing a pro- 
gressive society in which the welfare 
of citizens is spread to all.” It reflects 
the input of all sections of the Ma- 
laysian business community and 
seeks to assure the private sector 
that the goals of redistribution will 
not be pursued at the expense of 
sustainable economic growth. 

The new policy also implies a 
much greater role for the private sec- 
tor, a trend hinted at by Mahathir 
when he presented the Npr last | 
June. One of the NDP's new dimensions will be to “rely on the 
private sector's involvement in the restructuring process." 

One sign that the process has already begun was seen at the 
Third Bumiputra Economic Congress held in early 1992. Here, to 
a much greater degree than before, the private sector participated 
on an equal footing with the civil service and the government. 
Also, for the first time, members of the non-bumiputra commu- 
nity were invited to participate. 

The launch of the Sixth Malaysia Plan (1991-95) also re-affirmed 
the government's commitment to a strategy of private sector-led 
growth. Set in a generally favourable development context, the 
plan envisages growth in the Malaysian economy averaging 7.5% 
a year. This growth will be led by expansion in the secondary and 
tertiary sectors, with manufacturing and construction targeted to 
grow rapidly, at a rate of 11.5% and 8% a year respectively. By 
1995 the manufacturing sector is expected to account for 32.4% of 
total GDP, compared with 27% in 1990. 

Optimism about these policies for sustained growth has been 
buoyed by the current performance of the economy. But there is 


National 


"the scheme on to a more formal footing: worried both about 
Singapore's intentions and Johor's insatiable appetite for de- 


. velopment many feel the scheme should be located in other, 
< less developed areas of the country. : 


«But Johor is not waiting for the growth triangle to take off 
before implementing its ambitious plans for development. 
. Armed with a target to double the state's GDP by the year 2000 
.— from M$7.91 billion (1990) to M$15.86 billion — the state 
government has launched an ambitious investment drive. 
. . Diversification away from the dominant agricultural com- 
-modity base of the economy has been proceeding apace. The 
state's 14.5% growth in the manufacturing sector surpassed all 
other sectors of the economy in 1990, with foreign investment 
totalling M$3.45 billion approved in the period 1988-91. 
To help overcome the gravitational pull of areas to the north 
and south of Johor, the state government plans to concentrate 
on improving infrastructure in the state. “We have impressed 
.on Kuala Lumpur the need for a port," said Muhyiddin. 
.- Two problem areas to watch will be the fluctuating dispar- 
ity of the Malaysian ringgit to the Singaporean dollar, and the 
labour supply. So long as there is disparity between the two 
currencies, the Johor economy benefits from being cheaper to 
operate in than Singapore. But this has also driven up the local 
_ cost of living and the price of land, a problem which may affect 
al labour costs compared with other growth areas in Malay- 
HAE | @ Michael Vatikiotis _ 
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also confidence in the country’s 
litical stability. 

The 1988 split in Maha 
United Malays National FP. 
(Umno) brought an opposition: 
ance close to upsetting the c 
manding position held by the rali 
National Front (Barisan Nasional) 
coalition in the 1990 general election. 
Dut the election results consolidated. 
Mahathir's position and therefore 
served as a stable platform from 
which to launch the new generation 
of development policies. E 

Political speculation about ! 
hathir's future has been quelled 
siderably in the wake « | 
elections. Despite periodic 1 
about his health (followin: 
bypass operation in lanua 
and jostling for position within the senior ranks of the par 
litical observers regard the question of succession as prema 

Mahathir has also sought ways of reducing the level oí 
ticking within the party. Umno divisional elections, wi 
due to be held in 1992, have been postponed until 1993. The: 
were seen as allowing for a period of calm before the Um: 
preme Council elections scheduled for 1993. The general e 
is not due to be held until 1995. 

From this commanding position, and with threats to his. 
ership behind him, Mahathir has felt confident enough to: 
his vision of Malaysia's future as a fully developed country 


year 2020. The substance of this vision was contained in a + 
delivered by Mahathir in February 1991. Entitled "Malaysia: 

Way Forward," the speech presents a blueprint for develo 
Malaysia into an "industrialised country." i 
The central thrust of what has become known as Vision 2 
are nine strategic challenges, which Mahathir argues have 
fronted the nation since independence, and must be overc 
before Malaysia can be fully developed. Most of these che 
address aspects of Malaysian society: national unity, nati 
confidence, equity, tolerance, moral ethics and education. 
The most fundamental of these challenges, Mahathir arg 
that of establishing a united Malaysian nation, and in this re 
he argues that social and economic justice is as big a prios 
economic development. This, in itself, suggests that ho 
much the NDP implies a toning down of policies of equity re 
bution established by its predecessor the NEP, the basic dl 
redistribution is a policy commitment the government is uni 
to abandon in the near future. 
Vision 2020 is not short of economic prescriptions, either. Te 
nology, human resources and competitiveness are key themes 
Mahathir envisages an economy which is "quick on its feet, abl 
to move quickly, adapt to changing patterns of supply, deman: 
and competition." ORE 
Already the government is moving to establish more cohesive - 
linkages in the industrial sector, focusing on the much neglected - 
small and medium-sized industries. Domestic entrepreneurs. a 
being encouraged to seek trade and investment opportuni 
Overseas, and in pioneer areas for Asian investment such as Af 
Latin America and Indochina. Government encouragement in 
case of Indochina, has also translated into government-to-gov. 
ment frameworks. for investment, such as a recent venture 
Malaysia's Public Bank in Cambodia. | 
All this suggests that the government is keen to promo 
high degree of flexibility in the business community in order f 
to be able to respond rapidly to changing conditions. Neither 
the government shown any inclination to allow politics or its 

lomatic positions to interfere with the business climate. — 
& Michael Vati 
























































































































ponen 





qhe latest collapse ii in 1 Tokyo stock 
Ne is deeply hurting Japan's 
“banks and securities houses. It 

"could well bring about what years 
cial deregulation have so far failed to 
: the effective removal of the wall 
parates Japanese banks and broker- 


series of bills currently before parlia- 
proposes that banks and securities 
should engage only in parts of each 
s business, and then only through 
ly constituted subsidiaries. But 
vand securities houses may be per- 
to Shon eiten this process through 








w v deep an inroad banks will be al- 
to make into the securities business 
cand vice versa — depends upon the 
ormous discretion that will be left to the 
istry of Finance (MOF), following the 
age of a dozen reform bills currently 
re the diet. 

‘hese bills have been in the making for 
imber of years. They represent Japan's 
onse to moves in the US to lessen, 
ugh not formally abolish, the divide 
en commercial and investment 
" But the stockmarket collapse has 
ad the spectre of systemic risk among 
'Okerages and banks. 

bolition of article 65 of the Securities 
change Law separating the banking 
ities businesses would probably 
with as much opposition in Japan as 
d the dismantling of the Glass- 
gall Act in the US. But the MOF can 
Obably use the current crisis to achieve 
e same result via administrative discre- 
. This is what Katsuhito Sasajima at the 
ki ere Centre terms a bis Ja- 
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tions badly pune to real- estate 
pu rescues fom ia oe of the 
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securities houses and vice versa. This will 
create what Kaname Seki, senior manag- 
ing director at the Japan Securities Dealers 
Association (ISDA), sees as dangerous loop- 
holes in the law unless the MOF moves 
quickly to plug them. The iSDA is lobbying 
the MOF vigorously on this issue. 

Whereas banks would be legally unable 
to do retail equity brokerage if they chose 
to enter the securities business via a spe- 
cially constituted subsidiary, the MOF is left 
with the discretion over whether or not to 
withdraw the brokerage licence from an 
existing securities company acquired by a 
bank. 

It is likewise unclear whether or not a 
bank acquiring an existing securities firm 
will be permitted to retain the equity- 
underwriting function, another lucrative 
area which is likely to be denied to banks' 


Ripe for a shake-out 


newly constituted securities subsidiaries. 

The threat of invasion through acquisi- 
tion weighs especially hard upon the secu- 
rities industry. Although major securities 
firms are still better capitalised to acquire 
banks than banks are to acquire broker- 
ages, it seems to be accepted that banks are 
the bigger threat. 

The disintermediation of lenders 
through the development of capital mar- 
kets in Japan has left banks anxious to se- 
cure access to the underwriting of corpo- 
rate securities and to be allowed to broker 
them through their branch networks. 
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Jard times may push Japan's banks and brokers to invade each other's turf 


The savagely depressed state of the 
Tokyo stockmarket makes both of these 
activities appear less attractive than they 
were a year or two ago. But the slump 
could enable banks to move into the secu- 
rities business at rock-bottom prices via 
mergers. 

The MOF may be using the threat of al- 
lowing banks full access to the securities 
business via acquisition to punish the se- 
curities industry for its involvement in 
huge compensation scandals in which se- 
lected major clients were reimbursed for 
stockmarket losses. 

Relations have been particularly cool 
between the MOF and Nomura, the securi- 
ties-industry leader in Japan. According to 
Mainichi Shimbun, the conspicuous lack of 
action on the part of Nomura in response 
to the stockmarket’s most recent plunge 

reflects the collapse of the longstanding 
relationship between the company and the 
MOF. 

It was the further slump of an already 
bombed-out stockmarket in March — tak- 

ing the Nikkei stock average to less than 
19,000 points, less than half the level it 
reached at the end of 1989 — that has put 
so many smaller Japanese securities firms 
in jeopardy. 

The scale of the problem is apparent 
from the capital-adequacy ratios which se- 
curities firms have been obliged to compile 
every month since April 1990, when Japan 
came into line with US and British practice 
by requiring regular monitoring. 

This ratio, which is calculated by di- 
viding liquid net worth by a factor of as- 
signed risks, has to be maintained at a level 
at: at least 100%, and the MOF says that 
120% is regarded as a danger level. Ac- 
cording to the MOF, the industry average 
ratio as at the end of February was 307%, 
against 325% last September. This seem- 
ingly healthy overall average reflects the 
highly liquid position of the biggest bro- 
kers and masks a much poorer position 
among smaller securities houses. The MOF 
admits that some houses are currently be- 
low the 200% mark and that a few have hit 
the 120% level. E LIS 

Medium-sized firms constitute the bulk 
of the industry, and small firms are the 
second-biggest category. These are the ones 
that are most vulnerable to collapse if turn- 
over and poen on the: Japanese stock ex- 
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dona do not improve sihana 
Seki estimates that most brokerages 
should be able to survive for another 
year in current conditions. But other in- 
dustry sources suggest that as many as half 
the current total could go to the wall within 
five years. 

The question is where they can look for 
support. They will require fresh injections 
of capital, and as only 10% of all securities 
companies in Japan are themselves listed 
on stock exchanges, the capital will have to 
come from founders or associates. Many of 
the smaller securities firms are affiliates of 

large brokerages or of banks and insurance 
companies. Wherever possible, the pre- 
ferred solution will be to have these affili- 
ates bail out troubled securities firms. 

The MOF is leaving itself wide discre- 
tionary powers to decide whether banks 
can play a major role by direct acquisition 
of majority stakes in brokerages. This sug- 
gests that traditional lines of ownership 

Will need to be crossed in shoring up the 

- troubled securities industry. 

The Big Four — Nomura, Daiwa, Nikko 
and Yamaichi — have forecast that their 
business results for the fiscal vear ended 
on 31 March will be the worst since 1965. 
Yamaichi has warned that it will suffer a 
loss of Y34 billion (US$260 million) com- 
pared with a recurring profit of Y68 billion 
the previous year. 

Most small brokerages are currently 
losing money. Sasajima says that trading 
in the Tokyo: Stock Exchange' s first-section 
stocks must average 400 million shares a 
day in order for most firms to break even. 

. Turnover has been below that level for 
nearly a year. 

By contrast, lending margins have im- 
proved for Japan's principal commercial or 
"city" banks, as deposit-rate declines out- 
paced lending-rate reductions. This should 
help them to finance their entry into the 

. securities business. 

. A Banks are eager to secure access to cor- 
porate underwriting. And, though securi- 
ties firms are equally eager to limit banks 
to underwriting in the domestic straight- 
bond market, the banks could find them- 
selves jumping straight into equity under- 
writing soon, via the acquisition route. 

Banks have their own problems in- 
duced by the stockmarket collapse. With 
the Nikkei average at its present level and 
at the current yen-dollar rate, most city 
banks are below the minimum 8% capital- 
adequacy ratio mandated by the Bank for 
International Settlements (BIS). 

A view is gaining ground, however, 
that the Bis will move to relax its require- 
ments, in response to pressures on US 
banks as well as Japanese ones. Akio 
Mikuni who runs an independent credit- 

i mie agency in Tokyo believes Japanese 

s will solve the problem by shedding 

ts through the bond and commercial- 

er markets. a 
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Japan aims to curb stock-index futures 


he stock exchanges of Toky ro and 
Osaka are trying to curb stock-index 
futures trading — even though 
turnover in the cash market i is at its lowest 
level for 10 years. Any loss in business for 
Osaka's Nikkei-index futures contract 








could be Singapore's gain. The Singapore 


International Monetary Exchange (Simex) 
has an almost identical Nikkei futures con- 
tract. 

The two Japanese bourses are trying to 
suppress trading in Japanese equity futures 
in the probably vain hope that this will di- 
vert some of the business from the futures 
market into the depressed cash market. 
Both the Tokyo Stock Exchange (TSE) and 
the Osaka Stock Exchange (OSE) on 27 
March doubled commission rates on fu- 
tures trading to bring them more into line 
with equity-trading commissions. The au- 
thorities want to deter futures investors 
from speculating too much in the hope that 
share prices in the cash market will not fall 
any further. 


Whale and minnows 





The. tactic appears to be having some 
effect on turnover already. In Osaka, the 
daily volume for the futures contract of the 
Nikkei index (composed of 225 stocks) 
averaged 63,500 in February-March 1992. 
Turnover averaged 37,400 on the first three 
days of April. 

According to Minoru Nakamura, direc- 
tor of research at the OSE, it is too early to 
gauge the full impact of the doubling in 
commission rates, and of a series of other 
measures introduced in February. But he 
believes that some decrease in trading vo- 
lumes is inevitable. 

The TSE trades the Topix index — a 
weighted average of all Tokyo-listed 
stocks — in its futures contracts and vo- 
lume is always much lower than for the 
Nikkei average traded in Osaka. The daily 

average for contracts traded on the TSE ac- 
tually rose from 4,640 in February to 5,070 
in March but volumes are so light that 
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Osaka is a much better indicator of futi 
popularity with investors. 
Among the measures introduced 
February to curb futures trading. 
shorter trading hours at the two e 
changes in the method of fixirig set 
prices and a strengthening of the ¢ 
of members’ trading to improv 
ency.’ — exercise pattern 
tered, too. Margin requireme: 
tightened in iud. December. | 
Although the TSE and the osf 
from time to time, altered the co 
of futures trading, the latest : 
represent a concerted attempt tc 
sheer volume of trading on bo 
changes. | 
More is at stake than simp. 
the part of the TSE that its cox 
exchange in Osaka has carved c 
successful slice of the global stock 
trading cake. Tokyo financial bu 
and senior TSE officials blame index 
in no small part for the collapse of } 
ese share prices. 
When index futures trading beg 
Japan in 1988, turnover in the first vi 
roughly equal to that of stocks listed 
first section of the TsE, Since then, ft 
trading has grown to eight times t 
of turnover on the TSE. At the end 4 
monthly turnover in stock-i ndex 
was worth Y43 trillion (US$3: 
compared with around ¥5 Mois mnc 
stocks. 
The TSE argues that the futures 
were introduced to provide a 
institutional investors could 
positions in the cash market. Ir 
and options were not intended: 
ments for speculation, it says. Y 
exactly what they have become with 
ing rising to "excessive" levels. | 
Nakamura says the OSE accepted 
need to make changes in futures tk 
conditions in "consultation" with the ^ 
because "something has to be done d 
talise the cash market." But it is clea 
Osaka has been leaned upon to come: 
line with Tokyo on what has becor 
ideological issue in Japan of home«g 
equity markets versus futures trading 
vented by foreigners. 
US giants like Salomon Bothers 4 
Morgan Stanley are certainly major. 
ers in futures trading in Japan but 
are Japanese brokers. Nomura Secu 
one of the top stock-index futures tra 
in the US. Japanese banks and insure 
companies also take major positions 
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stock index futures nowadays. 

Critics of the latest restrictions on fu- 
tures trading say that their effect will be to 
divert business into offshore futures mar- 
kets rather than to channel it back to the 
cash market for equities in Tokyo or Osaka. 

“The effect of these measures is to in- 
crease the effective price of trading in Ja- 
pan, so business will seek alternative cen- 
tres,” says Nick Ronalds, deputy manag- 
ing director of the Chicago Mercantile Ex- 
change (CME) office in Tokyo. Singapore's 
futures exchange is a natural venue be- 
cause there is only a one-hour time differ- 
ence with Tokyo, he adds. The CME has 
also been offering a Nikkei futures contract, 
but with less success than Simex. 

Nakamura agrees that some business 
may move offshore from Japan but he be- 
lieves that Japanese securities houses pre- 
fer to deal in the “home market” of any 
financial commodity. 

One reason for preferring the local mar- 
ket is that Osaka is more liquid than Simex 
(and the CME). Last year, the former's 


turnover was 30 times the volume of Sin- 
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The TSE wants to deter speculation. 


gapore's. But the difference has dramati- 
cally narrowed in recent days. On 3 April, 
trading in the Nikkei on Simex totalled 
15,900 contracts against 28,500 on the OSE. 
The size of the net open position (uncov- 
ered buy and sell contracts) on Simex has 
shot up, too. 

Dealers say that a number of interna- 
tional investment banks which first traded 
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Power and the glory 


By Doug Tsuruoka in Kuala Lumpur 


‘A M$3 billion (USS1.2 billion) public of- 


fering of shares in Malaysia's electricity 
provider Tenaga Nasional has been 
hugely oversubscribed. But the flotation, 
the country's largest ever, is draining li- 
quidity from an already faltering Kuala 
Lumpur stockmarket. 

The Tenaga privatisation comes in the 
slipstream of a government decision to 
list another key counter, the state-owned 
national car maker Perusahaan Otomobil 
Nasional (known as Proton). Proton 
floated 150 million shares at M$5 each — 
representing just 30% of the company's 
total equity — and it made its debut on 
the Kuala Lumpur Stock Exchange (KLSE) 


— on 26 March. 


No date has yet been set for the 
Tenaga listing, but trading is expected to 
begin in the middle of the year. 

The effect of the dual listings has been 
bearish for most other stocks. The KLSE 
has retreated after a brief rally in March 
that pushed the composite index above 
the 600 level. It closed at 586.46 on 3 
April. 

Stockbrokers in Kuala Lumpur note 
that the Tenaga exercise has already si- 
phoned off cash from retail and insti- 
tutional clients. Many investors have liq- 


uidated their holdings of other counters 


to fund their Tenaga and Proton pur- 
chases. 

Investors have complained that trad- 
ing on the KLSE has become extremely 
selective since the Tenaga and Proton 
issues, making it difficult to squeeze 
profits from an already lacklustre mar- 
ket. Hopes for a bull run on the KLSE later 
this year have also been stymied by 
forecasts that cash calls on the bourse are 
expected to total M$7.5 billion in 1992, 
compared with M$4.2 billion in 1991. 

On the positive side, a huge flow of 
foreign funds — mainly through Singa- 
pore — has washed into Kuala Lumpur 
in anticipation of the Tenaga and Proton 
flotations. Estimates of the amount of 
money involved vary widely. But most 
brokers say it runs into hundreds of mil- 
lions of ringgit. 

Foreigners have been lured by the 
power monopoly's forecasts of group 
pre-tax profits of M$1.07 billion and 
M$1.25 billion in the financial years 
ending 31 August 1992 and 1993 respec- 
tively (compared with M$702 million in 
1991). Optimists argue that this buying 
interest — especially on the part of for- 
eign fund managers — will eventually 
percolate through to other parts of the 
market. 

The government has kept mum on a 
listing date for Tenaga in order to cush- 
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Nikkei futures on Simex in 1986, then 
moved to Osaka when it launched a rival 
contract in 1988, have returned to Singa- 
pore. Simex's recently launched Nikkei 
options contract is also faring well (as are 
the long-established Eurodollar and 
Euroyen futures contracts). 

Simex offers a number of advantages 
over the OsF. Margins and commissions are 
considerably lower. In addition, Osaka is 
subject to frequent suspensions of trading 
when the futures market is particularly 
volatile (as it was in late March). Simex, by 
contrast, operates through thick and thin. 
Singapore's major shortcoming is its lack 
of liquidity, but that could soon change if 
Osaka dries up. 

The Japanese authorities are likely to 
find it increasingly hard to control the 
amount of stock-index futures trading. 
They not only have to contend with de- 
rivative products in Singapore and Chi- 
cago, but the Philadelphia and Midwest 
exchanges are expected soon to launch 
contracts in warrants based on the Nikkei 
index. m Anthony Rowley 


ion the potential disruption to the rest of 
the market. But its decision to move 
ahead with both the Tenaga and Proton 
flotations represents a political decision 
to seek to maximise revenue at a time of 
relative stability in world stockmarkets. 

The Tenaga privatisation eclipses the 
October 1990 issue by Telekom Malaysia, 
the telecommunications provider, which 
sold 470.5 million shares at M$5 each. 
Tenaga offered just over 685 million 
shares. Out of this, 625 million shares 
were offered to Malaysian institutions 
and individual investors at M$4.50, while 
a separate tranche of 60 million shares 
was tendered for by foreigners. 

Brokers leaked word on 30 March 
that the 240 million shares allotted to 
members of the public were at least two 
times oversubscribed. The portion of the 
equity reserved for foreigners was six 
times oversubscribed and grossed M$401 
million. 

The proceeds from the exercise will 
be crucial in putting the national power 
provider on a more competitive footing. 
It has embarked on an ambitious M$11 
billion programme to double its total 
generating capacity to 10,000 MW over 
the next 10 years. 

Even so, some analysts question the 
wisdom of further taxing the market's 
stretched resources this year by two is- 
sues of such magnitude. They note that 
the political agenda behind Malaysia's 
accelerated privatisation of former state- 
run companies may be out of step with 
market realities — especially in view of 
an uncertain global economic outlook. m 
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When they can make a good hot dog in Hanoi, you'll read about it in the All-Asia Guide. Seasoned 
travellers know even small details can assume immense importance when travelling in remote or unfamilia: 
territory. The Far Eastern Economic Review's All-Asia Guide has established itself as the most authoritative 
and detailed guide to the region. This just published, completely revised edition covers literally every country 
in Asia, including for the first time Soviet Asia and Siberia. Written by experts who really know each country 
it not only reveals the best about them, but points out shortcomings and how to avoid them. A mine 
of up-to-the-minute information, featuring in-depth histories of each country... invaluable for understanding 
Asia's diversity of people and cultures. 
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This May, leaders from Asia’s banking industry will a Hong Kong 

. for the 25th annual meeting of the Asian Development Bank. To commemo- 

. rate this event, the Far Eastern Economic Review will publish a special 
B editorial Focus in its May 7 issue. 


The Review has reported extensively on the ADB since the bank's 
inception. This longstanding relationship specially qualifies the Review to 


. provide the most comprehensive analyses of its policies and its role in the 


. future of the Asia-Pacific region. 


M Advertisers in this Focus will receive the additional benefit of a special 
. distribution of the issue to delegates and attendees of the meeting. 


To place your advertising reservation or for more information, please 


contact your local Review representative or: 


Hong Kong — Sue Ingall, 


| Tel (852) 832-8477; Fax (852) 834-6051 
Singapore -— Simon Loh, 
i Tel (65) 220-3720; Fax (65) 223-3287 

Tokyo — . Hiroshi Kaneto, 

Tel (3)32 70 02 51; Fax (3)32 93 27 59 
London — Richard Jenkins, 

Tel (71)334-0008; Fax (71)583-4632 
New York — Larry Dell, 


Tel (212)808-6618; Fax (212)808-6652 
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Phantom 
bonanza 


By Bertil Lintner ir in ' Bangkok - 


hen 10 foreign oil. companies 
moved into Burma in late 1989 
and early 1990, optimism 
abounded about the potential of what was 
considered one of the world's last oil fron- 
tiers. The government, for its part, pinned 
its hopes on a bonanza of petrodollars 
gushing in to revitalise a floundering 
economy. Now, however, the divining 
rods tell a sobering story. 

Except for Royal Dutch/Shell, which 
struck gas on 3 January, none of the foreign 
| companies has found any oil or gas. Sev- 
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eral are reported to be considering pulling 
out of Burma this year or next when their 
contracts covering an initial, three-vear ex- 
ploration period come to an end. 

South Korea's Yukong, which on 3 Oc- 
tober 1989 became the first foreign oil com- 
pany to secure an onshore exploration 
block in Burma, capped its well in Indaw 
near the northwestern town of Mawlaik in 
June last year. It blamed technical difficul- 
ties that made drilling costly. 

Broken Hill Proprietary (BHP) of Aus- 
tralia sank its first test well in the Daik-U 
area in southern Burma in February 1991. 
Less than two months later, it capped the 
well on reaching a depth of about 2,800 m: 
test-site analysis showed no reserves that 
could be commercially tapped. BHP is dis- 
mantling its rig, but the company is still 
waiting for a possible partner in order to 
recover part of its investment. US and 
British firms have expressed the same in- 
tention. 
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Nearlv all the foreign companies coti 
plain about an unrealistic E dd C 
the Burmese currency. T 
Kyats 6.5 to the US dollar jus on 
blackmarket, a dollar is worth Kvats 80- 

“This makes Burma one of the most e 
pensive countries in the world to expl 
for oil in," an official wor king for a foreig 
oil company in Burma says. "It's simpl 
not worth it." 

The first three vears of production- “STAR 
ing agreements between the | foreign € 
companies and the gove rnment have bee 
considered an "exploration period." Dui 
ing this period, the firms pledged to inv 
a total of US$337 million, in additio 
signature bonuses of about L5$5 milli 
for each company. 

This initial period is extendable | 
two years at a time, conditional on t 
franchisees surrendering 25% of their dr 
ing areas to other interested parties, W 
no oil in sight, however, analysts belie 















that eS five or six companies may apply 
for such an extension. Several companies 
have reached a depth of more than 4,500 m 
without finding any commercially viable 
3 esources. 
* In February, a Bunnese delegation at- 
tended a gas and oil exhibition in Bangkok 
for the first time. They trumpeted Shell’s 
gas discovery, pointing out that its Taikkyi 
test well — only 45 km outside Rangoon 
— produced 11 million ft^ on its first day. 
From 10 January onwards, daily produc- 
tion has been nearly 15 million ft". 

The discovery may help generate badly 
needed electricity in the Burmese capital, 







where long power cuts have become a fea- 
ture of daily life. But it has failed to stimu- 
late significant new interest in oil explora- 
tion in Burma. 

Rangoon opened 25 new onshore and 
offshore exploration blocks for foreign par- 
ticipation last year, vet of 21 companies 
that showed interest, only six actually 
made bids. The winners have yet to be an- 
nounced, but sources in Rangoon say some 
of the firms are reluctant to pay hefty sig- 
nature bonuses. 

Burma's oil and gas production has de- 
clined by half since 1987, to 5.6 million bar- 
rels and 3.42 billion ff respectively, forcing 
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the government to import oil. Last year, 
Marubeni of Japan won a contract to sup- 
ply Australian crude, which was followed 
by a new agreement with BHP this year. 

. But sources close to the Australian oil 
company say it is worried about Burma's 

foreign-exchange position: “[BHP] can't af- 
ford to lose if Burma couldn't afford to 
pay." Unless payment is settled after the 
first consignment arrives, no more ship- 
ments will follow, the sources say. This 
may also have an adverse effect on oil ex- 
ploration in Burma, as oil companies are 
the biggest consumers of energy in the 
country, after the army. a 
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When there’s movement in Asian markets 
we're in a position to know. 
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No one is closer to Asia's markets spot emerging opportunities and they've 
than Peregrine. When it comes to equities, we come to rely on our thorough research. 


advise many of the world's most successful With our extensive Asian network and offices 
fund managers and high net worth individuals, in New York and London, Peregrine can keep 
in addition to a large number of leading cor- a sharp eve out 
porate accounts. They know we're quick to on your behalf. 
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oF Jonathan Friedland in Hongkong 


ike others who have inherited cor- 
porate fortunes in Hongkong, Peter 
Ed Woo has found it difficult to win re- 
spect. But after serving for more than a 
decade in the shadow of his formidable 
father-in-law, shipping magnate Sir Y. K. 
Pao, the hard-nosed chairman of World 
ernational Holdings, is coming into his 


e 46-year-old Woo has embarked on 
itended to steer World, which has 
f HK$12 billion (US$1.5 billion), 
nto the next century. He has also 
position himself to assume Pao's 
i p trusted back-room adviser to 
Pao, who died in September 1991, 
ed control of World and Wharf Hold- 
_ the group's principal operating arm, 
€ late 1970s and served as group chair- 





o is repositioning his conglomerate 
n enviable Bese For the past two 


"decades, World and Wharf have been 
among Hongkong’s most consistently 
. profitable companies. Aggregate market 
, capitalisation of Pao family-controlled 
companies is more than HK$45 billion. 
World owns assets ranging from Star Ferry 
an old-style ferry operation, to a cut- 
ig-edge cellular-telephone company. 
S a player in this game, I would say 
am very pleased with my hand," says 
a former Chase Manhattan banker 
became Pao's right-hand man shortly 
urying the tycoon’s second 
- Bessie. Rede, mee is the un- 


et er Woo sets Pao-family empire on new course 


contested boss of the family's listed com- 
panies. The husband of Pao's eldest 
daughter Anna, Austrian banker Helmut 
Sohmen, manages World-Wide Shipping 
Agency, the family's privately held mari- 
time arm. 

The centrepiece of Woo's strategy is to 
make Hongkong, where World holds 90% 
of its assets, more valuable to China. He is 
using cash generated from the group's 
property assets to invest in telecommuni- 
cations and transport-infrastructure 
projects. Some of these projects will breach 
the fast-disappearing border between 
Hongkong and Guangdong province. 

Shanghai-born Woo is also working 


hard to shed the image of an arrogant dau- 


phin with a reputation for being unplea- 
sant and difficult in the workplace. In re- 
cent months, he has swallowed his aver- 
sion to the press by presenting himself as 
an enthusiastic promoter of southern Chi- 
na's economic renaissance. 

"| believe that Hongkong has a bright 















future,” Woo says. "Despite all the rheto- 
ric, uncertainty and emotion, there is an 
economic case to be made." 

Woo's public relations employees re- 
cently authored The Challenge of Hongkong 
Plus, a brochure that uses an array of sta- 
tistics to support that case. It also positions 
World as a fulcrum for investors to take 
advantage of the region's high economic- 
growth rate. 

Some analysts are cynical about Woo's 
boosterism. They note that Wharf has yet 
to apply its huge resources in Guangdong 
province at a time when other Hongkong 
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ns | | 
velopmen id opewell Holdings “are 
forging ahead with the construction of 
power stations and highways. 

These analysts also point out that Woo 
disingenuously turned down an anoint- 
ment by the Chinese Government to be one 
of its 44 advisers from Hongkong. Instead, 
the honour went to brother-in-law Edgar 
Cheng, a doctor who oversees World-Wide 
Investments, the Pao family’s private fund- 
management unit, and the One Country, 
Two Systems Research Institute, which is 
funded by the family. 

Woo’s aides argue that despite the 
grandstanding Hongkong Plus campaign, 
their boss prefers to work behind the 
scenes in his dealings with Peking. “Peter 
isn’t a politician,” Wharf executive director 
John Hung says. “He is a businessman 
through and through.” 

So far, investors are buying Woo's pitch. 
In March, Wharf's share price outper- 
formed the Stock Exchange of Hongkong’ S 
Hang Seng Index for the first time since 
the stockmarket collapsed in the wake of 
the bloody Peking crackdown in June 1989. 

"Peter Woo has so far been quite im- 
pressive,” says John Mulcahy, research 
chief at Peregrine Brokerage, "and that is 
against the run of play." Adds another 
analyst: “The perception was not that he 
would be an incompetent lackey with ex- 
clusively nepotistic claims but that he 
would lack ideas. On that count, he has 
done okay.” 

Wharf, which has assets of HK$33 bil- 
lion, has gone through several restructur- 
ing exercises. The company now has four 
core businesses: property investment, ho- 
tel management, terminals and transport 
infrastructure, and telecommunications. 
Each arm is managed by a long-serving 
executive. 

Analysts say they are encouraged by the 
way Woo has leveraged Wharf's property- 
based cash flow into new businesses that 
promise strong yields. Wharf, for example, 
last year increased its stake in Hongkong's 
Cross-Harbour Tunnel Co. to become its 
largest shareholder. This move puts Wharf 
in a good position to become the success- 
ful bidder on the HK$4 billion third cross- 
harbour tunnel and the property-develop- 
ment spin-offs that will come with it. 

Another start-up area is telecommuni- 
cations, where Wharf aims to spend HK$5 
billion in the next 15 years. The company, 
however, got off to a discouraging start. A 
consortium it headed that won Hong- 
kong's first cable-television franchise in 
1989 collapsed amid bitter public recrimi- 
nations among its members, which in- 
cluded Sun Hung Kai Properties, US West, 
Shaw Brothers and Coditel. 

Wharf will try again in this area on its 
own if the Hongkong Government decides 
to re-open bidding. It is the only company 
in the colony to have announced concrete 





























plans for laying an optical-fibre system. 
Meanwhile, Li Ka-shing’s Hutchison 
Whampoa group has stolen a beat on any 
eventual winner by charging ahead with 
its STAR TV satellite-television venture. 

“To be in the telecommunications busi- 
ness, you need deep pockets and a strong 
management commitment,” Woo says. 
“We want to be in this high-growth indus- 
try, knowing that it is complicated, expen- 
sive and political. 

In a hedge on its bets in the telecommu- 
nications sector, Wharf has moved into less 
capital-intensive sectors of the hotly com- 
petitive field. The company has established 
a paging business, formed a joint venture 
with Nynex Corp. of the US to bid for 
Hongkong's fourth cellular telephone-li- 
cence franchise and set up two companies 
in China to lay the groundwork for a move 
on the cable-television and telecommuni- 
cations front in Guangdong. 

Wharf also plans to link its profitable 
marine-cargo terminals with cities in China 
through a series of rail-linked container 
depots. This effort is aimed at helping 
Hongkong regain its lead as the world's 
busiest container port. Through an associ- 
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ated company, Modern Terminals, Wharf 
commands 36% of Hongkong's container 
market. Modern Terminals has been 
awarded the right, alongside Hongkong 
International Terminals, to develop the 
colony's eighth container depot. 

The development of an integrated con- 
trainer system that would delve deep into 
the Chinese heartland of Hubei and Hunan 
provinces could have a profound impact 
on the economic potential of these back- 
ward provinces. Such a move would make 
Hongkong all the more important to Pe- 
king, as it would make the colony an inte- 
gral part of China's national transport sys- 
tem. It would also link Hongkong in a 
more efficient manner with the Yangtze 
River trade corridor. 

World is a tougher sell. The company, 
which is the group's property-develop- 
ment arm, derives the bulk of its pre-tax 
earnings from a 44% stake in Wharf. “You 
may as well buy Wharf directly without 
diluting your gains by purchasing World," 
a brokerage analyst says. 

lronically, this dilemma pertains di- 
rectly to the Pao family. World is 62.5%- 
owned by family trusts controlled by the 





Source: World International 


patriarch's widow and daughters. There is 
only a modest direct family stake in Wharf. 

Analysts in Hongkong generally give 
Woo good marks for creating a distinction 
between the group's two main listed arms, 
though in the aftermath of Wharf's 1986 
purchase of Wheelock Marden & Co. they 
grumbled that Pao and Woo were shifting 
assets between World and Wharf without 
unlocking shareholder value. Most of the 
Wheelock remnants, such as poorly per- 
forming luxury retailer Lane Crawford In- 
ternational, are housed at World. 

World's identity as a property deve- 
loper became clear in the aftermath of Pe- 
king's June 1989 clampdown, when an as- 
sociated company, Hongkong Realty & 
Trust, took advantage of a fall in the colo- 
ny's property prices to embark on à high- 
profile buying binge. Analysts have mixed 
feelings about World partly because it re- 
sembles other property-development 
companies without the benefit of having 
accumulated land on the cheap. 

Woo, however, wins plaudits for his 
financial-management skills. Unlike many 
other Hongkong taipans, he has shied 
away from dilutive equity-fund raising. 
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Instead, Woo and his finance director, 
Stephen Ng, are well known in Hongkong 
for their ruthlessness in paring bankers' 
margins. "If you had to find the most dis- 
liked person in the banking community in 
Hongkong, it would be Peter Woo," an 
American banker says. 

Nor does the group give the Hongkong 
Government any quarter. Woo and his 
deputies have tangled repeatedly with the 
authorities to maximise plot ratios at 
World's various developments. Further, à 
tax-husbandry effort has slashed the effec- 
tive tax rate of most of the group’s com- 
panies to less than 8%. 

“Cash flow is the most important ele- 
ment in our planning,” Woo explains. In- 
deed, even with à series of recent pur- 
chases — such as an increased stake in 
Cross-Harbour Tunnel and the buy-out of 
two hotels in Texas — Wharf has a modest 
debt-to-equity ratio of 9%. 

World has gone one better. Despite 
having purchased nine Hongkong sites at 
a cost of more than HK$3 billion in the 
past year, albeit some in joint venture with 
Sino Land, it remains in a net-cash position. 

Wharf's share-price performance may 
have been helped by Woo's higher public 
profile, but analysts say most of the im- 
provement is rooted in the company's 
earnings record. Wharf has shown unin- 


E 


A AE : - « 
COMPANIES 2 
P LP 








Wharf leads, World lags § 
I 
we 1991-100 ; 





— Wharf Holdings 
— — Hang Seng Index 
— — World International 


140- 
130- 


terrupted profit growth in the past 23 
years, at an average annual rate of 28%. In 
1991, Wharf's net income rose 16% from a 
year earlier to HK$803 million. 

As one of Hongkong's premier land- 
lords with 5.4 million ft of prime office, 
residential and retail space under its ban- 
ner, Wharf has benefited from a steep rise 
in rental prices in the past decade. Wharf's 
flagship Harbour City complex in the 
Tsimshatsui tourist district has been almost 
fully let for seven years. Even though it 
accounts for only 20% of the company's 
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. While Peter Woo is stepping full into the 
ght from his position as chairman of 

= World International Holdings, elder 
b other-in-law Helmut Sohmen has taken 
a step back. Sohmen, an Austrian lawyer 
and banker married to the eldest daugh- 

. ter Anna of the deceased Sir Y. K. Pao, 
is | oversees the privately held core of the 
— Pac empire and the source of its 

E. rig zinal wealth, World-Wide Shipping 


.. Agen 
- < ~ 


CMM 
. Spo 


; y an outspoken conservative 
| dice legislative councillor and 
t E: man of the Hongkong General 
id Commerce is cen- 
i his attention on running World- 
de’s fleet of 70 ships. "With me, you 
: Cer unos qe y Mnt the 
Y pleco Sohmen says. "Peter's com- 
d Ed capabilities depend on 
hc people perceive him. He has to keep 
. his name in front of the publi 


| r apparent, but Pao-family associates 
i oy that the part of the empire run by 
i Sohme: is roughly comparable i in size to 

. World. Although World-Wide's fleet is 
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only slightly more than half its peak 1979 
size, it is still one of the world’s largest 
privately owned shipping concerns. 

In a good year, shipping sources say 
the revenue of World-Wide exceeds that 
of World and Wharf Holdings. They be- 
lieve its profit is far higher. As with most 
major ship owners, World-Wide pays lit- 
tle or no taxes. 

Shanghai-born Pao was legendary in 
shipping circles for his astute reading of 
world trends and his aversion to risk-tak- 
ing. The former was best defined by his 
decision in the late 1970s to pare World- 
Wide’s fleet as dual oil shocks and 
overbuilding by South Korean and Jap- 
anese shipyards depressed charter prices. 
Less shrewd owners went bankrupt. 

Pao's avoidance of risk is best illus- 
trated by his pioneering use of the 
shikumisen system, a web of financial 
guarantees among owners, bankers and 
users that helped to satisfy Japan's huge 
post-World War II needs for reliable 
shipping. Changes in shipping markets 
have meant that the long-term 
arrangements upon which shikumisen was 


net-asset value, the complex accounts for 
40% of revenue. 

But Wharf is not resting on its laurels, 
as it is squeezing every last penny from its 
real-estate holdings. Among Hongkong's 
major property-investment companies, 
Wharf has the biggest slew of high-quality 
projects either under way or on the draw- 
ing board, almost all of which are being 
built on land bought decades ago at cheap 
prices. 

Wharf is developing an additional 8.9 
million ft^ of property, including the 
HK$2.4 billion Times Square retail and of- 
fice complex that will be completed next 
year in the Causeway Bay district. 
Samantha Ho, an analyst at Jardine Flem- 
ing Securities, says the development, which 
is expected to attract many of the same 
tenants as Harbour City, will open to 
lacklustre new competition. 

Times Square, the redevelopment of the 
Harbour City complex and the construc- 
tion of three office blocks in the colony are 
expected to underpin profit growth in the 
next few years. So, too, will property de- 
velopments undertaken by Wharf in Sin- 
gapore through Marco Polo Development: 
the 480,000-ft luxury-retail complex Lane 
Crawford Place to be completed in 1993 
and a 1,000-condominium development 
called Parc Oasis. With earnings from 


founded are no longer used, but analysts 
say World-Wide still pursues a conserva- 
tive strategy. 

The windfall reaped from the late 
1970s sale of about half the World-Wide 
fleet was used by Pao to wrest Wharf 
Holdings from Jardine Matheson, pur- 
chase Wheelock Marden & Co. and take a 
significant stake in Standard Chartered 
Bank. The shipping magnate was later 
criticised for losing his touch when he 
sold out of the bank in 1989 at a loss. 

Woo says Pao used the money from 
the ship sales to buy six new very large 
crude carriers (VLCCs). These carriers form 
part of the backbone of the World-Wide 
fleet and are valued at roughly three 
times as much as they cost. Worldwide 
currently has six VLCCs on order from 
South Korea's Daewoo at about US$100 
million each. 

Pao used to joke that unlike many 
other Hongkong magnates, he had the 
luxury of picking his own heirs. He also 
knew that the four men who married his 
alphabetically named da should 
be given separate areas of the empire to 
manage if it was to flourish. 

In the mid-1980s, Pao began dividing 
his holdings among several family trusts 
controlled by his wife and the couple's 
daughters. The sons-in-law were given 


kis ir responsibility. according to 


| feet Adds Woo: "It is 
large organisations that people can 
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Times Square alone, Barclays de Zoete 
Wedd Securities estimates that Wharf's 
rental income will increase by 106% by the 
end of 1994 from March 1991. 

Wharf has been on to less of a sure thing 
with its hotel business, though unlike some 
other Hongkong companies, it has avoided 
the trap of huge interest payments. To- 
gether with World, Wharf bought the four- 
star Omni Hotels management chain in the 
US in 1988 for US$135 million. Last year, 
Wharf took full control of Omni, which has 
44 hotels under management. 

In Asia, the world's fastest-growing ho- 
tel market, Wharf has made less headway. 
It owns three hotels in Hongkong and one 
in Singapore. A bid earlier this year for the 
luxury Regent International chain was sty- 
mied by Japan's EIE International, which 
had right of first refusal over any sale. 

But while the Regent deal was 

unravelling, Wharf quietly bought a 15% 
stake in Furama Hotel Enterprises in 
Hongkong. Woo will not say whether 
Wharf intends to subsume Furama. 

"We are taking our time in the hotel 
business," Woo says. "The numbers right 
now are for buying in certain situations so 
that is what we are doing. We buy all of 
our properties with our own money, so the 
shareholders' risk profile is at the top of 
our agenda." E 
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Woo, wii asa shared 


-a bond and dialect with Pao, is married 
| to the tycoon’s second daughter Bessie. 


He was given 
be influenced by events in China. 
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World's wealth is mainly in F 


property. Unlike the World-Wide fleet, 
which was assigned to Sohmen, it could 


not float away. 


Cheng, a cancer s 


Edgar 
married to Pao’s fourth daughter 


Doreen is a sibling of the family that 
controls Wing Tai Holdings. He man- 
assets out 





| "We are all separate groups that run 
allel,” Sohmen says. “Family is still 
y, but each has to stand on its own 
t in 





make decisions. Sir Y. K. was wise in 


putting together an arrangement where 
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Betore the flood 


Climate change may seriously affect Southeast Asia 


By Paul Handley in Bangkok 


7 lobal warming over the next few 
decades could displace large pop- 
ulations in Southeast Asia and im- 

pair the region's ability to feed itself, ac- 
cording to a new UN report. Not only are 
yields of some major crops threatened by 
the expected sharp change in the climate, 
but coastal aquaculture and agriculture 
could be permanently swamped by a rise 
in sea levels. 

The study, published under the aus- 
pices of the UN Environment Programme, 
offers tentative estimates on the possible 
extent of the damage, as well as the (fewer) 
potential benefits, of global warming. This 
phenomenon, which is caused by the 

"greenhouse effect,” is the result of a 
buildup in the atmosphere of certain gases, 
mainly carbon dioxide and methane, but 
also of common industrial chemicals such 
as chlorofluorocarbons. 

Scientists tried to simulate the effects in 
Thailand, Malaysia and Indonesia of a 
doubling of carbon dioxide in the atmos- 
phere, which the report regards as a pos- 
sibility within the next half century. The 
primary consequence would be to increase 
average temperatures by 3-4°C. At that 
temperature, sea levels around the world 
could be raised by as much as 1 m. 
Evaporation and transpiration would in- 
crease, as would the amount of rainfall. 

The report identifies some possible ef- 
fects of global warming on parts of South- 
east Asia: 
> Low-lying rice, shrimp and fish farms 
dotted along the coast, and much of greater 
Bangkok, would be permanently inun- 
dated with seawater. 
> Heavier rain would improve irrigation, 
but would also greatly exacerbate erosion 
and soil-leaching. 
> Areas prone to flooding would be 
swamped more frequently and more se- 
verely. 
> Yields of many crops would fall as a 
result of shorter growing periods and a re- 
duction in solar radiation caused by pol- 
luting gases and a denser cloud base. 
> Hydroelectric dams would silt up more 
rapidly, reducing their lifespans. 

The effects would be different across 
Southeast Asia. In Indonesia, for example, 
the temperature increase would be as low 
as 1.1°C in Sorong and as high as 4.2°C in 
Bengkulu. The changes in the amount of 
rainfall could vary from a 32% decrease to 
a 234% increase. (In this case, both ex- 
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tremes are in the same place, Merauke, for 
different months.) 

The most uniform outcome would be 
the effect on the coastline if sea levels 
rise 1 m. The study estimates that 5,000 
km of land will be affected in Thailand, an 
equal area in Malaysia, and 10,000 km 
across the Indonesian archipelago. 

Bangkok is the largest urban population 
that is threatened. Extensive land subsi- 
dence has already left much of the Thai 
capital, which is 20 km from the sea, vul- 
nerable to flooding and seawater en- 
croachment. Also threatened are the Ma- 
lacca coast and western Johor in Malaysia, 
and much of the heavily populated north: 
Java coast in Indonesia. 

The rise in sea levels will destroy much 
of the area covered by ecologically impor- 
tant mangroves and salt-water marshes, 
and it will permanently flood low-lying 
river deltas. 

The first to suffer, however, will be 


if the ice melts 





farmers cultivating fish, shrimp and rice 
along the coasts. In the Bekasi district of 
West Java, the study foresees a loss of 7,227 
ha of brackish-water ponds used for 
aquaculture, 9,980 ha of wet rice fields, and 
2,135 ha of dry fields and plots. This will 
result in a loss each year of more than 4,000 
tonnes of fish production and 62,000 tonnes 
of rice production. Smaller crops of maize, 
cassava, soya beans and sweet potatoes 
would also be lost. 

Thailand’s recent emergence as one of 
the world’s biggest shrimp exporters 
would be in jeopardy. Five coastal areas in 
the Kanchanadit district of Surat Thani in 
the southern part of the country were 
studied by the UN team: 36.6% of a total 
land area of 203.2 km’ would be flooded if 
the seas rose 1 m, and 32.5 km’ of rice 
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paddy and 23.3 km* of shrimp ponds 
would be inundated, along with 21.2 km 
of road. Coconut and rubber plantations 
would also be affected. 

In Malaysia, a 1-m rise in the sea level 
could destroy an estimated 80,000 ha of 
coastal rubber plantations. 

Higher temperatures, increased rainfall 
and lower solar radiation would also 
wreak havoc with inland crops. In Malay- 
sia, scientists expect that while a rise in 
temperature of 2°C would not affect the 
output of rubber plantations, a rise of 4 
degrees could result in a drop in produc- 
tion of 3-15%. 

Although heavier rainfall is predicted 
for most parts of the region, scientists in 
Malaysia believe some areas of the country 
would become drier. Parts of Kedah, 
Terengganu, Perak and Kelantan, in fact, 
would become too dry to sustain their rub- 
ber cultivation. On the other hand, the 
scientists believe increased rainfall could 
benefit Malaysia’s substantial palm-oil 
plantations. 

The predicted effect on rice, the region's 
largest crop, is more mixed. In Indonesia, 
there could be a fall in crop yields of up to 
10% for rice planted in the first half of a 
year. But rice sown in the second six 
months would show slightly increased 
yields, though not enough to compensate 
for the earlier loss. On average, Indonesia 
could lose 4% of rice production a year — 


or more than 1 million tonnes — in a 
country barely self-sufficient in the com- 
modity. 


In Thailand, the world's leading rice 
exporter, experts believe an increase in 
output is possible. However, that is a ten- 
tative view based on the conflicting results 
of crop modelling carried out in two re- 
gions. 

While yields in Ayutthaya province in 
the central plains increased by 8%, output 
in Chiang Mai fell by 5%. Thai scientists 
attributed the contradiction to inad- 
equacies in the various rice crops and ad- 
mitted shortcomings in the climatic models 
used. 

Malaysian experts expect a distinct de- 
cline in the rice harvest, because the coun- 
try's major rice-growing areas face less 
rather than more rainfall. Less water avail- 
able for rice paddies could result in a loss 
of 20% of the crop. 

The Indonesian team looked at the ef- 
fect of a change in climate in the Citarum 
River basin in northwestern Java, the 
Brantas River in East Java and the Saddan 
River in South Sulawesi. 

With heavier rainfall, erosion would rise 
sharply in all three areas — by around 
40% in the Saddan basin, for example — 
destroying topsoil and reducing soil ferti- 
lity. Sedimentation in the rivers would in- 
crease, filling up the reservoirs behind hy- 
droelectric dams and shortening their 
lifespans. ® 
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Debt without tears 


With GNP growth climbing towards double digits, healthy foreign-exchange re- 
serves and a Rmb 1 trillion (US$180 billion) cushion of bank deposits, what could 
keep China's economic policy makers awake at night? The most obvious spectre is 
inflation, which could undermine the rising living standards on which, according 
to National People's Congress chairman Wan Li, the communist party depends for 
its right to rule. 

The government has just unveiled a pork-barrel budget favouring such key 
constituencies as the military and the bureaucracy. Allocations to the cosseted 
public-sector industries totalled nearly Rmb 70 billion, comprising subsidies to 
financially ailing firms, development funds, not to mention the irreducible Rmb 
200 billion or so of state-sector intra-corporate debt which the government must 
float. 

To fund this largesse and to postpone repayment peaks for previous debts, the 
Treasury will issue an unprecedented Rmb 38 billion of bonds this year. Placing 
that much paper in China's primitive financial markets will inevitably nudge up 
interest rates — and inflation — as the government enters the dangerous cycle of 
issuing more expensive debt to cover lower-cost obligations. 

But the much more menacing inflationary threat is the growing reservoir of 
bank deposits. If this were to burst its banks, the pent-up purchasing power could 
easily swamp consumer markets and push up prices. 

The happiest outcome would be for the two problems — the debt burden and 
the savings overhang — to meet and cancel each other out. That can only happen, 
though, through the medium of a well-developed securities market. Peking is 
, fighting against time and its own 
3 statist instincts to develop the insti- 
* tutional mechanisms for a deficit 

without tears. 

Until last year, China used to 
force-feed its bonds to the public 
through mandatory deductions from 

seda in workers' salaries. But when govern- 
T "" " ment debt issues exceeded the offi- 


spe NE cial target by 50% in 1991, Peking 
i | 
aun) aca a 


organised its first underwriting con- 
Source: State Statistical Bureau, Ministry of Finance 
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sortium for treasury bonds. 

Some 60 state financial institu- 
tions were dragooned into the con- 
sortium to place Rmb 2.5 billion 
of bonds. With coupons set entic- 
ingly high, the institutions came off so well that more than 80 of them answered 
the call this year to syndicate Rmb 3.6 billion of the recently floated Rmb 10 billion 
five-year issue. Far from feeling dragooned, the institutions oversubscribed the 
syndicate by 66%. The Securities Exchange Executive Council allocated the bonds 
on à first-paid-first-served basis. In effect, this shortens the announced two-month 
pay-in period and so reduces the coupon. 

The government is likely to move even closer to a Western-style bond auction 
in July's Rmb 20 billion issue of three-year bonds, when an even higher proportion 
of the debt is expected to be underwritten. Syndication efforts are boosted by the 
burgeoning secondary market in debt instruments, whose annual volume has 
grown more than 20-fold (to nearly Rmb 20 billion) in 1991 from its genesis in 1988. 
Volume is expected to double in 1992. 

Besides the Treasury, other borrowers are starting to tap into the potential of 
bonds markets. Peking investors recently queued up before dawn to snap up the 
bonds of Shanghai's Pudong development. In all, some Rmb 2 billion of enterprise 
bonds are likely to come to market this year, according to Wang Poming, executive 
director of the SEEC. This sum could skyrocket in future when such mega- 
projects as the Three Gorges Dam on the Yangtse River need financing. 

m Lincoln Kaye 
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The CHINA TRADE REPORT shows you how to 
take advantage of the billions of opportunities China 
offers . . . as well as to avoid potentially adverse 
developments. 

The CHINA TRADE REPORT, published 
monthly by the Review Publishing Company, is 
acknowledged by leading business executives to 
be the most informative, most up-to-date newslet- 
ter of its kind. 

The CHINA TRADE REPORT covers all the is- 
sues related to doing business with China, 


A confidential monthly newsletter. Exclusive to subscrib 


I Mail, fax or phone: Review Publishing Company Limited, G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Tel: (852) 832 8338. 
—] one year (12 issues) for only HK$2,925/U5$375 ns 
(6 issues) for only HK$1,610/US$206.25. It will be rushed to me by airmail. If for any reason I wish to cancel my subscription, | maydo 
so anytime and receive a refund for any undelivered issues. I enclose a cheque/ money order of 


Please enter my subscription to the CHINA TRADE REPORT for 


(Please print in block letters) 


PPP 


Review Publishing Company Limited. Or please charge my credit card (tick one): © Visa 

Card NO. o e et e iE E oe te E ag on .Fxp.Date ./ | | | | .. Signature: . 

J Bill me. =) Bill my company: ... . 0. 0 0 0 0 0 0 0 0 " 
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whether you are trading or investing. Plus it. 
reports on a broad range of industries such a: 
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agriculture, textiles, electronics, transport, ba: 
and more. 


The CHINA TRADE REPORT also publishes all 


the vital statistics on the Chinese economy. It is 
essential reading for anyone who watches Ching 


We are so sure you will find the CHINA TRADE. 
REPORT indispensable, we offer you our money- 
back guarantee for any undelivered issues of your 





subscription should you ever become dissatisf 
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83% OF TRAVELLERS VENTURING INTO TH. 


Visiting a country for the first time can be both 
exhilarating and unnerving. You want the trip to be an 
adventure but not at the expense of the comforts you're 
accustomed to. The last thing you want to encounter Is a 
hotel that doesn’t meet your expectations. 

Which is why Holiday Inn Worldwide welcomes you with 


all the comforts of home after your day of new discoveries. 


Throughout Asia, Holiday Inn hotels offer international 
standards of accommodation. There will always be a 
reassuring selection of eastern and western cuisine to choose 
from. Our staff is eager to help you get accustomed to 
your new surroundings but if you want to just relax, our 
recreational facilities offer a pleasant alternative to the 


rigours of a busy schedule. And with the best reservations 


For reservations call our Malaysian Reservation Office on toll free 800 10 
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JNKNOWN HAVE GREAT EXPECTATIONS. 


system of any hotel network, the only surprise that you'll 
encounter is a remarkably reasonable room rate. For 
these reasons and more, we've become the world's favourite 
10me away from home. 

And should you want to experience the best of 
Holiday Inn you can stay at our Holiday Inn Crowne Plaza 


Hotels. These our premier hotels, can be found in major 


cosmopolitan centres worldwide. 

The Holiday Inn Organisation, we understand the trials 
and travails of leisure travel. Our attention to the true needs 
and expectations of travellers has earned us their respect 
throughout the world. 

And when you're away from home, wouldn't you 


rather stay with somcone you know? 


STAY WITH SOMEONE YOU KNOW. (otday Su 





ngkok 238 4300, your nearest Holiday Inn hotel or your travel agent. 
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To become a managing director, 
you have to 
start talking like one. 


In today’s fiercely competitive So you'll never be at a loss for 





corporate world, the impression your words, or fresh topics of conversation. 


conversation makes is often But whether the issues are 
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as important as the job local or global, we look 
po J 8 


you do. To be listened — at them from an Asian 
to, your words must perspective. As a result, 
carry weight. Especially 72% of our readers are 
with your superiors Asians from every corner 
and clients. That’s where 
reading The Asian Wall 
Street Journal will make 


all the difference. 


of the region. The men 
and women who've 
reached key posi- 


, tions in an in- 


um 


The Asian Journal pro- y credibly diverse 


range of professions. 


Why not take advan- 


tage of our special rates and 


vides fresh facts and insights 
on regional and world events. 


Covering everything from 
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technology, marketing and subscribe now. You'll enjoy 


banking, to world politics and significant savings off the news- 


policy and so much more you stand price. With a little help from 
won't find in your local newspapers The Asian Wall Street Journal you can 
or anywhere else. talk your way to the top. 
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| ibd Lau brothers scrap takeover plan 


o Chinese mothers-in-law live up 
D to the nosey caricature of the 

breed? Based on the evidence from 
a recently aborted privatisation of Hong- 
kong company Chinese Estates Holdings, 
at least one mother-in-law is a breed apart. 
She apparently lent her son-in-law crucial 
share certificates worth HK$17 million 
(US$2.2 million) without so much as asking 
why. 

The bid to privatise Chinese Estates fi- 
. nally died on 1 April when the Lau bro- 
: thers, Joseph and Thomas, withdrew a 
theme of Arrangement (SOA) application 
submitted to the Supreme Court of Ber- 
= muda. An affidavit lodged with the court 
by the territory's Securities and Futures 
Commission (SFC) detailed alleged irregu- 
larities and unfairness in the conduct of the 
Laus. 

If the backdoor takeover by Lau com- 
pany Evergo International had gone ahead, 
shareholders in Chinese Estates would 
have seen a 32% diminution in the value of 
their assets. Evergo owned 49.9% of the 
equity in Chinese Estates. 
= By using an SOA instead of a formal 
- takeover offer, the Laus required the ap- 
` proval of only 75% of the independent 
Shareholders, as opposed to the 90% 
needed under takeover rules. In a 
tumultuous shareholders’ meeting in Feb- 
ruary, the Laus mustered a 78.8% majority 

of independent shareholders in favour of 
the soa. 

The Hongkong regulators' objections to 
the SOA were not made on the ground that 
the brothers could not muster the 90% 
support mandated by Hongkong's take- 
over code. This leaves unresolved the sta- 
tus of backdoor takeovers of Bermudan- 
registered companies which cannot com- 
mand 90% approval by independent 
shareholders. Since roughly 40% of Hong- 
kong's listed companies are now subject to 
Bermudan law, this is a large regulatory 
lacuna. 

The affidavit lodged by src deputy 
chairman Ermanno Pascutto explains why 
the commission believes there is "strong 
prima facie evidence" that the meeting 
which voted through the SOA was sullied 
: by “suspected irregularities and unfair- 
ness." 

The src had two broad objections: first, 
x hat a crucial 6.3% of the shares in favour 
the privatisation were voted by non-in- 
endent shareholders; second, that the 
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meeting was packed with shareholders 
whose proxies had, in effect, been won 
under duress. 

Pascutto highlighted the activities of Ri- 
chard Poon, managing director of Asia 
Standard International and also of Paul Y, 
which is ultimately a subsidiary of Chinese 
Estates. 

Poon’s directorship of Paul Y prevents 
him from being classified as an indepen- 
dent shareholder. But one month after the 
Laus announced the takeover attempt, 
Poon bought 9 million shares in Chinese 
Estates which he subsequently voted in 
favour of the privatisation. This repre- 
sented 2.196 of the shares voted at the 
meeting. 

Another supporter of 
the Lau's takeover of Chi- 

nese Estates was Clement 
Fung, chairman of Asia 
Standard International, 
who bought and voted 
18.18 million shares in fa- 
vour of the SOA. Fung does 
not own any shares in Asia 
Standard, while Poon ef- 
fectively controls 56% of 
the company. To all intents 
and purposes, this means 
Fung is an employee of 
Poon. Between them, Fung 
and Poon accounted for a 
crucial 6.3% of the purport- 
edly independent shares 
voted. 

And the curious in- 
stance of the incurious mother-in-law? 
Fung is linked to Poon not only through 
the board of Asia Standard; they are also 
brothers-in-law. Fung offered as security 
for his stake 22.6 million Asia Standard 
shares borrowed for the occasion from 
Poon's mother. 

“Mr Fung claims that he never dis- 
cussed his investment in Chinese Estates, 
or the financing arrangement thereof, with 
Mr Poon, and that he never advised his 
mother-in-law as to why he wished to 
borrow her Asia Standard shares," 
Pascutto records. 

The second major objection of the src 
was to tactics employed by, and on, Tse 
Wai-hung, a shareholder. Tse allegedly 
"orchestrated and at least partly financed" 
an attempt to pack the meeting with people 
holding one board lot of Chinese Estates 
shares. His original purpose was to vote 
down the privatisation. 

However, Tse changed his mind and 
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Joseph Lau withdraws bid. 





















votéd for the privatisation afte: 
warned by Thomas Lau that a reject 
the privatisation bid would merely | 
in a rights issue. This would not on 
dilutive but would also depress the 
price. i 

Neither Peregrine, the merchant. ban 
ers advising Evergo, nor Standard C 
tered Asia, which advised Chinese Estat 
independent shareholders , escape Wu 
scathed from a close reading of Pase uti 
affidavit. | 
Standard C hartered bur whi tic ich eil 





sharehecier | in a vraag ES. o 
“whether these differing inte 
ranted the establishment of separa 
classes.” | 

In the case of Peregrine, a qu 
mark hangs over its financing of. 
stake in Chinese Estates, secured. 
mother-in-law's shares in Asia $ 

Peregrine chairman Phili 
nounced as “ab 
inconceivable” t 
gestion that the ¢ 
walls separating | 
egrine's broking and 
porate finance bus: 
had been breachec 
ing Fung the mone 
Chinese Estates shi 
merely a routine n 
lending exercise, sai 
The extent of TIE 
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it difficult to ave 
potentially emba 
situations. 

“It would be 
wrong to construc 
we were breaking C 
walls. [Fung] is very well known 
firm. | went to great lengths to expla 
to SEC," he said. - 

“Margin financing is a major partof 
business, as it is with any major stock 
ker,” said Tose, For example, interest 
come from margin financings provid 
Hongkong broker Sun Hung Kai & Co 
with HK$40 million of its HKS175 million - 
profits in 1990. Peregrine itself has just re- 
ported net profits of HK$302.9 million for 
calendar 1991, a 145% growth rate over th 
previous year. 

Tose said Peregrine’s ability to « 
embarrassment on its margin. lén 
business was stymied by the » 
of the Hongkong banking com 
to allow Peregrine into the barki 
ness. "Pve been trying to buy a d 
this town for some time now," he- 
"but the banking commissioner al 
keeps saying banks must be run: 
bankers." 
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No sign of fatigue 


China muscles into world metals markets 





By By Michael Taylor in Hongkong 
ith rapidly industrialising 
southern China defying the eco- 


nomic slowdown in major ex- 
port markets, its appetite for raw materials 
has meant Chinese buyers are emerging as 
important and sometimes decisive players 
in some of the world’s non-ferrous metals 
markets. 

At the same time, the fitful easing of 
China's rigid central control of non-ferrous 
metals trading has made it difficult to 
gauge the true depth of Chinese 
demand for key metals. 

Of all non-ferrous metals, 
China has the greatest appetite 
for copper. And it is the profit 
from copper trading that has 
attracted increasing numbers of 
independent or semi-inde- 
pendent mainland-Chinese 
companies. 

China has imported increas- 
ing amounts of copper over the 
past few years. China's net im- 

rts grew from 70,000 tonnes 
in 1987 to 220,000 tonnes in 
1990. Official figures for last 
year are not available, but 
Robin Bhar, of London's 


1,000- 


sents about 30% of China's an- 
nual copper consumption, and 
compares with a surplus of 
copper in industrialised mar- 
kets which Bhar estimates will 
total about 125,000 tonnes this 
year. 

By common consent, the 
buying of copper accelerated in 
the first two months of this 
year. But Louis Cornu of Marc 
Rich in Hongkong stresses that, 
with the best will in the world, 
"China is China, which means 
a number of things just aren't 
known. But one thing for sure 
is that the Chinese have been buying since 
the beginning of the year." 

Bhar reckons Chinese companies 
. bought 60,000 tonnes of copper in January 
and February, while traders in Hongkong 
estimate the range to be 50-90,000 tonnes. 
Chile Copper Corp. has confirmed that it 
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shipped 15,000 tonnes to China in both 
January and February. By contrast, 
Amalgamet SEA was the only one of the 
four metals warehouses in Singapore affili- 
ated to the London Metals Exchange to 
confirm that copper had been shipped to 
China. The company described Chinese 
buying as "heavy." 

Cui Jian Hua, vice-president of Oriental 
Metals, the Hongkong-based commercial 
trading arm of China's non-ferrous metals 
ministry, told the REVIEW that it was im- 
possible for China to sustain net purchases 
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of 60,000 tonnes a month. But the impact of 
Chinese buying has been to sustain copper 
prices since the last quarter of 1991, while 
other non-ferrous metals prices fell. 
Analysts in London and elsewhere have 
inferred that Chinese buying will underpin 
the copper price at around US$2,000 a 
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tonne. But according to Cui: “Everyone 
thinks the copper market has been too high 
for too long. It should drop to about 
US$1,800.” 

Hongkong is emerging as one of the 
main conduits for this demand. Re-exports 
of copper wire through Hongkong grew 
some 400% during 1991, while nickel im- 
ports grew more than 50% — admittedly, 
from a low base. 

Peking is using the territory as a base 
from which to manage its international 
metals trading. The main organisation 
playing this role is Oriental Metals, which 
has a (rapidly eroding) monopoly over 
China's non-ferrous metals industry 

Oriental’s role “is to pioneer, establish 
and operate the international trading and 
international exchange for China's non-fer- 
rous metals industries," says Cui. In the 
firm's three years in Hongkong, the com- 
pany's turnover has grown to US$400-500 
million and it now employs 
some 70 people. 

Cui stresses that “we aren't 
speculating. We are here to 
purchase industrial raw mate- 
rials for our group," buying 
around 300,000 tonnes of cop- 
per concentrates, among other 
things. Western traders say that 
Oriental buys about two thirds 
of its copper concentrates di- 
rectly from producers. 

But in addition to China's 
official appetite for copper, the 
increasing affluence and inter- 
national orientation of southern 
China has led industrial com- 
panies there to buy their own 
raw materials on the interna- 
tional market through Hong- 
kong. One trader says: "There 
have been 10 to 15 rather active 
Chinese companies in Hong- 
kong, and everybody is trying 
to do something." 

One of the independent 
suppliers, Eastern Century 
Holdings, is currently being 
floated on the Stock Exchange 
of Hongkong. Although East- 
ern Century's primary business 
is trading manganese ores into 
and out of China, it diversified 
into copper in 1990. It negoti- 
ated a three-year exclusive 
agency at the end of 1990 with 
MCII, one of the world's five 
largest traders in copper con- 
centrates, to supply copper 
mainly from Chile and Canada 
to China's non-ferrous metals ministry. 

As Cui explains, the government now 
buys less than it used to, while the fabrica- 
tors are doing the purchases. "That's why 
so many people are coming into the market 
to buy copper when the price is right," he 
says. This independent demand seems to 
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be concentrated on Guangdong province 
and the Shanghai region. 

The dynamics of Chinese buying are 
also determined by the parallel process of 
market reforms in China, notably in Shen- 
zhen and Peking. China’s trade in raw 
materials is still saddled with import and 
export duties, as tariff rates are set accord- 
ing to the official view of whether China 
has a surplus or a shortage of a particular 
raw material. Peking discourages imports 
of copper by imposing a 23% tariff on im- 
ports, while maintaining duties on exports 
of zinc, of which it has a surplus. 

New commodity exchanges, however, 
are determining a market price for things 
like copper. The Shenzhen Metals Ex- 
change (SME), owned and operated by 
Oriental’s parent organisation, opened in 
early 1992, as did a copper exchange in 
Peking. Ostensibly, the SME has been set up 
to trade in magnesium, antimony, copper, 
aluminium, lead, zinc, tin and nickel. The 
exchange trades in renminbi and so far is 
open only to Chinese organisations. 

It is too early to assess the viability of 
the two markets, which are trading a few 
thousand tonnes a day. “It’s only at the 
pioneer stage. But it will grow. We are 
confident that metals, grain and other 
commodities will be traded,” Cui says. 

Prices on the SME are “a little bit higher” 
than those prevailing on the international 
market, he explains. “But the pricing is 
fixed by the market, not by the govern- 
ment.” 

Certainly, prices quoted on the new ex- 
change in Peking tend to be higher than 
international markets. In mid-March, cop- 
per was for sale at around Rmb 16,500 
(US$3,020) a tonne in Peking, compared 
with an international price of US$2,235 a 
tonne. The price difference reflects not 
merely the import duty, but also shipping, 
insurance and exchange-rate costs. 

As traders point out, there is still so 
much slack in the system that assessing 
prices is difficult. However, Western trad- 
ers in Hongkong believe circumvention of 
the tariffs is widespread among the small 
Hongkong and mainland-Chinese metal 
traders. 

“If the domestic market has an export 
duty on it, yet [mainland-Chinese con- 
cerns] are selling it in Hongkong at a cou- 
ple of hundred dollars below the market 
price, there’s something wrong,” says one 
trader. “But you can be sure neither side is 
losing money on it.” 

During the rush for copper early this 
year, Chinese buyers were willing to pay 
significantly over the odds to secure 
physical supplies of copper. A manager at 
Amalgamet in Singapore says that “the 
premium for Singapore was quite high at 
the time: around US$80 a tonne, just to take 
materials from the warehouse.” Other 
traders report premiums paid by Chinese 
traders of US$50-90 a tonne. a 
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Costly priorities 


ome Pakistani Government officials 

expect a budget deficit of Rs 15 bil- 

lion (US$602 million) for the year 

ended on 30 June, up sharply from 
the earlier forecast figure of Rs 6.5 billion. 
If the prediction proves correct, it would 
be impossible for the government to meet 
an IMF-imposed deficit target of 4.8% of 
GDP. 

The revision has helped fuel a growing 
chorus of critics, who say the government's 
failure to narrow the deficit should not be 
taken lightly. They point out that debt 
servicing and defence spending, two of the 
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main reasons for the growing deficit, have 
risen sharply in recent years. Moreover, the 
likelihood of this trend ending in the fore- 
seeable future is slim. 

In the current budget, expenditures for 
debt servicing and defence were projected 
to consume 8856 of net revenue receipts. 
But some economists estimate that these 
items will take about 94% of net revenue. If 
such spending is not slowed, they warn, 
the widening deficit could derail the 
country’s fragile economy 

Economists also point out that the trade 
deficit is growing, despite the govern- 
ment's efforts to increase exports. In the 
first eight months of the current fiscal year, 
Commerce Minister Malik Mohammed 
says the deficit reached US$2 billion, indi- 
cating that the full-year figure is likely to 
be far above the projected target of US$754 
million. Imports in the period totalled 
US$6.1 billion, while exports totalled 
US$4.1 billion, far below the projected tar- 
get of USS7 billion. 

The government also cannot count on 
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much help from the agricultural sector. 
Critics quote the UN's Food and Agricul- 
ture Organisation (FAO) on the trade pros- 
pects of rice, Pakistan's second-largest cash 
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crop. Because of the large rice exports in - 


1991, there was a reduction in stocks. This 
year, as a result of the government's efforts 
to build up the stocks, the FAO expects rice 
exports to be less than in 1991. 


Despite a record wheat harvest of 145 
million tonnes in 1991 and an expected 


harvest of 15.5 million tonnes this year, the 
government has decided to replenish 
stocks. Consequently, wheat imports are 
expected to double this year. 

Despite the worsening trade picture, 


Finance Minister Sartaj Aziz is still positive - 
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about the country's economic prospects. A — 


Commerce Ministry task force has been set 
up to devise a plan for earning US$3 billion 
in exports in the remainder of the fiscal 
year. 

The Ministry of Manpower has also 
announced a plan to export 200,000 work- 
ers in calendar 1992 to bolster falling re- 
mittances. South Korea and Malaysia are 
mentioned as new avenues of overseas 
employment. 


In addition, ginning mills report the — 


purchase of 11.8 million bales of cotton, the 
mainstay of Pakistan's trade, at the end of 
February, from an estimated production of 
12.3 million bales. But exports could reach 


a record this year. The State Bank of Pa- - 


kistan says exporters registered 2.2 million 
bales for shipment by the end of February, 
nearly reaching the government's full-year 
target of 2.5 million bales. Analysts say a 
record level of exports is needed to make 
up for lower prices resulting from a 
worldwide cotton glut. 

In the fiscal year beginning on 1 July, 
framing the next budget may not prove to 
be too difficult, especially if the govern- 
ment obtains World Bank and IMF loans 
totalling US$2.9 billion. In March, World 
Bank vice-president Joseph Wood assured 
government officials that he would try to 
arrange the credit at the multilateral bank's 
consortium meeting in Paris on 23-24 April. 

The government has already received 
Rs 1.1 billion in bank guarantees for the 
Rs 1.3 billion raised from the sale of public- 


sector enterprises. It hopes to net a total of - 


Rs 15 billion from these sales by 30 June. 
Funds from the sale of public-sector 
companies were earlier promised to be 
spent on development projects, but there 
is no law to stop the money being used 
to pay for the government's recurring 
costs. m Salamat Ali 
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Next: sushi burgers 


McDonalds branches out in Japan 


By Louise do Rosario in Tokyo | 


o list or not to list — that is the Y85 

i billion (US$632 million) question 

which McDonald’s Co. (Japan) 
must grapple with as it enters its third 
decade of operation this year. Analysts 
reckon that the nation’s largest fast-food 
chain would be worth at least that amount 
if its 65-year-old president and dominant 
individual shareholder, Den Fujita, decides 
to float the company. 

The pay-off from an initial public offer- 
ing (IPO) would provide critical new capi- 
tal for Fujita's budding businesses in toys 
and video rentals with two US companies, 
Toys ‘R’ Us, Inc. and Blockbuster Enter- 
tainment Inc. Moreover, his sons could 
avoid Japan's formidable inheritance taxes 
of up to 70% if McDonald's (Japan) became 
a publicly listed company. 

But the downside is that Fujita's single- 
handed running of the company would be 
subject to greater public scrutiny. And then 
there is the problem of timing. The tum- 
bling Tokyo stockmarket has no appetite 
for the big new issue reportedly under 
consideration by McDonald's (Japan). 

Despite such gloom, the company ap- 
pears to be preparing for a listing, say in- 
vestment analysts in Tokyo. They point to 
the company's aggressive marketing cam- 
paign beginning in late 1991, which has 
been interpreted as a move to enhance its 
image prior to a listing. 

Fujita has denied the reports, claiming, 
that as long as he lives he will never let the 
. company go public. Fujita controls 50% of 
McDonald's (Japan) through his personal 
10% stake in the company and the 40% 
held by Fujita Shoten, his 70%-owned in- 
vestment holding company. But analysts 
claim that his aggressive expansion plans 
cannot be easily achieved without an infu- 
sion of outside capital. 

McDonald's (Japan) is one of the na- 
tion's biggest private companies, with sales 
of Y207.3 billion and recurring profits of 
Y13.1 billion in the fiscal year ending 31 
December 1991. 

Fujita started his career in the 1960s 
as an importer of handbags and other 
fashion goods. He opened his first Mc- 
Donald's outlet in Tokyo's prestigious 
Ginza shopping district in 1971 amid a 
chorus of criticism that a Western-style 
fast-food business would remain in busi- 
ness for only a matter of weeks. Fujita si- 
lenced the doubters by breaking even in 
the fourth year. Sales and profits have 
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McDonald's may be ready to list. 


grown rapidly since then. 

Despite the entry of more fast-food ri- 
vals and slower growth in burger con- 
sumption in Japan, McDonald's (Japan) 
had been consistently No. 1 in the indus- 
try. Fujita says the fast-food market is far 
from saturated, based on his estimate that 
every commercial area with 30,000 cus- 
tomers can support one McDonald's outlet, 
or 4,000 throughout Japan (there are 900 
now). He plans to increase the company's 
local sales to Y300 billion by 1994, or about 
11% growth each year. 

But Fujita for some time now has been 
plotting ways to expand beyond his fast- 
food business. In November 1989, he de- 
cided to team McDonald's (Japan) with 
Toys ‘R’ Us, the world's largest toy retailer, 
to set up a toy chain with a target of at 
least 11 shops in Japan over the next two 
years. 

Then, in March 1991, Fujita set up a 
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50:50 joint venture between Fujita Shoten 
and Blockbuster Entertainment to start a 
video-rental franchise business. Its target: 
1,000 outlets countrywide by the turn 
of the century. US-based executives at 
Toys ‘R’ Us and Blockbuster Entertainment 
say they chose Fujita as their partner be- 
cause of his reputation as an entrepreneur 
willing to challenge existing practices in 
Japan. 

Another ambitious plan of Fujita’s is to 
build entertainment centres at major high- 
way junctions around the country, with the 
“Golden Arches” and his video and toy 
businesses under one roof in malls with 
spacious parking lots. This expansion is 
being led by McDonald's (Japan). The first 
such mall is being built on the outskirts of 
Tokyo. 

The concept is a new one for Japan and 
will require a lot of extra cash. For three 
decades, Fujita has been able to finance the 
expansion of his hamburger chain through 
the cash-flow generated by the highly 
profitable business. But new ventures such 
as these will require more capital. 

Brokers say that McDonald's (Japan) 
should have gone public in the early 1980s, 
when the fast-food business was still a 
young industry with few major players. 
Others point to the success of Japan 
Kentucky Fried Chicken, which went 
public as recently as August 1990. The 
flotation was oversubscribed and boosted 
the price of other listed restaurants. Jesus 
Duarte, an analyst at W. I. Carr, believes 
an IPO from McDonald's would be equally 
successful because of its "recognised 
name" and reputation for "innovative" 
marketing. 

But having missed the IPO boat during 
the stockmarket's boom years, McDonald's 
(Japan) may have to wait a while to go 
public. Craig Chudler, an analyst at UBS 
Phillips & Drew, says turnover on the 
bourse would have to double and share 
prices rise consistently for several months 
before there could be any substantial de- 
mand for new issues. 

If the company were to be floated, it 
would be the first McDonald's franchise to 
do so in Asia. All others are privately 
owned companies. McDonald's has its 
largest presence in the region in Japan, 
followed by Australia, with 303, Hongkong 
(58), Taiwan (54), and one apiece in China 
and Indonesia. Asia accounts for nearly 
half of the firm's 3,355 overseas outlets at 
end-1991. 

Going public in Asia would give the US 
fast-food giant a much-needed public-rela- 
tions boost when its market share in the 
US has slipped to 17% in 1991 from 19% in 
1985. McDonald's in the US is growing 
slowly. In contrast, its international opera- 
tions have gone from strength to strength, 
with operating income more than doubling 
to US$700 million in 1991 from US$300 
million in 1987. = 
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US bolsters anti-trust policy 
against foreign firms 

»> The US Justice Department said on 3 
April that it is widening the scope of its 
enforcement of US anti-trust laws against 
foreign companies and cartels. US 
Attorney General William Barr said the 
US will challenge boycotts and other 
exclusionary activities that hinder the 
export of US goods and services. The 
change effectively removes a footnote 
added to US anti-trust policy in 1988 that 
limited enforcement against foreign 
companies to those cases where there was 
direct harm to American consumers. 


Chinese trader buys stake in 
Hongkong company 

»> China Merchants Holdings, one of 
China's most profitable state-run 
enterprises, on 6 April acquired 15% of 
Modern Terminals, one of Hongkong’s 
three main container-terminal operators. 
China Merchants bought the stake from 
Peninsular & Oriental Steam Navigation 
of Hongkong and from Commonwealth 
Development Corp. of Britain for HK$1.35 
billion (US$173 million). Peninsular & 
Oriental's holding in Modern Terminals 
was reduced to 14.5% from 22.6%; 
Commonwealth divested its entire 6.9% 
holding in the company. Modern 
Terminals, which is controlled by Wharf 
Holdings, shares control of the colony's 
busy Kwai Chung container port with 
Hongkong International Terminals and 
Sea-Land Orient. 


Pohang inaugurates 

joint venture in Vietnam 

> South Korea's giant state-owned 
steelmaker, Pohang Iron & Steel Co. 
(Posco), inaugurated the first significant 
South Korean joint venture in Vietnam on 
1 April. The US$3.9 million steel mill on 
the outskirts of Ho Chi Minh City, which 
is called Posvina, is a 50:50 joint venture 
with Vietnamese Southern Steel Union. It 
is slated to have annual capacity of 10,000 
tonnes of corrugated and non-corrugated 
galvanised steel sheets, which will be sold 
locally mostly for use as roofing material. 


South Korea’s farm 
population drops sharply 

> South Korea's farm population in 199] 
dropped 6% from a year earlier to just 
above 6 million, according to the Ministry 
of Agriculture, Forestry and Fisheries. 
Farmers now make up 14% of South 
Korea's population, though despite their 
shrinking numbers, they have a 
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disproportionately large political weight. 
The attrition rate for farmers increased 
sharply last year, as their ranks dropped 
by 593,060, compared with a loss of 
124,220 in 1990. The average annual 
decrease in the farm population was 5.8% 
in 1986-90. The ministry says heavy 
demand for construction labour as a 
result of a building boom was a major 
reason for the sharp decline. 


Foreign banks to manage 

Thai foreign exchange 

»> Bank of Thailand awarded four foreign 
banks contracts to manage a portion of 
the country's US$19 billion in foreign- 
exchange reserves. J. P. Morgan, S. G. 
Warburg, Deutsche Bank and Union Bank 
of Switzerland will each manage a portion 
of the US$300 million being allocated by 
the central bank for a one-year test. If the 
results are encouraging, the central bank 
is expected to place a far larger portion of 
its reserves under foreign management. 


Business indicators 
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Japan agrees 

to open paper market 

»> Washington announced on 5 April 
that Japan agreed to open its US$27 
billion annual market for paper and 
paperboard products to foreign suppliers. 
Under the accord, which gives Japan five 
years to open the market, Tokyo is to 
encourage Japanese paper distributors, 
printers and major corporate consumers 
to increase their imports. The American 
Paper Institute, an industry group, says 
US manufacturers had gained just 1.7% of 
the Japanese market by 1991. The total 
foreign share of the market in 1991 was 
3.7%. 
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Formosa Plastics prepares 
to build naphtha cracker 


> Formosa Plastics Group set up a 
company, Formosa Petrochemical Corp., 
to build and operate Taiwan's sixth 
naphtha cracker. The company's paid-up 
capital of NT$15 billion (US$600 million) 
was shared by three affiliated companies: 
Formosa Plastics Corp., with 40%; Nan Ya 
Plastics Corp. 30%; and Formosa 
Chemical Fiber Co. 30%. A construction 
licence for the NT$90 billion project is 
expected to be issued by 1 May. Site 
preparation at the Yunlin industrial zone 
on Taiwan's east coast is scheduled to 
begin immediately. 


Vietnam's 1992 budget deficit 
estimated at USS140 million 


> Vietnam's National Assembly was 
informed that the government's budget 
deficit, a major cause for the country's 
inflation, will reach Dong 1.6 trillion 
(US$140 million) in 1992, according to Ho 
Chi Minh City's youth magazine. The 
report estimated government spending for 
the year at nearly Dong 20 trillion on 
revenue of just Dong 18 trillion. 


Indonesia says GDP 
increased 6.6% in 1991 

P Indonesia has revised upward its 
estimate for 1991 GDP growth to 6.6%, 
Information Minister Harmoko said on 

1 April. In February, the government said 
the economy grew 6% in 1991, down 
from 7.3% in the year-ago period. 
Harmoko said economic growth was led 
by a strong industrial sector, which 
expanded 11% in the year. The weakest 
sector was agriculture, which increased 
1%. 


Kuala Lumpur agrees 

to take over Sabah project 

»> The Malaysian federal government 
agreed on 2 April to take over a troubled 
M$2.4 billion (US$928 million) gas- 
utilisation project from the Sabah state 
government. The accord covers the 
Sabah Gas Utilisation Project's power 
plant and Sabah Gas Industries’ methanol 
plant, which have suffered M$1.86 billion 
in accumulated losses and debt since 
1985. The federal government plans to 
write off the project's debts in order to 
restructure and sell its assets. The 
agreement is regarded as a sign of 
improved ties between federal officials 
and the state government, which sided 
with the opposition in 1990 general 
elections. 
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1991 2 45-7 39 3.5-4(4) 7 3.8 8.6 

1992 m 375 55.7 5 444) 55 35 |. B5 

International Reserves 5 

Latest US$14.73b (Jan) US$43.06b (Nov) n.a. US$3.90b (Jan) US$9.50b (Jan) US$71,71b (Jan) US$10.22b (Nov) 
Year earlier — —— US$16.15b US$26.98b n.a. US$2.73b US$7 33b US$79.08b USS$9 44b 

Trade Balance (tota! merchandise) 

Latest 3 months +US$1.40b (Dec-Feb) +US$1.88b (Oct-Dec)  -US$0.80b (Dec-Feb)  -US$0.53b (Oct-Dec) +US$0.79b(8) (Oct-Dec) — «US$24.07b (Dec-Feb) -US$0.13b (Oct-Dec) 
Previous 3 months +US$0.06b +US$2.61b «US$1.14b -US$0.30b +US$1.43b «US$23.65b -US$0.50b 

Year earlier K +US$0.46 +US$3.82b -US$0.52b -Us$235b — | +US$1.32b  +US$11.47b | AS$011b — — 
Exports © 

Latest 3 months US$10.30b US$22 42b US$24.98b US$4, 14b US$7.52b(8) US$81.58b US$9.37b 

% change previous 3 months 40.9 417.5 97 42.6 +15 20 425 

% change year earlier 630 —— 84 0 +21.0 2 -7.0 43 «8.8 49 —— 

Imports (7) 

Latest 3 months US$8.90b US$20.54b US$25.78b US$4.67b US$6.73b/8) US$57 51b US$9.50b 

% change previous 3 months -124 +24.7 28 +7.6 412.5 34 4.5 

% change year earlier 3.8 +21.8 +21.8 314 «04 95 +12.0 

Consumer Prices 

Base Jul 80-Jun 81=100 Jan 1991=100 Oct 89-Sept 90=100(2) 1982-100 Apr 88-Mar 89=100 1990=100 1990=100 

Latest 3 months index average 217.7 (Oct-Dec) 105.5/11) (Jan) 119.9 (Dec-Feb) 224.3 (Oct-Dec) 129.1 (Dec-Feb) 104.0 (Dec-Feb) 105.6 (Oct-Dec) 

* change previous 3 months 40.9 n.a. 422 43.2 41.5 02 «0.8 

% change year earer — Wa — As +5.5 +10.3 +137 i 497 3494 42 -* 
Money Supply °) 

Latest rg 14b(9)(Jan) ^ Rmb 1,753.32b (Jul-Sept) iC 68b (Feb) Rs 2.99t(9) (Nov) Rps 99.06t (Dec) 506.961 (Jan) re ri (Nov) 
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Sell the banks! 


n the latest spasm in Japan's stock- 
market implosion, bank shares have 
taken the biggest hit. As the Nikkei 
index fell below 18,000 for the first 
time since 1986, the selling was centred on 
bank stocks. Suddenly everyone hates 
Japanese banks: ironic considering that 
they were the darlings of the stockmarket 
in 1991. But there are good reasons. 
— For a start, a sizeable part of the stock- 
market value of bank stocks lies in their 
- hidden assets, which in turn consist largely 
of unrealised gains on shares. When the 
| market falls, as it has done savagely in re- 
- cent weeks, the core of this hidden value is 
hollowed out. 
_ Never mind for the moment that the 
collapse in value of these assets has pushed 
nearly all Japanese banks below the 85; 
capital-adequacy ratio mandated by the 
Bank for International Settlements for 1 
April 1993. Investors, though, are more 
concerned about the fact that the hidden- 
asset cupboard is rapidly emptying. 
_ Japanese companies have traditionally 
| held large numbers of bank shares in a 
friendly interlocking relationship which 
assures them of loans when they need 
them. They are now finding that, even 
when they can borrow, the terms are not 
as good as they once were. 

When the Japanese fiscal year closed on 
31 March, companies started dumping 
‘bank stocks, once they made sure their 
names were on the shareholder register at 
the end of the year, and they could still 
appear to be friendly supporters. They will 

bly buy back — at lower prices — 
before September, when the share registers 
need amending. 

But perhaps the most awkward factor 

behind the dumping of Japanese bank 
shares is that their improved lending mar- 
gins may be about to evaporate. 
_ Business confidence and investment is 
at such a low ebb in Japan now that the 
only way to improve both seems to be for 
banks to lower their lending rates fast. That 
way, they sacrifice their profits for the 
greater good of Japan, with the hope of 
some quid-pro-quo later from a thankful 
Finance Ministry. 

Another reason why bank stocks are 
crashing is simply the fact that they 
climbed so high in 1991. This explains too 
why they are causing the Nikkei stock 
average to fall so sharply at the moment, 
even though the bank sub-index comprises 
only 15% of it. Bank stocks have fallen 23% 
on average since 16 March, when the 
Nikkei index crashed through the psycho- 







logical 20,000 level. 

Scandal-plagued industrial Bank of Ja- 
pan has been savaged. Its share price 
crashed by 36% to Y1,410 (US$10.60) in just 
five business days to 7 April. There were 
no buyers in sight at that price when 
trading opened on 8 April. In fact there 
were no bids for any bank stocks that 
morning, an unprecedented situation. 

Banks cannot claim all the dubious 
glory for the stockmarket's latest plunge. 
Just about every sector is suffering. The 
question now is whether the famed cross- 
holdings among Japanese companies, 
which were supposed to be the safety net 
underpinning share prices, could start 
coming apart in the way that "loyal" 
holdings of bank stocks are unravelling. 

m Anthony Rowley 





Samsung Electronics 
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South Korea's Samsung Electronics is pass- 
ing the hat again in the Euromarkets, two 
years after it cancelled a convertible-bond 
offering because it could not get the terms 
it wanted. Samsung's terms then were a 
conversion premium of 100% over the 
company's common stock but offering no 
coupon. 

This time, market conditions are even 
less propitious. The company's underwrit- 
ers will have their work cut out trying to 
place the US$150 million issue with a 10% 
premium and a 4% coupon, terms which 
are at the lower end of the expected range 
for the deal. 

The chilly reception for one of South 
Korea's premier companies reflects the 
cooling of foreign interest in the South 
Korean market as much as it does nerv- 
ousness about the prospects for the nation's 
biggest and best electronics company. In- 
vestors have had their fill of Korean paper. 
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The Seoul stockmarket is now open to 
limited foreign investment, so foreign 
investors can buy direct without a pre- 
mium — if it is equity they want. But with 
corporate earnings weak and the market at 
an 18-month low, neither direct nor indi- | 
rect investment has much appeal. The Ko- | 
rea Stock Exchange (KSE) index now rests 
near 580, down from 797 in late October 
1990. 

Samsung's Euroconvertible is being 
flogged to investors as a play on interest 
rates as much as on equity. Its yield-to-put 
is expected to be about 50 basis points 
above US Treasuries, making banks possi- 
ble buyers. If banks do not step in, under- 
writers Merrill Lynch and Tong Yang are 
likely to end up with a big chunk of the | 
paper on their books. 

The Samsung deal will set a benchmark 
for the issues that are expected to follow it 
over the next several months. Kia Specialty 
Steel, Dong-A Construction, Hyundai Mo- 
tor and Ssangyong Motor plan to place a | 
total of US$300 million in equity-linked | 
paper on the Euromarket by mid-year. | 

Since Samsung tried to do its deal two 
years ago, its share price has fallen by one | 
third. On April 7, the day of the company's 
London road show, its shares on the KSE 
closed at a two-and-a-half year low of Won 
28,900 (US$29). That is actually good news 
for prospective investors in the Euro- 
convertibles, given the 10% premium on 
offer. | 

But squeamishness over the Samsung 
paper also stems from the difficulties the 
nation's leading electronics maker faces in 
the brutally competitive global market. The 
giant electronics maker is the world's sec- 
ond-largest DRAM chipmaker after Japan's 
Toshiba. But it also makes everything from 
vacuum cleaners to telephones. 

Prospects for the silicon cycle are uncer- 
tain. Moreover, Samsung is being battered 
in several parts of its business, particularly 
personal computers. And the conglomerate 
is scrambling to raise cash for its heavy 
capital-investment programme and to help 
sister companies (especially its petro- 
chemical operations) through some finan- 
cial difficulties. 

Indeed, Samsung Electronics managed 
to show meaningful earnings last year only 
by fiddling with its depreciation method. 
By changing from accelerated to straight- 
line depreciation, pre-tax profit was 
boosted by Won 66.8 billion to Won 86 bil- 
lion, on turnover of Won 2.2 trillion. Gim- 
micks like this may be a warning sign of | 
more trouble to come. m Mark Clifford | 
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Supporting Eastern Europe's reforms: 
Is EC membership within reach? 


The transition of the Eastern Euro- 
pean nations to democracy and a market 
economy is radically changing the shape 
of Europe. The EC has good political rea- 
sons to help the young democracies to 
the east — and it is also in its economic 
interest to support their transition to a 
market-economy system. Will the EC 
rise to this challenge? 

In principle, the association agree- 
ments concluded recently with Czecho- 
slovakia, Hungary and Poland are a suit- 
able instrument for integrating countries 
gradually into the EC. But full member- 
ship cannot be granted automatically, 
and the new associate members, seeking 
close economic and political ties with 
the West, are understandably somewhat 
disappointed. Provided, however, that 
they continue on the road to a market 
economy, EC membership should be 
feasible in the second half of the nineties. 


Rapid adjustment needed 


It will not be easy to integrate these 
formerly socialist economies. Reciprocal 
trade agreements cannot be implement- 
ed immediately, but free access to EC 
markets is a necessary prerequisite for 
the transition process to be successful. 
Unfortunately, the association agree- 
ments do not go far enough in this 
respect. They provide for the abolition 
of tariffs on most manufactured goods, 
giving them full and immediate access 
to EC markets. 

But the majority of Eastern Europe’s 
manufactures are still highly uncompeti- 
tive. Almost half of the region’s current 
exports to the EC come from sectors in 
which it has a competitive advantage: 
agriculture, textiles, steel and coal. Yet 
EC markets will only gradually be 


“Integration tests EC members’ 
readiness to endorse 


a free trading system.” 





opened to these goods. The Communi- 
ty’s agricultural policy in particular is 
proving to be an expensive and irrational 
obstacle to economic integration. The 
challenge of integrating Eastern Europe 
is one more test of EC members’ readi- 
ness to carry out substantial reforms in 
farm policy and thus endorse a free 
trading system, which is 
currently at stake in the 
GATT's Uruguay Round. 

The three new associ- 
ate members are to open 
up their markets to EC 
goods in stages over a 
period of four to five 
years. This seems rather 
optimistic, given the 
sweeping changes that 
will be required in their 
economic and legal sys- 
tems. Yet these countries 
themselves have  ex- 
pressed a strong interest 
in becoming full EC 
members quickly. It would be unrealistic, 
though, to expect too much too soon 
from their reform efforts. 

What is more, the EC itself is passing 
through a critical phase, which makes 
it more difficult to tackle the job of 
smoothly integrating the Eastern Euro- 
pean states. Its own "widening" and 
"deepening" process is placing substan- 
tial burdens on its members. In par- 
ticular, it would be too early for the new 
associate members to consider joining 
the planned monetary union. 


All in all, Community concessions 
on market access, financial support and 
labour mobility will not be enough to pro- 
vide the kind of stabilising support for the 
young democracies in Eastern Europe 
that full EC membership would entail, 

But not all the blame rests with the 
EC. The new associate members are 
proving slow to liberalise the movement 
of capital. It could be ten years before 
their financial sectors are fully liberal- 
ised. This not only runs counter to the 
basic idea of the EC; it is also to the 
detriment of the countries themselves. 


There is a clear lesson to be learned 
from experience in the developing world, 
where direct foreign investment is the 
major source of private capital. It is 
attracted only if the impediments to 
investment have been removed. 

Furthermore, it is an efficient vehicle 
for importing technological and mana- 
gerial skills, and thus for improving the 
competitiveness of the local economy. 
And this is what Eastern Europe needs 
most of all if it is to be integrated rela- 
tively soon into the EC's Single Market. 
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hese are dark days for camera 

makers. Last month, US defence- 

electronics specialist Honeywell 

Inc. won US$96 million in dam- 
ages against Minolta Camera on the 
ground that the Japanese firm had in- 
fringed on two Honeywell autofocus pat- 
ents. Now the US firm is reportedly plan- 
ning to seek damages from other camera 
companies, and possibly from video cam- 
era-recorder makers, too. 

Hard on the heels of Honeywell's vic- 
tory comes the news that Loral Fairchild 
Corp., another US defence-electronics spe- 
cialist, is suing 25 Japanese and South Ko- 
| rean consumer electronics companies. The 
US company alleges that the Asian firms 
are infringing on two of its patents that 
cover charge coupled devices (CCDs), the 
key component in video camcorders. 

The Japanese have reason to be upset 
about the US firms’ strategy. For one thing, 
Minolta did not infringe on Honeywell's 
patents intentionally, as noted by the US 
jury that awarded Honeywell the damages. 
For another, Sony Corp., one of the Ja- 

| defendants in Loral Fairchild's CCD 
suit, has sunk far more money into the 
development of charge coupled devices 
than has Loral Fairchild. 
— Indeed, the Japanese firm's involvement 
with the technology goes back more than 
.20 years. CCDs were invented in 1969 by 
two researchers at AT&T Bell Laboratories, 
George Smith and Willard Boyle. A charge 
coupled device is a single-chip camera, 
consisting mostly of rows of capacitors. 
When struck by light, the capacitors ge- 
nerate an electric charge proportional to the 
intensity of the light. 
.. The device works by passing the charge 
from one capacitor to the next, much as 
fire fighters pass a bucket of water down a 
line. As each row of charge information 
comes off the line it is captured for subse- 
quent storage on video tape or for display 
| on à TV screen. 
Sony's then deputy president, the late 
. Kazuo Iwama, picked up a paper describ- 
ing Bell Laboratories' discovery. He imme- 
diately realised the CCD's potential as a 
small, lightweight replacement for picture 
- tubes, the conventional image sensor used 
in video cameras. A long-term goal set by 
Sony founder Masaru Ibuka was the de- 
velopment of a video camera-recorder no 
bigger than a paperback book. Basic re- 
search on CCDs began at Sony in 1970. 

The Bell Labs researchers were not in- 
terested in video cameras. Their goal was 
rather to develop the CCD for use in picture 





Eagle eye 


phones. But AT&T's marketing people can- 
celled the picture phone project because of 
the cost. At that time, the telecoms giant 
was not allowed to sell components, so it 
passed CCD development to Fairchild 
Semiconductor. 

A former Bell Laboratories engineer, 
Gil Amelio, led a team at Fairchild which 
turned CCDs from a laboratory curiosity 
into a manufacturable device. The patents 
that Amelio and his team were awarded in 
the mid-1970s form the basis of Loral 
Fairchild's suit. 

Ironically, last year Amelio (now chief 
executive of National Semiconductor) re- 
ceived the Masaru Ibuka award, the top 
prize for contributions to consumer elec- 
tronics given by the US Institute of Elec- 
trical and Electronic Engineers. Although 
some Japanese manufacturers license 





Sony's cameras may infringe US patents. 


Amelio's patents, Sony is not among them. 

Fairchild saw the potential for using 
CcDs in surveillance equipment, for exam- 
ple in the infra-red sensors used in 
nightsights to detect the heat given off by 
the human body. Heat-seeking missiles are 
another obvious application. 

In the US, the Pentagon's defence 
budget drove the development of CCDs. 
To be sure, there have been some scientific 
spins-offs from this work. Physicists use 
CCDs to detect exotic sub-atomic particles. 
Astronomers fix CCDs to their telescopes 
because the electronic camera is a much 
more efficient recorder than photo film. 

In Japan, by contrast, the development 
of CCDs has been driven by purely com- 
mercial considerations. Amelio recalls how, 
after finishing his work on the CCD, he used 
to give talks about the technology and its 
applications. In the US, his audiences were 
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tiny, whereas in Japan he lectured to 
standing-room-only crowds of engineers. 

But Sony, which has always prided 
itself on being a lone wolf, was ahead of 
the pack. Between 1970 and 1980, the 
company estimates it spent US$200 million 
on research and development of CCDs. 
Most of the effort went into two areas. One 
was increasing the number of picture ele- 
ments that the CCD was capable of captur- 
ing. Sony's first CCD in 1972 was capable of 
delivering a picture consisting of just 64 
elements. Today, the company sells CCDs 
which, from a centimetre-square sliver of 
silicon, can produce pictures with a reso- 
lution of half a million elements. 

The other tricky area, as such big num- 
bers suggest, was developing the manufac- 
turing technology. Making CCDs, say Sony 
engineers, is much more difficult than 

making memory chips. In particular, pro- 
duction lines have to be exceptionally 
clean. A single speck of dust landing on 
the surface of the chip is sufficient to 
render it useless. 

Having developed the chips, Sony 
then had to find suitable things to do 
with them. Initially the CCDs could only 
be produced in small quantities for in- 
dustrial niche markets. Since then, Sony's 
CCDs have gone from strength to strength. 
Today, the company reckons that it has 
around 50% of the world market of 12 
million CCDs a year. In addition to cam- 
era recorders, the devices are found in TV 
cameras, facsimiles, copiers and many 
other products. 

Whether any of these applications 
would have transpired had the Japanese 
not enthusiastically embraced CCD tech- 

nology is open to doubt. Consumer elec- 
tronics companies are always hunting for 
new ways to amortise their investment in 
technology. Military electronics companies, 
by contrast, are content to reap high-mar- 
gin rewards for specialised devices. 

Honeywell's lawsuit against Minolta 
took six years and cost each company a 
cool US$15 million in legal fees. This is 
good business for lawyers, but bad news 
for consumers. To pay for Honeywell's 
royalties, Minolta's customers will now 
have to fork out an estimated US$40 extra 
for each autofocus camera they buy. 

Honeywell does not itself make came- 
ras. From a consumer point of view it is 
hard to avoid the conclusion that, instead 
of pouring all that money into legal battles, 
the US firm would have been better to 
invest in the development of new pro- 
ducts. m Bob Johnstone 
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prevent it? 


and find out how a computer can save you money. 


Now. And in the future. 


Swissair Customer Portrait 142: William Cheng, importer of Italian fashion, Hong Kong, photo by Elfie Semotan. 
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On his business trips to Italy, William Cheng always flies via Zurich. And always with Swissair. Not just because he’s 
a fancier of fine cuisine. But also because he easily saves 145 minutes on the nonstop MD-11 flight from Hong Kong 


to Zurich. Time which he, needless to say, wisely reinvests at a gourmet restaurant. 
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LETTERS 


Forests and politics 

In reference to the letter on environment 
politics in Sarawak [LETTERS, 26 Mar.], it is 
amazing how low the Malaysian Govern- 
ment can get by denying the arrests of 
Sarawak natives, including the Penans, 
who are opposed to the government's land 
policies. It is strange that the inspector- 
general of police has not been "informed" 
about the arrests of the Penans, Muruts, 
Kayans, Kenyah or Ibans for anti-logging 
activities. To put to rest all these claims and 
counter-claims, | have photocopies of bail 
receipts for two Penans and one Murut 
who appeared in Marudi Court on 26 No- 
vember 1990, charged with "forest" ac- 
tions. This example is only the tip of the 
iceberg. 

I would like to clarify the issue of “envi- 
ronmental politics" in Malaysia. Although 
environmental concern is on the minds of 
most natives, the main issue here is the 
natives' customary rights to land. 

A fact-finding mission in 1963 led by 
Lord Cobbold to ascertain whether the two 
British colonies of Sarawak and British 
North Borneo (now Sabah) would like to 
form the Federation of Malaysia with Ma- 
laya and Singapore, found two thirds of 
the people of Sarawak disagreed with the 
proposal. Rightly fearing that Malaysia 
would be forced down their throats, the 
community leaders at the time proposed 
several constitutional safeguards including 
control over land. The native leaders en- 
visaged that with land under state control, 
they could be certain that their ancestral 
land would be under their control. This 
simple miscalculation is the root to the 
present conflict over land in Sarawak. Po- 
litical manoeuvring by Kuala Lumpur had 
and will continue to deny the Dayaks con- 
trol over their ancestral land. 

The natives view their right to land to 
be outside the jurisdiction of both the Ma- 
laysian parliament and the Sarawak Leg- 
islative Assembly. They refused to recog- 
nise any laws that deprived them of this 
right and hence their defiance towards 
Kuala Lumpur and Kuching. 

The Dayaks have explored most of the 
peaceful avenues to try and preserve their 
future and they have been denied. It is sad 
to note, once again, the lack of support 
from "[s]elected" Dayak political leaders 
against criticism levelled at Sim Kwang 
Yang for his attempt to involve the EC. The 
EC, or more appropriately the UN, should 

take the lead to right the wrongs in 
Sarawak in order to resolve the conflict and 
prevent it from escalating into a tragedy. 

Melbourne '"PANGAN BUJANG SENANG' 


| read with great interest the letter by 
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which Prime Minister Mahathir said was 
the Sarawak chief minister's problem as 
timber is under state control — has finally 
become a national issue for Malaysia. - 

All this has been achieved with no 
thanks to the Malaysian press, but rather 
through the international press and Green 
pressure groups in the West. 

As an avid reader of the REVIEW, I was 
very disappointed that your correspon- 
dents did not cover the no-confidence vote 
of the Malaysian Bar Council against the 
Lord President Tun Hamid recently. It ap- 
peared in BRIEFING only. By affirming the 
no-confidence vote, the Bar Council has 
proved itself as the last bastion of an in- 
dependent institution in Malaysia. 
Melaka, Malaysia HJ FAUZI OMAR AZAHARI 
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Don't talk to the Tigers 

The facile assumption of E. S. Anton's ad- 
vice to Talk to the Tigers [LETTERS, 2 Apr.] 
must be exposed. As a Christian Tamil 
who once lived peacefully in Jaffna, I find 
it intolerable that the Tamil Tigers are re- 
garded as authentic representatives of 
Tamils in Sri Lanka. The fact is that the 
Tigers have arrogated to themselves the 
right to be the sole spokesmen of the Tamil 
people, by slaughtering Tamils of other 
political persuasions like Amirthalingam, 
who was the leader of the Tamil United 
Liberation Front and a seasoned member 
of parliament, and Tambimuttu who de- 
nounced some of their atrocities in parlia- 
ment. The true constituency of the Tigers 
are various expatriate Tamil groups of Sri 
Lankan origin, and members of the Tamil 
diaspora in Malaysia and Singapore who 
appear to have a lust for bloodshed. 

The biggest irony is that Tamils in Sri 
Lanka get their greatest protection under 
the Sinhalese government in Colombo. 
There we can go about our business with- 
out exactions of money and jewellery from 
Tiger bands; we can voice our opinions 
without being shot as traitors; and we can 
freely move about without passes from the 
Tiger commanders. We, thus, find more 
freedom in the citadel of oppression than 
in our own lands under our own "libera- 
tors." 

The Tamils in Sri Lanka have suffered 
untold miseries because of the chau- 
vinistic delusions of both Sinhalese and 
Tamils. In the comfort of their expatriate 
homes, the overseas Tamils have written 
cheques but never had to fight or lose 
members of their families. By all means 
have a negotiated settlement rather than a 
military one. But the people to talk to are 
not the Tigers whose only legitimacy flows 
from the chequebooks of expatriate Tamils 
and from the guns purchased with these 
cheques. Rather SURE with the true elected 
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Manila — ‘EXPATRIATE TAMIL’ 
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Test of legitimacy | B 
Michael Vatikiotis in TRAV. LLLER'S TALES fe 
Apr. Ne sneers that “Goh Chok Tong’s Next 
ns sym pale of boosterism; a de 
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China B shares _ 
I am writing, in response to your article 
Bulls in a China shop [9 Apr.]. Tam core 
cerned that the article gives the impressior 
that the Securities and Futures Commis 
sion (SFC) has formed a negative view or 
funds investing in China B shares, which is 
not the case. The src will authorise funds 
investing in B shares that meet the require- 
ments of our Code on Unit Trusts and 
Mutual Funds. The code does contain re 
quirements for diversification and liquid- 
ity, including the requirement that 1 
than 1046 of net asset value be inv 
single security. It is clear from th 
number of listed B shares pres 
able that a fund meeting our requi 
would at present offer only : o 
sure to China, butin our view | "th s is. 
matter for disclosure. a 
The offering douma ofan authorised 
fund should. clearly disclose the risks in- 
herent in investing in an emerging market 
of this nature, including the possibility that 
in the initial stages the fund will xe id lange 
amounts of uninvested cash. | 









-DEBORAH GLASS 

: Assistant Director 

Hongkong Investment Products 
Clarification 


Air New Zealand wants the right to carry 
passengers from Australia to other areas is the 
world as part of its strategic plan, and not 
just because Qantas has such rights from — 
New Zealand, as suggested by Tasman 
Express p Apr d 
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Tokyo’s stockmarket crash 
is beginning to shake the 
foundations of Japan Inc. 
| As share prices decline, 
there is an increasing risk 
that the mesh of cross- 
holdings which supports corporate 
Japan will start to unravel. In the longer 
run, the crisis may spur the emergence 
.. of a new and stronger financial and 
business system. But the transition could 
bea painful one. International finance 
ditor Anthony Rowley charts the 
ors that have caused the market's 
all, and describes the likely 
‘consequences for Japan's once-proud 
and other key financial 
ions. Pound bureau chief Robert 
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ghanistan : . Peace at | Last? 
A D plan seems on the verge of 








INTELLIGENCE 


Sensitive Reaction 


China has decided to build its third 
nuclear power station at Yangjiang i in 
western Guangdong province, though 
the formal announcement is not 
expected until the end of the year. The 
choice of Yangjiang reflects fears of a 
replay of what happened in 1986, when 
news that China's first full-sized nuclear 
power plant would be located at Daya 
Day, barely 50 km from Hongkong, 
aroused intense public opposition in the 
colony. In addition to being some 200 
km from Hongkong, Yangjiang was also 
presumably chosen for its role in 
spurring development in Guangdong’s 
relatively poor western region. 











being realised, but some believe UN 
diplomacy has been too hasty 12 


Cambodia : Peace in Peril 

Khmer Rouge efforts to delay 
implementation of the peace process 
cause concern among UN officials 12 


Burma : Reshuffle 

A recent shift of military and cabinet 
posts has elevated vounger hardline 
officers 15 


Australia : Polls Snub 

The Keating government suffers a 
stinging rebuke in its first big test of 
popularity in a by-election in Victoria 15 


Philippines : Party Machines 
A look at electoral politics in Panay 
suggests that the political machines of 
presidential candidates may not perform 
as expected. Meanwhile, 'Born-again' 
Christians hope to turn their followers 
into voters 16 


Malaysia : Spotlight on Pas 
The federal government 
has focused attention on 
Pas-ruled Kelantan in an 
effort to win a by-election 
in Trengganu 20 


China : Guangdong 

The southern province is 
set to gain greater 
autonomy following . . 
Deng's seal of approval 21 
Japan : Plutonium Row . 
A Japanese plan to ship 


Construction of the US$4 billion plant 

will not start for at least five years, but 
competition among French, US, British 
and Japanese companies for the major 

contracts is already intense. 


Iggi Popped 

While the Dutch are scrambling to regain 
their influential position in an aid-donor 
consortium recently dissolved by 
Indonesia, the World Bank is moving 
ahead with plans recognising the end of 
the Netherlands’ stewardship. Bank 
officials say that the former members of 
the consortium, the Inter-Governmental 
Group on Indonesia (Iggi), respect 
Jakarta’s decision and are likely to attend 
a consultative meeting set for 16-17 July 
in Paris to coordinate assistance to 
Indonesia in the absence of Iggi. The 
Paris meeting is also likely to welcome 
new participants in the multi-national aid 
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A hasty peace (12). | 








plutonium from France as part of its 
plans for nuclear-power generation rais: 
concern among its neighbours 22 


Nepal : Demonstrations 
Leftwing-inspired street demonstrations 
rock the government in the run-up to 
nationwide local elections 22 


Vietnam : Minorities 

Clinging to their dwindling plots of lan 
in Vietnam's central and northern 
mountains, the country’ s ethnic minorit 
groups face a bleak future 26 


Taiwan : ‘Mainland Relations Em 
A law under consideration marks the 
shift from con fro [ ion t to ) coexistence . 
with Peking 32. 


China : Policy Contrast. 
Increased emphasis on economic reform 
is offset by tighter control 

intellectuals and fo 













programme for Indonesia, notably Sout! 
Korea. Meanwhile, Gautam Kaji, the 
bank’s vice-president for East Asia, is 
planning a trip to Indonesia in mid-May 
for consultations with the government. 


Human Sacrifices 


Japanese political leaders have worked 
out a deal to contain the fallout from the 
Sagawa Kyubin scandal. The 
arrangement provides that only three 
members of the ruling Liberal 
Democratic Party and three opposition 
party members will be indicted for 
accepting illegal political contributions 
from the truck delivery group, whose 
executives have also been charged with 
issuing billions of yen worth of loans 
and loan guarantees to companies 
controlled by organised crime groups. 
The indictments are also expected to be 
withheld until after the July upper hous 
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Philippines : Religion 

A new breed of activist priests in the 
predominantly Roman Catholic 
archipelago are pushing a new, green 
version of liberation theology 36 


San Diego : America’s Cup 

This year’s 28th America’s Cup marked 
the debut ofa Japanese competitor, 

: called. the Nippon Challenge 36. | 






Where to put your money 


his month, WTPYM looks at Hone kone 
ks that will benefit from a US - 
wery; Taiwan textile counters; 
Mrd stocks; du eu 


>} ippines : Companies 

Presidential aspirant Eduardo ‘Danding’ 
Cojuangco has won another victory in 
his efforts to resume control of San 
Miguel, the beer and food giant he 

aged during the Marcos years. But 
s return is not expected to see 
1 Pe at the well-run 








parliamentary elections. However, some 
political figures believe that such an 
attempt to cover up or limit the scale of 
the scandal is likely. to backfire. They 
have suggested that personnel in the 
Tokyo district prosecutors office would, 
f necessary, leak information about 
xher political figures involved in the 
scandal to the press or directly to the 
»ublic. 


Jouble Jeopardy 
Che sentences of several Burmese 
»olitical prisoners arrested since Aung 
»an Suu Kyi was placed under house 
wrest in 1989 have recently been 
loubled. Others, who have been held 
without trial, have been sentenced by 
ni litary tribunal i in Rangoon. Nita Yin 
in Mae, a Burmese national who 
is an information officer at the 
ibassy in Rangoon, was 
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Tonga may buy a Russian satellite 
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, The government deals a blow to 
-. Bangkok Land's splashy overseas 


marketing of its new-town 
project 62 


India : ‘Companies 

Two leading groups, Reliance and 
Essar Gujarat, restructure in 
preparation for fund-raising à in the. 


| Euromarket 63. 
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Hongkong Bank names its offer price f 
Britain's Midland Bank and discloses its 
inner reserves 64 
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sentenced to three 
years’ imprisonment - 
in late 1990 for 
“leaking state 
secrets.” Her 
sentence has now 
been doubled to six 
years. Aung San 
Suu Kvi's personal 
secretary, Theingi, 

was recently tried 
by a military 
tribunal at Insein prison in Rangoon and 
sentenced to 10 years’ imprisonment, in 
addition to the two and a half years she 
has already spent in jail. 


=e 
Aung San Suu Kyi. 


Driving Force 

China appears for the first time to have 
become actively involved in one of 
Burma’s periodic military campaigns 
acd ethnic rebels. The EPUM began 
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economic self-reliance, the ADB 
reports 66 


Hongkong : Aviation 
Cathay Pacific orders Boeings, and turns 
thes screw on Europe's Airbus 66 
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be involved in the offe siv 
may be to clear the area for ge 
construction of a hydro-electric c pow er 
station. Reports from Kachin state 
indicate that on 29 March more than 20 
Chinese army trucks C carried Duro. 
None Tao near r Ruili, through. C en ase 
territory to the Burmese garrison at 
Loije, near the frontier south of the KIA 
base. On 30 March, five Chinese trucks 
carrying arms and ammunition forthe 
Burmese army also crossed the roe 
The Chinese have expressed i tior 
some time in helping the B 
Government build a hydro € 
power station in the border area. — 
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Battle of the giants 


Government, big business relations at stake in Hyundai showdown 
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here quiet accommodation 
was once the custom, con- 
frontation now reigns. The 
c clash between the South Ko- 
rean Government and the Hyundai group 
over taxes has grown more bitter and as- 
sumed implications beyond the immediate 
ealth of the giant conglomerate. It is a 
eadership face-off between big business 
nd government. 
In early April, South Korean authorities 
‘arrested more than half a dozen Hyundai 
xecutives for alleged tax evasion, embez- 
Jement and pollution violations. The esca- 
ating government offensive raises the cost 
f Hyundai founder Chung Ju Yung's ap- 
'arent presidential bid and could place 
Hyundai in a debilitating cash squeeze, 
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t forcing it to shed assets at fire-sale prices. 
-..* .- More significant are the implications of 
the showdown for other powerful com- 
panies that regard government involve- 
- ment in the economy as too intrusive. Most 
of the country's business executives are 
simply hoping not to get caught in the 
~~ fallout, but that may not be possible. To 
|» rebut charges that it was singling out 
<; Hyundai, the Office of National Tax Ad- 
"=. ministration said it would launch investi- 
- gations into more than 2,000 companies on 
^ charges similar to those filed against 
<> Hyundai Merchant Marine. 








Although uneasy at the prospect of 
Chung using his new-found political 
power to help Hyundai, much of the busi- 
ness community would welcome a loosen- 
ing of the administrative shackles which 
are undercutting its international competi- 
tiveness. Among executives with an intel- 
lectual bent, there is increasing talk of the 
need for a rupture between business and 
government and the historic inevitability 
of the triumph of business. 

Business would dearly like to be rid of 
a Confucian legacy: the tendency of gov- 
ernment officials to act as if they know 
more than anyone else. Businessmen feel 
they are now far better equipped than the 
government to lead the economy to the 
next level of sophistication, yet they com- 
plain that the government both rejects and 
resents their unsolicited advice. There is 


even a wistful yearning for thee sort of dra- 
matic social and economic restructuring 
Douglas MacArthur imposed on Japan. 
Such a dramatic upheaval is unlikely, 
however, and most businessmen would be 
happy if the authorities established more 
transparent tax and credit codes and ad- 
hered to the law rather than relying on ar- 
bitrary administrative regulations. Busi- 
nessmen complain that some of the most 
draconian measures of the Roh Tae Woo 
government against the large business 
groups (chaebol), such as the credit control 
act and orders to sell off real estate, have 
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no legal basis. But to resist the government 
is to invite retaliation, as Hyundai's pre- 
dicament makes painfully clear. 

The government's heavy-handed tactics 
towards Hyundai are an eerie reminder of 
how dissidents were treated under the au- 
thoritarian regimes of Park Chung Hee and 
Chun Doo Hwan. But Hyundai has finan- 
cial and managerial muscle that the dissi- 
dents never possessed. 

Moreover, by treating Chung and 
Hyundai as if they were enemies of the 
state the government has boosted Chung’s 
legitimacy and given what he really wants: 
respect and political power. 

Even though Chung's showing in a 
presidential race would likely be greater 
than the 17% that his Unification National 
Party (UNP) mustered in March's legisla- 
tive elections, he would be a long shot tc 
win. But his support could be crucial tc 
whoever wins. His relations with Kir 
Young Sam, the former opposition leadei 
who is the front-runner to become the 
presidential nominee of the ruling Demo 
cratic Liberal Party, have always beer 
good. If Kim is chosen by the party in May 
Hyundai could find its troubles with th« 
government quickly evaporate. But th« 
struggle for control of Korea, Inc. is fai 
from finished. 

Relations between Chung and Roh Tac 
Woo's administration have been visibly 
strained since Hyundai was hit with « 
record Won 131 billion (US$172.4 million 
in back taxes and penalties last November 
Rather than caving in, as businessmen hav 
done in the past, Chung went on the coun 
ter-offensive. He formed UNP and won 3: 
of the 299 seats in the legislative Nationa 
Assembly elections in March. 

But the government showed its deter 
mination to keep playing tough wit 
Hyundai on 9 April, when the Office o 
National Tax Administration filed a sui 
seeking Won 27.1 billion in back taxes anc 
penalties from Hyundai Merchant Marin 
and Seoul prosecutors hauled in four exe 
cutives for an all-night interrogation ses 
sion. Three days later, two former presi 
dents of the company, who are now specia 
assistants to founder Chung Ju Yung, wen 
also brought in for a night of questioning 
Prosecutors said they were likely to seel 
an arrest warrant for vice-chairman Chun; 
Mong Hon, Chung fifth son. 
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The charges against Hyundai Marine 
capped a tumultuous week for the coun- 
try's largest conglomerate. On 6 April the 
Office of Bank Supervision (OBs) charged 
Hyundai Electronics with diverting Won 
4.83 billion to Chung, the UNP and Hyundai 
Heavy Industries. OBS also said the elec- 
tronics unit would be removed from the 
list of core companies of the Hyundai 
group, thus denying it access to further 
loans under a preferential borrowing 
scheme. Hyundai Electronics claimed the 
funds were from the sale of stocks and 
threatened to sue OBS head Hwang Chang 
Ki for libel. 

Separately, on 8 April prosecutors ar- 
rested a manager of Hyundai Wood In- 
dustries in Ulsan for polluting. Roh Byong 
Tae and the company, located in a town 
dominated by Hyundai factories, were 
charged with breaching air-pollution 
standards. While South Korean companies 
regularly violate pollution levels, arrests on 
such charges are rare. 

The pollution allegations pale in com- 
parison with reported threats by the Korea 
Exchange Bank, Hyundai's main bank, and 
the Korea Development Bank, one of the 
only sources of long-term, low-interest 
funds in the country, to cut off lending to 
the group. Hyundai officials say they have 
yet to receive any official word that credit 
lines would be cut, but any slowdown in 
lending could have a devastating effect on 
the group, which needs a huge cash-flow 
for interest payments on debt. 

The Hyundai affair has been pushed 
further than either Chung or the presiden- 
tial Blue House would have liked, yet it 
may continue to escalate. Chung is hinting 
broadly that he wants to run for president 
and seems willing to sacrifice much of his 
considerable fortune — his Hyundai 
shareholdings alone are worth nearly Won 
3 trillion — to win the respect as an entre- 
preneur that he thinks has been denied him 
by Roh's administration. The legislative 
elections showed that Chung's blunt criti- 
cism of the government and promises to 
instil a sense of economic leadership have 
won him a good deal of support even 
among younger South Koreans. 

Hyundai will survive, for its importance 
to the South Korean economy is too great 
for the government to dare bring it down. 
There is an outside chance that Chung and 
his six sons could lose control over the 
group, but some sort of accommodation is 
more likely. 

Chairman Chung Se Jung, Chung's 
brother, met Lee Jin Seol, the president's 
new senior secretary for economic affairs 
on 10 April in what was seen as an attempt 
to broker a truce. Outgoing economics sec- 
retary Kim Jong In had been one of the 
most forceful advocates of trying to limit 
the chaebol, and businessmen were happy 
to see him leave the Blue House in a late 
March cabinet shake-up. CT 
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THAILAND 


Class warriors 


Military leaders move to protect their flanks 





By Rodney Tasker in Bangkok 


-- hortly after his appointment as Thai 








prime minister, a tearful Gen. 
Suchinda Kraprayoon was given a 
ringing farewell by his senior military col- 
leagues with the pledge that they would 
give him “2,000%” support in his new job. 

That may have momentarily warmed 
Suchinda's heart, given the military lead- 
ership's central role in Thai politics, but as 
a shrewd man he will doubtless keep 
looking over his shoulder at his "brothers" 
who remain in uniform as he prepares for 
the cut and thrust of civilian politics. 

True, Suchinda has returned loyalty by 
ensuring that his Chulachomklao Military 
Academy Class 5 contemporaries retain 
their stranglehold on the 
military hierarchy, while 
also placing some of them 
in key civilian government 
positions in his own new 
sphere. Initially, too, he can 
probably count on his 
classmate and brother- 
in-law Gen. Issarapong 
Noonpakdi, who made the 
2,000% pledge, to underpin 
him as prime minister. Is- 
sarapong succeeds Suchin- 
da in the politically pow- 
erful post of army com- 
mander. 

Yet individual political 
ambitions in the highly 
politicised Class 5 may 
eventually deny Suchinda 
a smooth full four years in 
power, even if he weathers the turbulent 
waters of Thai party politics. “There are all 
sorts of frictions within Class 5 that have 
been suppressed up to now, as Suchinda 
has structured the class' political longe- 
vity," one military analyst commented. 
"The class has become greedy — they have 
rewritten the book on how a class can be- 
come successful, not only in the military 
but the political arena." 

If Suchinda needs a reminder of how 
shallow military support for a former army 
commander can be, he only has to look at 
Chavalit Yongchaiyut. When Chavalit — a 
Class 1 alumnus — kept his promise to 
retire early in March 1990, allowing Su- 
chinda to replace him as army commander 
and later also supreme commander, he 
probably thought Suchinda and his Class 5 
colleagues would gratefully support him 
in his future political life. 
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Suchinda: friction. 


If so, he was mistaken. Chavalit's Class 
5 "younger brothers" quickly closed ranks 
to undermine him and his New Aspiration 
Party as a perceived threat to their posi- 
tions after the February 1991 coup. More 
recently, they successfully. managed 
through their proxy political parties to 
stave off his bid for the premiership in the 
22 March election. 

But Chavalit had only one Class 1 loy- 
alist in the military hierarchy — former 
supreme commander and outgoing mili- 
tary junta chairman Sunthorn Kong- 
sompong. Suchinda is at least a classmate 
of almost all the army hierarchy, and a 
contemporary of air force commander and 
now also supreme commander Air Chief 
Marshal Kaset Rojananin. 

Apart from arranging 
for the Class 5 succession to 
remain in place in the mili- 
tary, Suchinda has covered 
his political flanks by in- 
sisting to the political par- 
ties which ushered him into 
power that he should direct 
three crucial ministries: de- 
fence, interior and finance. 
His choice for finance min- 
ister is Suthee Singhasaneh, 
a non-elected technocrat 
who was at the core of 
the outgoing military-ap- 
pointed government led by 
Anand Panyarachun. 

To head the interior 
ministry, a portfolio second 
in power only to the prime 
minister, Suchinda named 
deputy air force commander Air Chief 
Marshal Anan Kalinta. Anan is close to 
Kaset — a contemporary of Class 5 — and 
is therefore viewed as a Suchinda sop to 
the air force leadership, whose growing 
political influence since February 1991 he 
has to recognise. 

While discussion continues on other 
portfolios it is already clear that Suchinda 
will appoint himself as concurrent defence 
minister, a post which the military have 
traditionally liked to control. And he has 
indicated that he will choose a Class 5 army 
stalwart, assistant army commander Gen. 
Chatchom Gunlong, as his deputy defence 
minister. Chatchom, a logistics specialist, is 
viewed by military analysts as one of the 
more professional Class 5 soldiers. 

An early challenge facing Suchinda, 
particularly through his defence ministry 
portfolio, will be how he deals with the 
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"ware. One miscalculation made by the 
outgoing junta was that Anand would 
-comply with military requests for large 
“amounts of modern weaponry. Anand, 
however, blocked some of the military's 
more expensive demands on the national 
budget. 
. Most of these came from the air force. 
: Now, with Kaset in the concurrent post of 
“supreme commander, the air force can be 
expected to resubmit its lengthy shopping 
> list of fighters, helicopters, transports and 
_ Other expensive equipment. At the top of 
< the list is an air force "requirement" for 38 
 Italian-Brazilian AMX light ground-attack 
jets, each costing US$21 million. The 
air force also wants 36 Czechoslovakian 
L39 trainers and two or three US 
“Grumman E2C Hawkeye radar aircraft. 
_ The air force’s proposed order book is 
¿viewed by military analysts as being more 
ofa personal Kaset wish-list than any re- 
alistic reflection of Thailand's air defence 
.needs. So Suchinda may be in a bind, be- 
cause if he agrees to such multi-million 
. dollar expenditure he will undoubtedly be 
targeted by Chavalit and his opposition 
colleagues in parliament for wasting public 
funds. If he refuses, however, he could 
anger Kaset — who is viewed as "volatile, 
ambitious and politically dangerous" bv 
one leading Western analyst. 
To compound Suchinda's future politi- 
cal problems with the military leadership, 
Kaset has indicated he would like to be 
< prime minister eventually. The air force 
= commander is due to retire in September 
1993, and doubtless does not see his public 
career ending then. At the moment, he 
. enjovs cordial relations with Issarapong, 
-. who retires in 1994 and whose ambitions 
after he leaves the army are unclear. 
Although his position as army com- 
mander suggests ambitions to eventually 
become prime minister, the media atten- 
tion he attracted during his term as interior 
minister under Anand may have cooled 
any desire to enter civilian politics. Never- 
theless, clashes between Issarapong and 
Kaset over their eventual post-military ca- 
reers cannot be ruled out. 
~~ At the same time, Issarapong is known 
to be at loggerheads with his classmate 
«Gen. Viroj Saengsanit, the army chief of 
staff who may well move up to deputy 
-army commander in the current reshuffle. 
~~ Viroj is particularly close to Kaset, not only 
= on a personal level but because they have 
.. similar business connections. 
Although he is not scheduled to retire 
." until 1996, Viroj is thought by analysts to 
x want to take over the army command long 
. before that, which would mean putting 
. pressure on Issarapong to retire early. 
The two generals are also actively 
. nurturing their own proteges, to perpetu- 
ate Class 5 influence and for their own 
ends. " 
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AFGHANISTAN 


Race against time 


Mujahideen seek gains as peace nears 


By Salamat Alii in n Islamabad - 


fforts to end the Afghan civil war 

are now at a crucial stage following 

agreement, by a majority of inter- 
ested parties, for a UN sponsored 15-mem- 
ber council of neutral Afghans to take over 
from the Kabul regime, possibly by the end 
of April. 

But the prospect of peace, at least on 
paper, has not put a stop to fighting. A 
the UN secretary-general’s special ud 
sentative for Afghanistan, Benon Sevan, 
arrived in Islamabad to put the finishing 
touches to the plan to create an interim 
council, mujahideen guerillas seized two 
more cities to the north of Kabul. 

The mujahideen offensive was a clear 
bid to take the lead in the race against time 
as a peace settlement nears. The same im- 
patience is evident on the diplomatic front. 
The creation of a council is set to precede 
even the convening of the UN-proposed 
conference of 150-500 Afghans represent- 
ing all factions and intended to form an 
interim administration. This government is 
due to take over from the transitional 
council government and hold Afghani- 
stan's first ever national elections. 

A final decision on the composition of 
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the council depends on the outcome ol 
talks among the main Afghan groups 
which were due to start in Islamabad afte: 
Sevan's arrival in Pakistan on 14 April. A 

spokesman for Pakistan's foreign ministry 
said names would be chosen from a list of 
30 "neutral" candidates. Some of the 
council members are expected to come 
from Kabul, others from exile in Pakistan, 
while a further group will arrive from Irar 
and outside the region. 

The Kabul government has agreed tc 
hand over power to this transitional coun- 
cil, which is also supported by Islamabad 
Afghan Foreign Minister Abdul Wakeel, ir 
a formal statement read over Afghan state- 
controlled radio and television on 11 April, 
hailed the council as "the first and foremost 
step towards . . . termination of the Afghan 
conflict." | 

The biggest threat to the success of the 
UN mediation plan comes from the oppo- 
sition of some mujahideen groups. Al- 
though Tehran has promised the plan its 
backing, the Islamic Unity Party (IUP) — a 
coalition of all nine guerilla groups based 
in fran — set two conditions to its accept- 
ance of the UN plan, in its first formal re- 
sponse to the announced formation of the 
transitional council. The tup declared that 
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the interim council must have a 25% repre- 
sentation of Shia Muslims and that an 
eventual settlement must guarantee resto- 
ration of Shia rights. 

Among the Pakistan-based guerilla 
groups, the Tajik dominated Jamiat-e- 
Islami mujahideen — who control large 
parts of northern Afghanistan — reacted 
adversely to the council proposal. It de- 
clared on 11 April that the mujahideen 
alone should decide the council’s compo- 
sition, that the council’s term should not 
exceed two months and it should be con- 
fined only to law and order duties rather 
than political and diplomatic functions. 

Gulbuddin Hekmatyar's Hizbe Islami, 
the most powerful of the guerilla groups, 
has declared it would not accept any gov- 
ernment formed by a foreign agency. It also 
said that it would reject any administration 
comprising former Afghan king ee 
med Zahir Shah and the communists — 
label all Islamic militants apply to Akai 
President Najibullah’s ruling Watan Party. 

The guerillas’ Pakistani backers are 
similarly divided. Qazi Hussein Ahmad, 
chief of Jamaate Islami — the second most 
important component after the Muslim 
League in the ruling coalition headed by 
Sharif — said the council proposal was 
hatched by the US and is being passed off 
as a UN plan. 

Former Pakistan army chief Mizra 
Aslam Beg says that the UN plan was con- 
ceived in haste and could flounder on two 
obstacles. First, a ceasefire has not been 
ensured before the proposed takeover by 
the council and, second, the council is op- 
posed by powerful guerilla groups. Gen. 


vey and monitoring teams to move freely 
around the country. 

Untac’s concern over the viability of 
its mission has been heightened by a se- 
ries of major military offensives by both 
Phnom Penh government and Khmer 
Rouge forces in northern Cambodia dur- 
ing March. The fighting was described as 
the worst ceasefire violation since the UN- 
SRA ce accord was signed by the 

last October. Scores of 
paren and civilians were killed or 
wounded before Untac was able to ne- 
gotiate a ceasefire and despatch UN in- 
fantry units to the area to monitor the 
truce and the withdrawal of both armies 


to their original positions. 
The also highlighted Untac's 
present lack of military resources. While 


Untac's mission has always been defined 
as monitoring rather than im- 
posing a ceasefire, only a handful of in- 
fantry units have so far arrived in the 
country — though another four battalions 
are due to arrive — next few weeks. A 
further complication is the impending 
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Gul Hameed, former chief of the powerful 
Inter-Services Intelligence agency that ran 
Pakistan's involvement in the Afghan war, 
has also warned against haste and mishan- 
dling of the guerillas, which he said could 
trigger a process that may threaten Pakis- 
tan's own integrity. 

Despite these reser- 
vations, all parties to 
the conflict face strong 
external pressures to 
reach a settlement. The 
collapse of the Soviet 
Union, which created 
independent land- 
locked states in central 
Asia, occurred at a 
time when Pakistan 
was facing a rapid de- 
cline in foreign aid. 

Just as the central 
Asian states want to 
re-open their tradi- 
tional southern route 
to the sea, so Pakistan 
is desperately looking 
to them for trade it 
hopes will take up 
some of the economic 
slack created by dwin- 
dling economic assist- 
ance. No significant 
trade between the central Asian states and 
Pakistan is possible, however, without se- 
cure routes through Afghanistan. 

These routes could be permanently 
blocked off if the fighting continues much 
longer, some Pakistanis fear. This is be- 
cause of the risk that Afghanistan could 


monsoon, which normally lasts from May 
to September. 

In an interview with the REVIEW, 
Khmer Rouge military commander-in- 
chief Son Sen renewed his faction's com- 
mitment to the plan, but he also 
warned that his faction would effectively 
delay implementation of the plan unless 
various objections raised by the Khmer 
Rouge were met. 

Son Sen's main contention is that Viet- 
nam continues to conceal thousands of its 
soldiers in Cambodia. He said that until 
the UN verified and controlled the with- 
drawal of all foreign forces from Cambo- 
dia — as stipulated in the peace agree- 
ment — fighting would continue and 
none of the other terms of the peace 
accord would be effectively imple- 
mented. 

“If we want to have an effective cease- 
fire, if we want free and fair elections in a 
neutral political environment, we can 
only do so after the withdrawal of Viet- 
namese forces from Cambodia," Son Sen 
said. 
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Najibullah: divided response. 


splinter into mutually antagonistic zones 
divided by ethnic, linguistic, regional and 
religious rivalries. 

In anticipation of an Afghan settlement, 
Pakistan signed a deal late last month with 
Tajikistan for the purchase of 3,600 MW of 
electricity, to be carried by transmission 
lines laid across Af- 
ghanistan. Similarly, à 
few months ago Ka- 
zakh leaders talking to 
a visiting Pakistani 
delegation discussed 
deals involving the 
export of significant 
quantities of minerals. 

One indication of 
the way Pakistan is 
now moving was 
demonstrated by Is- 
lamabad's recent sei- 
zure of some Afghan 
guerilla arms dumps 
in Baluchistan and 
the North-West Front- 
ier Province (NWFP), 
which both share bor- 
ders with Afghanistan. 
In government raids 
at Dalbandin and Gu- 
rujungle in Baluchistan 
and Pabbi, Chirat Road 
near Peshawar and Parachinar in the NWFP, 
guerillas guarding arms and ammunition 
depots were told to leave their posts and 
those who resisted were detained, The 
guerilla groups targeted in the raids were 


those se 
UN peace plan. 


The Khmer Rouge has long exagger- 
ated the extent of a Vietnamese military 
presence in Cambodia. Nevertheless, 
while official Untac verification of the 
withdrawal of foreign forces has not yet 
started, senior UN officials acknowledge 
that there is evidence that some Viet- 
namese s forces and military advi- 
sers are still based in Cambodia. 

Perhaps more significantly, broad 
sectors of the population also believe that 
Vietnam continues to conceal troops in 
the country, and still plans to "swallow" 
Cambodia given the opportunity. 

Untac officials, however, contend that 
the Khmer Rouge's primary motive for 
introducing new demands} is to delay the 
peace plan. The longer the peace process 
is held up, this argument goes, the 
greater the erosion of Phnom Penh's grip 
on the countryside. Any delay, therefore, 
furthers the Khmer Rouge's ability to 
promote its influence in rural areas, 
which in turn will help it to gain control 
of the constituent national assembly to 
be voted in under the peace plan. " 


xn as most likely to obstruct the 
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Peking. Seoul move 
closer to full ties 


> Chinese and South Korean leaders 
should visit each other on a regular basis 
in order to improve bilateral relations, 
Chinese Premier Li Peng told South 
Korean Foreign Minister Lee Sang Ock 
on 13 April in Peking, amid growing 
reports that the two countries will soon 
normalise relations. Their meeting 
occurred on the day Chinese President 
Yang Shangkun was meeting North 
Korean President Kim Il Sung in 
Pyongyang to help celebrate Kim's 80th 
birthday. Analysts say this signals China's 
intention of opening ties with Seoul 
despite Pyongyang's objections. In a 
related development, the two countries 
have agreed to exchange Bank of China 
and Korea Exchange Bank offices in each 
other's capitals. 


. US eases embargo 

on Vietnam 

> The US on 13 April modified its 
economic embargo against Vietnam to 
allow the establishment of 
telecommunications links. The State 
Department said: "Our decision . . . is in 
response to positive steps by Vietnam on 
[US military personnel missing in action 
in Indochina] as well as Vietnam's 
continued support of the Cambodia peace 
settlement." The lifting of the 
telecommunications ban is listed in the US 
"road map" for normalising relations with 
Vietnam, along with a reference to 
"[working] cooperatively with other 
countries on a programme to help 
Vietnam eliminate its arrears with the 
IMF." Whether the US will also implement 
the latter step at the IMF interim 
committee meeting in Washington in late 
April is being watched closely. 


Yakuza chiefs rail 
against new law 


> Senior members of Japan's largest 
organised crime groups have protested 
against a new anti-gang law in a series of 
police and Public Safety Commission 
hearings. Masaru Takumi, the second- 
ranking leader of the Kansai-based 
Yamaguchi-gumi, the largest yakuza 
organisation, told commission members in 
Kobe that the new law, which took effect 
on 1 March, violates constitutional 
guarantees of freedom of association and 
choice of profession. Testifying at the 
Municipal Police Department 
headquarters in Tokyo, leaders of the 
Inagawa-kai, the second-largest yakuza 
group, claimed their organisation is 
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devoted to following the "path of 
chivalry" and should not be designated as 
a crime syndicate. 


Japan parliament 

debates peacekeeping role 

> Japan's fiscal 1992 budget of ¥72.218 
trillion (US$547.1 billion) was enacted by 
a conference committee of parliament on 
9 April after being formally rejected by 
the upper house earlier in the day. The 
conference was a formality. Under the 
Japanese constitution, budget bills are 
automatically enacted 30 days after 
passage in the lower house. With passage 
of the budget, parliament has begun 
deliberations on a controversial proposal 
to allow the Self-Defence Forces to 
participate in UN peacekeeping 
operations, which has been stalled since it 
was forced through the lower house last 
November. 
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China denies visas 
to American senators 


> Two US senators who have been 
outspoken critics of Peking’s human- 
rights practices were denied visas for a 
visit to China in mid-April. The Chinese 
told the US State Department that they 
were not rejecting the visa requests, but 
said the timing of the proposed visit was 
“inconvenient.” Claiborne Pell, chairman 
of the Foreign Relations Committee, and 
David Boren, chairman of the Select 
Committee on Intelligence, both leaders in 
the fight to place conditions on the 
renewal of China’s most favoured nation 
trade status, had planned to travel to 
Tibet. Pell has long criticised the Chinese 
administration of Tibet. 
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Taiwan reviews 
human-rights laws 


> The Taiwan 
Government has been 
ordered by President 
Lee Teng-hui to revise ' 
laws that restrict 
human rights and 
political freedoms on 
the island. According 
to the Taipei 
newspaper China 
Times, one of the 
changes would involve the law under 
which anyone advocating independence 
for Taiwan can be charged with sedition. 
At least 10 people have been jailed in 
Taiwan for advocating independence, a 
goal that is anathema to many 
conservative leaders within the ruling 
Kuomintang (KMT). A spokesman for the 
KMT, James Chu, said on 14 April that the 
changes — which Lee wants to 
implement by August — would also 
affect legislation on demonstrations and 
travel by Taiwanese. 





Lee. 


Police blamed for 
Hongkong camp deaths 


> An independent inquiry blamed poor 
police handling for the deaths of 24 
Vietnamese boat people during a riot at 
Hongkong's Sek Kong detention centre on 
3 February. In his report released on 10 
April, Justice Michael Kempster found 
that boat people had been rioting for 
more than an hour before police took 
adequate measures to restore order. His 
13 recommendations to improve 
management of the territory's boat people 
camps included separation of north and 
south Vietnamese and more employment 
and activities for camp residents. 


Britain offers to lease 
Malaysia jet fighters 

> Malaysia has reportedly been offered 
an unknown number of British air force 
Tornado fighter aircraft currently in 
storage under an unusual leasing 
arrangement. According to the latest issue 
of the authoritative London-based Flight 
International aviation magazine, Britain 
offered the Panavia F2 Tornado fighter 
aircraft to Malaysia under a government- 
to-government memorandum of 
understanding covering military sales. 
The leasing offer is understood to extend 
until the European Fighter Aircraft (EFA), 
currently under development, becomes 
available towards the end of the century. 
Malaysia is said to be interested in 
acquiring the advanced EFA. 
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The Mercedes-Benz S-Class. 
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they told me, 
would be in order. 
s-Benz." 





> There comes a point in every man's 
life when his place on the corporate 
ladder demands that he executes 
certain personal financial duties. 
Protecting oneself from the 
uncertainties of life, both natural and 
economic, would certainly figure 
prominently. 
Among the list of priorities, one 
will find that 


responsibility of all. The acquisition of 


most rewarding 
a Mercedes-Benz. 

> And why not? History repeatedly 
proves how sound an investment that 
always turns out to be. 

Recession and the law of capital 
depreciation seem to have but little 
effect on a Mercedes-Benz. 

The timeless qualities of the 
Mercedes-Benz ensure the car not only 
maintains an exceptional performance 
but also an exceptional resale value. 
Even more remarkable, this phenomena 
is true across all models. 

It isn't so inconceivable when you 
consider how the cars are built. 

> They are lavished with unequalled 
attention to the finer details of 
construction and technology. 

In safety, no other car manufacturer 
approaches their exemplary commitment. 

In the most thorough accident 
survey ever conducted, carried out in 
the US by the Highway Loss Data 
Institute, Mercedes-Benz has been 
voted the safest car in the world. 

What could be more reassuring 
than this. 

> That a Mercedes-Benz is both a 
dependable car in which to entrust you! 


financial resources as well as vour life. 
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Mercedes-Benz 


Engineered to move the human spirit 


|: 03-7572422 * NEPAL Deepak Gautam & Co, Hotel Sherpa Building, Durbar Marg, Kathmandu, Nepal. Tel: (1) 227000 + PAKISTAN Shahnawaz Ltd 


1: (021) 200146-50 * PHILIPPINES Commercial Motors Corporation Mercedes Ave., Bo. San Miguel Pasig, Metro Manila ring 
986) Pte Lid 239 Alexandra Road Singapore 0315. Tel: 4733122 * SRI LANKA Diesel & Motor Engineering Co Ltd. 65 Jetawana Road, Dimo House, Colombo 14, Sri Lanka. Tel 
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and the nature of conflicts require innovative reliable 


d A and economically viable responses. 
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of sovereignty, the security of nations. 
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Army divisions 


Reshuffle may spark dissent among senior officers 


Delta town of Danubyu. Late last year, he 
conducted a series of intense campaigns 
against Karen rebels who had managed to 
infiltrate the Irrawaddy Delta region. Se 
veral villages were bombed and thousands 
of people, suspected of having links with 
the rebels, were arrested. Tin Hla's 22nd 
LID earned notoriety when it opened fire 
on unarmed demonstrators 
in Rangoon in August 1988. 





By B srtil Li in: 7 Bangk ok dcr. army Signals Corps chief 


ecent promotions and transfers 
within the Burmese army and the 
appointment of several new minis- 
ters to the cabinet seem to have strength- 
ened the position of the country's power- 
ful intelligence chief, Maj.-Gen. Khin 
Nyunt. 

But as he consolidates his grip on 
power, Khin Nyunt is likely to face mount- 
ing opposition — primarily from army 
commanders who are reported to detest 
the relatively junior general's rapid rise to 
power. In addition, Khin Nyunt basically 
lacks any combat experience, which is ex- 
tremely unusual among senior Burmese 
army officers. 

The issue is becoming a pressing prob- 
lem for Burma, as many members of the 
ruling State Law and Order Restoration 
Council (SLORC) are approaching retire- 
ment age and a younger generation of 
military officers begin to manoeuvre for 
power in Rangoon. 

The first old-timers to go were navy 
chief Rear-Adm. Maung Maung Khin and 
the head of the air force, Lieut-Gen. Tun 
Tin. They were replaced on 6 February by 
two younger Khin Nyunt loyalists, Rear- 
Adm. Than Nyunt and Maj.-Gen. Thein 
Win. Another hardliner close to Khin 
Nyunt, Brig.-Gen. Myint Lwin, is already 
chief of Burma's military police. 

When the Burmese Government was 
expanded during the first three months of 
this year, the same trend could be dis- 
cerned. The new information minister, 





AUSTRALIA 


A plague on 
both houses 


Voters in the federal seat of Wills, va- 
cated by former prime minister Bob 
Hawke earlier this year, delivered a slap 
to both the Australian Labor Party 
and the rival Liberal-National Party coa- 
lition and turned instead to a local foot- 

It was the first time since the seat was 
created in 1949 that voters had returned 
a non-Labor member. The by-election 
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Brig.-Gen. Myo Thant, also 
serves as the main liaison 
officer between Khin Nyunt 
and the drug warlords in 
the northeastern district of 
Kokang. Further, the new 
Minister of Social Welfare, 
Relief and Resettlement, 
Brig.-Gen. Thaung Myint, is 
a prominent member of the 
Border Areas Development 
Committee which super- 
vises activities in the north- 
eastern frontier region. 

Observers also note the 
rise of other prominent 
hardliners, notably former 
Southwest Region commander Maj.-Gen. 
Myint Aung, who has become the army's 
adjutant-general, minister of agriculture 
and a member of the SLORC. His former 
military post went to Brig.-Gen. Tin Hla, 
who until his promotion was commander 
of the 22nd Light Infantry Division (LID). 

Myint Aung was promoted at the ex- 
pense of Lieut-Gen. Aung Ye Kyaw, who 
was retired from his post as adjutant-gen- 
eral. At the same time, another army ve- 
teran and former minister of forests, agri- 
culture and fisheries, Lieut-Gen. Chit Swe, 
had to give up part of his ministry to Myint 
Aung. Chit Swe is now only in charge of 
the diminished Forestry Ministry. 

Myint Aung came to prominence in 
January 1989 when his troops confronted, 
and almost opened fire on, opposition 
leader Aung San Suu Kyi in the Irrawaddy 


was the first major test for Hawke's suc- 
cessor, Paul Keating, and his "One Na- 
tion" blueprint for government. Both 
were rejected out of hand and Labor's 
primary vote was slashed by 20%. 

Phil Cleary, the football coach who 
ran as an independent, took more than 
34% of the primary vote. Labor polled 
29% and Liberal 27%. Wills is a manu- 
facturing seat in southern Victoria. Both 
the state and the seat have been badly hit 
by Australia’s worst recession in 60 
years, for which many voters still blame 
Keating, Hawke's treasurer in 1983-91. 
Unemployment in Victoria stands at over 
11%, In Wills it is over 20%. 

The by-election was bruising for Lib- 
eral leader John Hewson, who had cam- 
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Ohn Gyaw: civilian. 


Both Myint Aung and Tin 
Hla are considered close to 
Khin Nyunt 

In order to conceal the 
hardline character of the 
new cabinet, a number of 
“civilians” were also in- 
cluded — though analysts 
point out that several of 
them are actually retired 
army officers. Newly ap- 
pointed Energy Minister 
Khin Maung Thein is a 
former lieutenant-colonel 
who used to be the director 
of Burma's defence indus- 
tries, while Industry Minis- 
ter Than Shwe is a retired colonel who also 
formerly worked for the defence industries. 

Win Sein, the new transport and rail- 
ways minister, is another former colonel 
and one-time tactical commander of the 
99th LID. At present there are only three 
genuine civilians in the enlarged, 22-man 
cabinet: Foreign Minister Ohn Gyaw, 
Communications Minister Soe Tha and 
Minister for Construction Khin Maung Yin 

Although it is far too early to talk about 
overt opposition to Khin Nyunt and his 
inner circle of hardliners, analvsts em- 
phasise that conflicts are bound to erupt 
when the time comes for ailing SLORC 
chairman Gen. Saw Maung to retire. In 
terms of seniority, his deputy Gen. Than 
Shwe (no relation to the new industry 
minister) will automatically assume the 
post of SLORC chairman as well as com- 


paigned heavily on his "Fightback" 
package, a strategy for government that 
embraces a new tax. The 
Liberal primary vote fell 8% on the 1990 
result. 

The outcome was far more immedi- 
ately ominous for Keating. Keating's 
primary pitch in his first few months of 
office — his criticisms of the British and 
his rhetoric on republicanism — have 
been designed to appeal emotionally to 
Labor grassroots. The Wills setback sug- 
gests Australians are no longer as inter- 
ested in such rhetoric. They want jobs, as 
promised in Wills by a football coach. 
But as one of only two independents in 
the federal parliament, he is in no posi- 
tion to deliver them.  & Jacqueline Rees 
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mander-in-chief of the defence forces. 

"There's no love lost even between Gen. 
Than Shwe and Khin Nyunt,” one analyst 
said. Than Shwe, a former post office clerk 
from Kyaukse in central Burma, joined the 
army at the age of 20 in 1953 and became 
an instructor at the Burma Socialist Pro- 
gramme Party's ideological training centre 
a year after the first military takeover in 
1962. 

Like Saw Maung, Than Shwe is of the 
old school of army commanders who re- 
sent the brash, swashbuckling ways of 
Khin Nyunt and his coterie of younger of- 
ficers. He took over the defence portfolio 
from Saw Maung on 20 March, leaving the 
SLORC chairman only as prime minister in 
the cabinet. 

Than Shwe’s present post as deputy 
chairman should go to army chief-of-staff 
and second secretary of the SLORC, Maj.- 
Gen. Tin Oo. However, a Rangoon-based 
observer said such an appointment would 
be unacceptable to Khin Nyunt. Tin Oo 
was indirectly accused of corruption when 
Khin Nyunt lashed out against business 
ventures closely connected with the army 
chief in a speech on 21 May 1991. 

Another army officer known to be at 
loggerheads with Khin Nyunt is the 
Myitkyina-based northern commander, 
Maj.-Gen. Kyaw Ba, a Christian from the 
Kayah (Karenni) national minority. Kyaw 
Ba has complained about the activities of 
Khin Nyunt's intelligence apparatus in his 
command area on numerous occasions and 
demanded, albeit in vain, that he be in- 
formed before Rangoon sends up its agents 
to the north (REVIEW, 24 Oct. '91). 

Brig.-Gen. Maung Hla, secretary of the 
army and member of the SLORC since 29 
January, is another officer who may find 
himself at odds with Khin Nyunt. Maung 
Hla gained some distinction within the 
military by planning a series of offensives 
against ethnic Karen rebels along the Thai 
border. However, some analysts believe 
Khin Nyunt may blame Maung Hla for 
failing to capture the Karen rebel strong- 
hold of Manerplaw in time for Armed 
Forces Day on 27 March. 

To counter Than Shwe's influence, and 
to stall the rise of Tin Oo, military analysts 
suspect Khin Nyunt is likely to promote 
his close ally Myint Aung even further. 
"Khin Nyunt is preparing for the future. 
He knows he's the only officer who has 
direct access to [strongman] Ne Win. But 
Ne Win will turn 81 in May and once he's 
gone, the opposition against Khin Nyunt 
will undoubtedly grow stronger. He needs 
more direct influence over the army, and 
that’s why he's now promoting his own 
men," a Rangoon-based analyst said. 

Many observers see Myint Aung as a 
possible Khin Nyunt-sponsored candidate 
for the post as army chief once Saw Maung 
has retired and the real power struggle be- 
gins in Rangoon. i 
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PHILIPPINES 1 


Shaky foundations 


Local bosses may let down presidential candidates 


By Rigoberto Tiglao on Panay island 


common view in Manila is that the 
A: victor in the May presidential elec- 

tions will be the candidate who can 
persuade the largest number of local politi- 
cal bosses to mobilise their vote-gathering 
machines on behalf of the party’s national 
standard-bearers. 

That could be an incomplete, even mis- 
leading, picture, at least in the four prov- 
inces of Panay island in the Visayas region. 
Here, front-running presidential candidate 
Ramon Mitra's Laban ng Demokratikong 
Pilipino (LDP) and President Corazon 
Aquino's "anointed" candidate Fidel 
Ramos indeed have their 
organisations in place. Both 
candidates, in fact, have 
announced complete slates 
for elected posts in most of 
the four provinces, from 
governors and congres- 
sional representatives 
down to municipal mayors 
and provincial councillors. 

There is a major prob- 
lem, however. Ramos and 
Mitra are relying on pa- 
tronage networks, built up 
over decades and even 
generations, whose alle- 
giance is to the local candi- 


Faith and 
favourites 


By Frank Jiang in Manila 





Villareal: Cojuangco's man. 


The powerful Roman Catholic Church's 
influence over government officials may 
soon be yielding some ground to "born- 
again" Christians, if the 11 May election 
campaign is any reflection of the growing 
strength of Philippine evangelicals. 
Although the Commission on Elec- 
tions does not gather data on candidates' 
i affiliation, both the Philippi 
Council of Evangelical Churches ) 
and Charis Publishers, an evangelical- 


inspired lishing company, estimate 
that four born-again tes are run- 
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dates who initially created and now "own" 
them. What is uncertain is whether they 
will also campaign for them in the presi- 
dential elections. In contrast, forme 
Marcos ally Eduardo “Danding” Co. 
juangco appears to have in place a well 
funded organisation loyal to him and spe 
cifically designed to deliver votes for his 
presidential candidacy. 

The reason why local patronage net 
works may not perform as expected is tha! 
contests for local electoral posts have be 
come too intense to allow regional bosse: 
to pay attention to the presidential anc 
vice-presidential contests. If Panay is typi- 
cal of the nation, the countrywide network: 
of both the LDP and Ramos 
Lakas ng Edsa-National 
Union of Christian Demo- 
crats (Lakas-NUCD) may 
thus not be as formidable 
as they seem. 

LDP media director 
Lupita Aquino-Kashiwa- 
hara concedes that some of 
her party's local leaders are 
working only for their own 
candidacies. She claim: 
that this is because they are 
still not fully organised 
"Wait until the last twc 
weeks [of April], when 
the machinery moves for 
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posed ri power Ferdinand Marcos. 
While other statistics suggest their num- 
see them as the beginnings of a new po 
litical force. “The Catholic Church is 
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Mitra,” she told the REVIEW. 

However, there seems to be a deeper 
problem: the orthodox political paradigm 
that sees parties competing across the 
board in a national electoral contest does 
not seem to work in the Philippine case. 

“The country does not really have a 
multi-party system, any more than it had a 
two-party system during the pre-martial 
law period," says political scientist Fran- 
cisco Nemenzo, who is also chancellor of 
the University of the Philippines in 
Visayas. "Rather, it is a system of political 
clans, built up through years of patronage 
by families . . . The leader of one clan will 
shift from one party to another for his po- 
litical advantage, taking with him his entire 
organisation." 

The fallacy of basing a candidate's 
strength on local political leaders' support 
is starkly illustrated in Capiz province. 
Here Aquino herself has boasted of per- 
suading two traditional arch-rivals, the lo- 
cal Liberal and Nacionalista parties, to 
form à coalition to support Ramos. That is 
only a half-truth. 

While Aquino's Executive Secretary 
Franklin Drilon brokered a deal with the 
two parties, offering them national gov- 
ernment funds in return for endorsing 
Ramos as the coalition's presidential can- 
didate, that support has gone only as far as 
the billboards displaying the coalition's 
official slate in town plazas. Liberal Party 
(LP) matriarch Judy Araneta-Roxas told the 
REVIEW that there was no agreement with 
Drilon that would prevent anyone in the 
group campaigning for their own party's 
standard-bearers. 

“I’m not even clear who we are sup- 

to support for the vice-presidency. 
The LDP’s [Marcelo] Fernan is the choice of 


all of them are or have been fundamen- 


talist preachers, and in some cases 
Crisologo, a former power broker - 


from Ilocos Sur in north Luzon, heads the 
Loved Flock charismatic group, with a 
nationwide television audience of 2 

Orosa, a banker by train- 
ing, says he was "awakened" in 1980, and 
has since become a televangelist on Body 
of Christ, with a 3-million-strong audi- 
ence. 

The other candidates are generally 
clustered in the provinces adjoining 
Metro-Manila — Cavite, Rizal, Bulacan, 
Batangas and Bataan — where born-again 
churches, largely funded from the US, 
have made the greatest inroads. 

What is uncertain is whether evan- 
 gelicals will form the kind of unified 
voting bloc necessary to be a genuine 

litical force. Carroll points out that 





have not been known 
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many of our group,” Na- 
cionalista Party (NP) local 
legal counsel Eduardo 
Alajar noted. The LP candidate for con- 
gressman Gerardo Roxas says: "In memory 
of my father and grandfather [two former 
pillars of the party] I'll vote for [LP stand- 
ard-bearer Jovito] Salonga, and just tell my 
leaders to vote for whoever they choose." 

The real reason for the coalition — 
which the Lakas-NUCD has been trying to 
project as a breakthrough in support of 
Ramos — is the urge for self-preservation 
of the province's two main clans. These are 
the Roxas clan, once the nucleus of the LP, 
and their traditional arch-rivals the Belo 
and Dinglasan-Consing clan of the NP. 

To improve their candidates’ chances 
the two clans neatly divided up the elec- 


for their unity in the past.” What could 
doom the born-again 
are its 2,000 autonomous Christian 


movement 


ubere no real central 
D os 


the Catholic Church, which avoids 


litical , a large 


backing po organisations 
number of individual fundamentalist 
chaos de openly Supports: their cmn- 


co aet cds oer 
for his 
s head- 


is adjacent to the Loved Flock 


quarters 

church. A group of fundamentalist 
churches, however, has yet to back any 
single candidate. Nevertheless, the idea of 
overtly linking church and politics has 


raised any comment in a country 


barely 
where the Catholic Charest has long 
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tive posts in the province so they could - 
concentrate their forces against the LDP and 
Cojuangco's Nationalist People's Coalition 
(NPC). 

The LDP's claim to have built up a 
strong political machine in Capiz because 
its candidates are mainly incumbent politi- 
cians seem almost equally illusory given 
the weak local machines of the people in- 
volved. On the other hand, Cojuangco's 
NPC machine seems to be dedicated not 
only to the local candidates" campaigns, 
but also to the presidential standard-bearer. 

This is for an unusual reason. The local 
Cojuangco leader is Gabriel Villareal, the 
presidential aspirant's legal counsel and 
spokesman. While the 39-year-old lawyer 
could have remained on Cojuangco's na- 
tional campaign staff, Villareal chose to run 
in Capiz. 

The irrelevance of party allegiances and 
local leaders' lack of interest in campaign- 
ing for national candidates is starkly illus- 
trated in Iloilo province, where Ramos’ 
Lakas-NUCD claims to have a powerful 
machine working for it with a slate includ- 
ing incumbents in four out of the five con- 
gressional districts. 

However, all four are LP stalwarts who 
only joined Lakas-NUCD in March. In a 
province where the LP’s glory days before 
the imposition of martial law are still re- 
membered — especially by ageing ward- 
leaders who are fiercely loyal to the party 
— the Lakas-NUCD’s local leaders seem 
unlikely to campaign for Ramos. The only 
national candidate they are actively sup- 
porting is Mitra’s vice-presidential running 
mate Fernan, who was an LP leader before 
joining the LDP. 

In the case of the LDP, claims to a strong 
organisation based on the support of in- 


tinct ad Since it is unlikely vot- 
ets vill wart ail M clots on Qe sb 
ballot, name recognition will play a cru- 
cial role. Analysts say the typical voter 
will only enter five or six names on the — 
ballot and that 3 million votes, out of 30 d 


cal surge, says PCEC head Aai 
Vencer, is a shift of emphasis from 
to secular con- 


evangelicals 
politics was a dirty word," he says. 
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cumbent governor Simplicio Grino could 
turn out to be a dud. Grino, who is 
running for re-election as the LDP guber- 
natorial candidate, is not a traditional 
politician, having been an insurance com- 
pany executive until he was drawn into 
politics during the anti-Marcos struggle. 
He lacks his own political clan, though he 
has the backing of the organisation of 
Narciso Monfort, who is running for 
senator. 

In contrast, Cojuangco's local machine 
in Iloilo appears to be geared mainly 
towards his own candidacy — itself 
reflecting his "bossism" style in creating 
organisations fiercely loyal to him. That 
Cojuangco has given priority to the 
province — which has 750,000 voters — is 
emphasised by the fact that his daughter 
Lisa now lives in Iloilo City, where she 
meets local leaders as her father's repre- 
sentative. 

Cojuangco's local leader is Conrado 
Norada, who had been governor from 1971 
to 1986 and whom sources claim controls 
the vast patronage network and financial 
resources developed by sugar-industry 
monopolist Roberto Benedicto under mar- 
tial law. Norada denied the claim, telling 
the Review that he has not seen Benedicto 
since 1986. 

Despite Norada's network, Cojuangco 
has no candidates for mayor of Iloilo City 
nor any of the five congressional districts. 
Rather than indicating a weakness in 
Cojuangco's machinery, this reveals what 
one source described as the presidential 
candidate's Machiavellian strategy — one 
based on exploiting local rivalries. 

By fielding no candidates for the five 
congressional districts, Cojuangco's politi- 
cal campaigners are reported to have been 
able to strike deals with the candidates of 
the LDP and the Lakas-NUCD. 

While Panay may be unique, its politics 
could illustrate some of the key dynamics 
of the May presidential elections. Broadly, 
the pattern is that political leaders taken 
under the wing of the LDP and the Lakas- 
NUCD are not campaigning for the parties' 
national candidates, but are instead con- 
centrating on winning their own cam- 
paigns. By contrast, Cojuangco's strategy 
has not been to build an umbrella organi- 
sation; rather he has reproduced in Panay 
his personality-oriented organisation in 
Central Luzon. 

The walls of Cojuangco's obviously 
well-funded NPC offices in Panay are cov- 
ered with "Mao"-type poster-sized photo- 
graphs of the candidate — unlike those of 
the LDP's and Lakas-NUCD's headquarters, 
which conspicuously lack pictures of Mitra 
and Ramos. A "war-room" in the NPC's 
Iloilo headquarters monitors each of the 
province 46 municipalities in terms of the 
campaigners' assessment of how many 
residents will vote — not for the local 
candidates, but for Cojuangco. E 


MALAYSIA 


Centre of attention 


Government musters resources against Kelantan 








By Michael Vatikiotis in Kota Bharu 
nyone watching Malaysian televi- 
sion news on the eve of the Muslim 


A Aidil Fitri holiday earlier this 


month might be excused for thinking that 
the state of Kelantan was a strange and 
foreign land, ruled by an extravagant 
monarch and on the verge of Islamic 
statehood. 

No less than three news stories con- 
cerning Kelantan rated top headlines in the 
normally quiet period in the run-up to the 
holiday. The Sultan of Kelantan's seizure 
of an Italian luxury sports car from the air- 
port before paying import duties shared 
top-billing with a Supreme Court decision 
to restore two members of Kelantan's state 
assembly who had forfeited their seats for 
defecting from the opposition Semangat '46 
Party to the United Malays National Or- 
ganisation (Umno). 

Following closely on the heels of the 
court decision came a warning from the 
federal government to the Islamic Party 





The sultan gathers 'critical' support. 


(Pas) in Kelantan not to contemplate intro- 
ducing Islamic criminal law, known as 
huddud, which prescribes the severing of 
hands or stoning for convicted thieves and 
adulterers. Kelantan's Chief Minister Nik 
Aziz Nik Mat has advocated the introduc- 
tion of huddud law in the state. 
Confronted by this barrage of negative 
publicity, officials of Kelantan's Pas gov- 
ernment had to admit that Umno had suc- 
ceeded in pulling off a media coup. The 
barrage of stories came on the eve not just 
of the Muslim holiday, but the start of 
campaigning in the neighbouring state of 
Trengganu, where a by-election on 21 April 
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in the Bukit Payung constituency will de- 
cide whether Pas retains its slim majority 
of 17 against the ruling National Front. 

The election was called after a court 
determined the 1990 result null and void 
because an election officer allowed a 
woman to vote on behalf of her husband. 
A political analyst cast doubt on Pas' abi- 
lity to hold on to its majority because of the 
likely concentration of resources on the 
election by the National Front. 

A victory for Umno's candidate in Bukit 
Payung is likely to see the government 
celebrate more than just another by-elec- 
tion triumph. There has been considerable 
concern within Umno about Pas' strength 
in Trengganu, and fears of a domino effect 
should the party gain any more ground in 
the state. Like Kelantan, Trengganu is pre- 
dominantly Malay and Muslim. 

To help reduce the odds, Umno is turn- 
ing up the heat on neighbouring Kelantan. 
Within the past month, Prime Minister 
Datuk Seri Mahathir Mohamad and 
Deputy Prime Minister Ghafar Baba have 
visited Kelantan to rally support for Umno. 
But some party strategists worry about the 
negative backlash of concerted attacks 
against the state government and the ruler. 

The Muslim holiday allowed the sultan, 
who controls all the mosques, to rally the 
population behind him with sermons indi- 
rectly criticising the government. A Hari 
Raya open house at his private residence in 
Kota Bharu attracted over 4,000 people. 

Already angered by the perceived slur 
on the dignity of their ruler, many 
Kelantanese were cynical about the court 
decision restoring the two state assembly- 
men. "They are calling these two repre- 
sentatives of the court rather than of the 
people, remarked one local politician. 
Umno claims two more state assembly- 
men are ready to join their party, but after 
gauging the popular mood in the state, a 
local Umno politician admitted: “They may 
join Umno, but not their followers." 

Meanwhile, the Pas state government is 
preparing several options to counter the 
move, which Umno says could nullify all 
state legislation passed in the assembly 
while the two were barred from their seats. 
However, Pas is less certain about how to 
combat federal government charges that it 
is seeking to introduce huddud laws. 
"Umno is very clever," said one Pas offi- 
cial. “A good Muslim cannot deny the 
huddud laws. They are stated in the Koran. 
The question is, can they be imple- 
mented?" a 
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CHINA 


Under licence 


Deng blesses Guangdongs economic reforms 





has stood apart from the rest of 

China due to its leaders’ willingness 
to let people get on with the business of 
making money. The price paid by the pro- 
vincial authorities to secure that flexibility 
was rhetorical homage to Peking's line — 
plus billions in revenue for the cash-short 
central treasury. 

But a series of events over the past few 
months has caused the tether binding 
Guangdong to the centre to fray to an un- 
precedented degree. The first was in late 
January, when supreme leader Deng 
Xiaoping held up Guangdong as a model 
for the whole country during a 10-day 
swing through the province's booming 
towns and special economic zones (SEZ). 

The second came during the recently 
concluded National People's Congress 
(NPC), when Deng's allies rebuffed Premier 
Li Peng's more conservative vision of eco- 
nomic growth. "The leadership in 
Guangdong is euphoric," a foreign ob- 
server in Canton said. 

Provincial officials did not wait long to 
test their new room for manoeuvre. Even 
before the NPC ended on 3 April, the top 
leadership in Canton launched a series of 
meetings to overhaul their earlier — and 
markedly cautious — growth forecasts. 

While new targets have yet to be an- 
nounced, a senior Planning Commission 
official told the REVIEW that the revised 
forecast for industrial output value would 
be lifted by at least 50%, to 15% a year for 
the rest of the 1990s. Barely a month ago 
other officials said growth would average 
a mere 10% a year — though such state- 
ments tended to be followed by a meta- 
phorical wink. 

“It’s much easier to talk about high 
growth now," said the official, without 
winking. The new numbers still remain on 
the low side, though less laughably so. Last 
year, for example, industrial output rose 
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27%, and analysts predict that it will in- 


crease by up to 35% this year and next. 

In another sign of the changing relation- 
ship between the provincial and central 
governments, a high-ranking official of the 
Guangdong Commission for Foreign Eco- 
nomic Relations and Trade, visiting Hong- 
kong for the opening of a provincial trade 
fair, said on 6 April that Peking would 
soon despatch a delegation to Canton to 
discuss a widening of Guangdong's au- 
tonomy from central control. Commission 
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vice-director Zhang, Lie told 
the REVIEW that such a loos- 
ening of control was neces- 
sary for Guangdong to carry 
out Deng's orders. 

In any event, most pro- 
vincial officials seem too im- 
patient to await the findings 
of a central government 
work team. While the pro- 
vincial authorities began 
talking about a 17-point re- 
form plan in early April, 
vice-governor Lu Ruihua 
told Hongkong's Ming Pao 
newspaper that the pro- 
gramme had already been 
sent down to local governments for imple- 
mentation. 

Among a long list of initiatives that had 
been blocked by resistance in Peking, one 
involved letting foreign banks set up 
branches in Canton. 

Another point was for Canton to have 





Deng: model province. 


its own stock exchange, a privilege that 
has so far been granted only to Shen- 
zhen and Shanghai. Yet some analysts 
remained sceptical that this would hap- 
pen soon. More likely, state-owned com- 
panies in other parts of Guangdong 
would be permitted to list on one of the 
two existing bourses. 

Barring yet another 
turnaround in political for- 
tunes in Peking, Guang- 
dong's new prominence as a 
model for the whole country 
seems certain to speed the 
province’s economy away 
from domination by the 
state-owned sector. The 
transformation has already 
been profound. 

In 1978, for example, state 
enterprises accounted for 
73% of industrial output, 
while collective units ac- 
counted for the rest. By 1990, 
however, the state sector's 
share had fallen to 35% and 
collective enterprises had slipped to 27% 
of industrial output. By contrast, real 
growth had come from foreign-invested 
and private companies, whose share of 
industrial output has risen from a zero 
base in 1978 to 5% in 1985 and 38% in 
1990. " 
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~~ By Susumu Awanohara in Washington and - 
A Louise do Rosario in Tokyo 


he Japanese Government is not 

amused by the international atten- 

| tion that is being suddenly focused 

. on its long-standing plan to start shipping 

home large quantities of reprocessed plu- 
tonium from France. 

The Japanese have dreamed of an effi- 
cient “nuclear fuel cycle,” using plutonium 
instead of enriched uranium for nuclear 
power generation, which now accounts for 
a quarter of their energy supply. The plu- 

: tonium would come from the large and 
4. growing amount of spent Japanese ura- 
. nium fuel, reprocessed in Britain and 
© France and later also in Japan, and would 
^: fire fast-breeder reactors that create more 
. plutonium fuel as they consume it. 

-. The idea makes eminent sense to the 
Japanese, always insecure about their near- 
otal dependence on imported energy. The 
JS has been consulted fully by Japan and 
approved the plan until now. 

- But just as Japan is preparing to receive 
~ the first major shipment of plutonium — 
< about 1 tonne — from France and has 
~ commissioned a lightly armed ship of the 
"Maritime Safety Agency as escort for the 
controversial cargo, concerns and objec- 
“tions are being raised by critics. (A one- 
- time shipment of 250 kg of plutonium, also 
from France, was made in the mid-1980s 
; under heavy US and French naval guard.) 
* The Japanese are expecting to take back 
./"more than 30 tonnes of reprocessed pluto- 
- nium from Europe in the next decade. 

. In early April, ECO Engineering, a firm 
‘of maritime safety experts, issued a report 
-warning that the Japanese plan to transport 
‘plutonium from France posed a serious 
environmental risk to major sea lanes and 
ports along the way. ECO Engineering's 
. report said the plutonium containers to be 
used by the Japanese were not guaranteed 
to withstand fire, collision, immersion or 
ittacks at sea. There was also the threat the 
‘argo might become the target of terrorists 
or rogue governments. 

Then in mid-April, an official of the In- 
ernational Atomic Energy Agency (IAEA) 
uggested that Japan should place the plu- 
onium stockpiles under international cus- 
ody, rather than keeping them in Japanese 
tands. This proposal is at least in part po- 
ditically driven. The agency apparently 

ears that other countries with nuclear am- 
tions, notably North Korea, could use the 
apanese precedent to insist that they 

































econd thoughts 


Neighbours question plutonium plan 


should have nuclear reprocessing facilities 
and plutonium stockpiles. 

In fact, the North Korean Government 
and some South Korean commentators 
have begun questioning Tokyo's plans to 
have both even while it insists, along with 
the US, that Pyongyang renounce them. 
The North Korean ratification of the 

agreement to submit to IAEA inspection of 
nuclear facilities was particularly wel- 
comed by Japanese officials, who had 
feared that Pyongyang might use Japanese 
plutonium stockpiling and reprocessing as 
an excuse for continued intransigence. 

Apart from doubts about the security of 
plutonium shipments and the problem of 
setting precedents, critics point to the much 
increased relative cost of plutonium re- 
processing — which makes uranium-based 
nuclear power generation more efficient — 
and the temptation which the plutonium 
stockpile would provide the Japanese to 


FAR EASTERN ECONOMIC REVIEW 


develop their own nuclear weapons. 

Japanese officials are particularly in- 
censed at the last suggestion and invoke 
the experience of Hiroshima and Nagasaki 
to dismiss the notion that Tokyo would 
develop nuclear weapons. One Japanese 
Embassy official blames "people like 
[former US secretary of state] Henry 
Kissinger” who insist that Japan as eco- 
nomic superpower will inevitably become 
a political/military superpower as well, 
acquiring nuclear weapons along the way. 

Japanese officials seem to believe that if 
they earnestly explain Japan's position, the 
world will understand and accept it. That 
may be optimistic. For the moment, the US 
Government is "satisfied with the [pluto- 
nium shipment] plan and will continue to 
work with the Japanese to ensure its full 
implementation," according to a State De- 
partment spokeswoman. 

But a senior US official says that the 
Japanese must understand that the world 
has changed since the days when Japan 
first formulated the nuclear fuel cycle plan. 

"There's a big surplus of yellow cake 
[uranium] and plutonium poses a real pro- 
liferation threat," he savs. The official fears 
that Japan-bashers in the US would try to 
exploit the issue, making the Japanese de- 
fensive and adamant. 8 
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Fundamentalist fallacy 


n the weeks following the military 

coup in Algeria that robbed the Is- 

lamic Salvation Front (FIs) of an elec- 

tion victory that many saw as inevi- 
table, the term “Islamic fundamentalism,” 
has regained prominence in the main- 
stream international media. 

As a description of the Fis and of simi- 
lar Islamic movements elsewhere, the term 
is totally inaccurate and misleading. It is 
used by the mainstream media and by 
powerful vested interests in the West and 
in the Muslim world for certain ulterior 
political and ideological motives. 

“Fundamentalism” is a word that was 
transferred to West Asia from the US in 
the late 1970s to describe the very signifi- 
cant Islamic component in the protest 
movement against the late Shah of Iran. 

In its original sense, fundamentalism 
was the ideology or outlook of certain US 
Protestant Christians in the early part of 
the century who insisted upon strict ad- 
herence to traditional, orthodox tenets. 
They believed the Christian scripture was 
free of error and were opposed to liberal- 
ism and modernity. In their teachings, they 
emphasised personal salvation as a way of 
redeeming the purity of the faith. 

If believing that one’s scripture is free 
of error is one of the main criteria of fun- 
damentalism, then almost all Muslims are 
fundamentalists. For the Koran, from the 
Muslim point of view, is flawless: it is the 
word of God. Yet, the term “fundamental- 
ist” is used to describe only certain types 
of Muslims. 

Even these “fundamentalists” — con- 
trary to popular opinion — do not insist 
upon strict adherence to traditional, or- 
thodox tenets. Ayatollah Khomeini, the 
leader of the Iranian revolution and the 
world’s best known “fundamentalist” until 
his death in 1989, created a constitution for 
his country which was essentially quite 
different from the Constitution of Medina 
of the Prophet Muhammad — the consti- 
tution traditionalists often eulogise as the 
model for an Islamic state. 

Nor do “fundamentalists” reject every- 
thing in liberalism and modernity. In Al- 
geria, important leaders within the FIS are 
firmly committed to freedom of expression, 
the independence of the judiciary and the 
rule of law — ideas the West associates 
with the liberal tradition. But these are 
ideas which are also integral to Islamic po- 
litical and legal thought. Similarly, the Fis 
has not expressed opposition to science 
and technology, the hallmark of modern- 
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By Chandra Muzaffar 


ity. Other “fundamentalist” groups like the 
Ikhwan-ul-Muslimin of Egypt, the Pales- 
tinian movement Hamas and Pakistan's 
Jamaat-e-Islam are also positively inclined 
towards science and technology, though 
they would like to see them developing 
within an Islamic value-system. 

Most important of all, "Islamic funda- 
mentalists" — unlike the earlier Christian 
fundamentalists — are passionately de- 
voted to social transformation, not just per- 
sonal salvation. Changing political, eco- 
nomic and cultural structures in order to 
create a just, compassionate society guided 
by a Koranic worldview is at the top of 
their agenda. That is why Khomeini mobi- 
lised the Iranian masses to destroy not only 
the Shah's power but also 
US and Western domi- 
nance over Iran. 

This does not mean 
there are no similarities 
between Muslim and 
Christian fundamental- 
ists. In their rigid ap- 
proach to rites, rituals 
and rules, especially 
those pertaining to the 
individual, there is some 
affinity. But the differ- 
ences which separate 
them are far more crucial 
than the similarities 
which unite them. 

Indeed, Christian fun- 
damentalists of the past, 
and perhaps even the 
present, have much more 
in common with certain 
other groups in the Mus- 
lim world which the me- 
dia and the West seldom 
characterise as "funda- 
mentalist." The ruling 
elite in Saudi Arabia, for 
instance, has a deep at- 
tachment to orthodoxy. It 
is so conservative that it 
has barred women from public life and 
denied them the most basic political and 
civil rights and responsibilities. 

The hidebound conservatism of the 
Saudi elite reveals itself even more clearly 
in its negative attitude towards the social 
and political role of Islam. Islam is not 
seen as a channel for social transfor- 
mation which will enhance the dignity of 
the human being. Human dignity, like 
social justice, is central to the Koranic 
message. But the Saudi elite fears mean- 
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ingful, fundamental social change. 

This explains why the elite, and the reli- 
gious authorities who support it, have 
projected Islam as a doctrine concerned 
largely with personal piety and individual 
morality. This, more than anything else, 
establishes the similarities between early 
20th century Christian fundamentalism 
and late 20th century Islamic conservatism. 

Yet, neither political leaders nor aca- 
demics nor the Western media has seen fit 
to label as "fundamentalist" the conserva- 
tive, orthodox, traditional Islam the Saudis 
adhere to. This is because the Saudi elite is 
one of the closest allies of the US and Brit- 
ain in West Asia. For more than four dec- 
ades, this elite has faithfully preserved and 

" perpetuated Western 
economic interests in the 
region. 

While the Saudi elite, 
more fundamentalist (in 
the original sense of the 
term) than most other 
governments in the re- 
gion, is carefully shielded 
against opprobrium, the 
West has gone to great 
lengths to stick the odi- 
ous “fundamentalist” la- 
bel — and its attendant 
negative connotations — 
upon Muslim states and 
movements opposed to 
Western domination. 
Thus, the Iranian leader- 
ship is “fundamentalist,” 
and so is Fis, Hamas and 
the Ikhwan-ul-Muslimin. 
What makes all of them 
“fundamentalist” in the 
eyes of the West is their 
determination to resist 
Western hegemony and 
to protect their inde- 
pendence and integrity. 
But this truth is cleverly 
concealed from the pub- 
lic. Instead, the Western media projects 
these “fundamentalists” as insane bigots 
and violent fanatics and terrorists. They are 
the new enemies of Reason and Enlight- 
enment which the West embodies. As in 
the past, the fear this generates is manipu- 
lated to ensure that the few among the 
“civilised world” continue to monopolise 
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power, wealth and knowledge. " 


Chandra Muzaffar is à Malaysian scholar, au- 
thor and human-rights activist. 
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On a very long journey, Cathay Pacific believe 
it is always preferable to take the Rolls. 
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Dynamics of despair 


Poverty condemns minorities to margins of society 


By Murray Hiebert in Sapa and Pleiku 


anoi's six-year free-market reform 
H programme has so far brought few 

benefits to Tan Sanmay, a Dao mi- 
nority woman who farms on the steep 
mountain slopes of Lao Cai province near 
Vietnam's border with China. The 53-year- 
old grandmother says the biggest change 
brought by the reforms is that the village 
cooperative, set up in the heady days of 
the communist party’s march towards so- 
cialism, has been abandoned. 

What little cultivatable land there is in 
Ta Phi village has been divided among in- 
dividual families but, with the demise of 
the cooperative, farmers no longer have 
access to government-subsidised fertiliser 
to boost their output. Sanmay, who is illite- 
rate, is not sure how much land her family 
farms, but she estimates her plot produced 
enough rice last year to feed her family of 
nine for eight or nine months. 

Sanmay, who like most minority 
women works 14 to 15 hours a day in the 
fields and caring for her family, moved to 
Ta Phi when she got married at 15. “After 
that I gave birth to a child ev ery year, or at 
least two in every three years,” she says 
Sanmay had a total of 12 children, five of 
whom died of various illnesses when they 
were young. 

The village administrative office has a 
small clinic but no medicines. The nearest 
hospital offering treatment for malaria and 
the severe stomach disorders which afflict 
the people of Ta Phi is 12 km away on foot 
in the district town of Sapa. 

Sanmay tries to send her two youngest 
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children to school for a few hours early in 
the morning before they have to help in 
the fields, but the village has had trouble 
keeping its teachers. “They come for one 
or two months and then they leave,” she 
says. “Often we have no teacher for several 
months.” 

Life in Sanmay’s village, as in other mi- 
nority communities in the northern moun- 
tains and central highlands, is harsh. A 
government economist estimates that the 
living standard of minority villages in 
Vietnam is only one fortieth of the level in 
Hanoi. 

Vietnam's 53 ethnic minority groups 
total roughly 8 million people, or about 
13% of the country's 69 million population. 
The 10 largest groups — the Tay, Thai, Hoa 
(or ethnic Chinese), Khmer, Muong, Nung, 
Hmong, Dao, Jarai and Ede each 
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number from 100,000 to 1 million people. 
The six smallest groups have less than 
1,000 people each. 

Apart from the Hoa — who mainly live 
in Ho Chi Minh City and lowland towns 
— and the Khmer — who live in the 
southern Mekong River delta — most of 
the other minorities dwell in the northern 
mountain and central highland regions 
which comprise about 75% of Vietnam's 
land area. These regions are of key strate- 
gic importance for Hanoi as they contain 
most of the country's forest and mineral 
resources. 

The minorities' centuries of relative iso- 
lation ended abruptly in the 1940s, when 
the Vietnamese communists launched their 
war of independence against the French 
colonialists. Vietnamese revolutionaries es- 
tablished their resistance bases in highland 
areas where they recruited minority sol- 
diers, while the French co-opted some 
groups to fight for the colonial army by 
promising them autonomous zones. 

During Vietnam's war with the US, the 
highland areas were heavily bombed and 
sprayed with chemical defoliants — par- 
ticularly on the central plateau — further 
disrupting the lives of the minorities living 
there. China's 1979 invasion of northern 
Vietnam was also launched in areas inhab- 
ited mostly by minorities. 

After the communists defeated the US- 
backed regime in the south in 1975, they 
ploughed most of their meagre resources 
and limited foreign aid into developing in- 
dustry in the cities and agriculture in the 
fertile Red and Mekong river deltas. 

The minorities, many of whom practise 
shifting cultivation in or at the edge of the 
country's forests, were encouraged to re- 
settle in fixed communities and become 
self-sufficient in food production, a goal 
that proved unattainable. Most villages 
continue to face rice shortages of three to 
nine months each vear. 

Rapid natural population growth 
among minorities, coupled with the migra- 


 Resettling tory slash-and-burn farmers has been the cor- 
nerstone of Hanoi's policy towards its minorities as it seeks to 
save what is left of Vietnam's rapidly dwindling forests. Since 
1968, 1.9 million of the country's 2.8 million shifting cultivators 
have been resettled. 
But the programme has had only limited success in stabilising 
| the lives of those resettled, says Ma Chuong Tho, deputy direc- 
tor of the forestry ministry's Fixed Cultivation and 
Sedentarisation Committee. Of those resettled in fixed villages, 
some 70% continue to practise slash-and-burn farming. 

... "The government lacks capital to build public vincis like 
irrigation networks, roads and schools, so people keep moving," 
Tho says. "The tion in the h is in so ra- 
pidly diat we don’t have enough land in the lowlands for them.” 
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tion of several million ethnic Vietnamese 
from the overcrowded deltas to the high- 
lands in the late 1970s and early 1980s, re- 
sulted in a severe land shortage in the re- 
gion. The unrelenting search for food has 
led to the rapid destruction of the coun- 
try's forests and a sharp loss in soil fertil- 
ity, further reducing the ability of minority 
farmers to eke out a living. 

As the communist party began its drive 
to establish a free-market economy in the 
mid-1980s, however, it abandoned its em- 
phasis on local food self-sufficiency. "We 
now realise that if you plant industrial or 
cash crops, they can be exchanged for 
food," says Hoang Duc Nghi, the minister 
in charge of mountainous areas and mi- 
nority affairs. "But first you need to solve 
the transportation problem. How do you 
shift to a market economy without roads?" 

Hmong farmers in Bac Ha district near 
the Chinese border have begun planting 
plums, apricots and other fruit on their ter- 
raced hillside fields, but because of the lack 
of roads they get poor prices for their pro- 
duce in the Red River delta. 

The highlands also face other in- 
frastructure problems. Because most 
highland provinces have no electricity, 
annual per-capita consumption totals only 
18 kW hours. For example, Pleiku, one of 
the biggest cities in the central highlands, 
has no telephone links with the outside 
world. 

Despite the poverty of the highlands, 
they have many of the country's most 
promising natural resources. Most of Viet- 
nam's rapidly dwindling forest reserves 
are located in the central plateau, while the 
northern highlands have vast untapped 
mineral resources, including coal, iron ore, 
phosphate, bauxite, tin, gold, silver and 
precious stones. 

The former Soviet Union recognised the 
central plateau has ideal soil conditions for 
raising rubber, coffee, tea and other cash 
crops, but political and economic chaos 
forced the Soviets to abandon their projects 
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in the late 1980s. The best sites for building 
hydroelectric dams to alleviate the growing 
energy shortages in the southern provinces 
are also located in the central highlands. 

A resolution by the ruling politburo in 
1989 put new emphasis on developing the 
country’s minority regions and integrating 
them into the national economy. In recent 
months, the government has organised a 
series of conferences around the country to 
discuss strategies to develop the country’s 
highland areas, but Hanoi — which lost 
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most of its Soviet aid last year and contin- 
ues to face a US embargo — is desperately 
short of funds. 

Gia Lai province in the central high- 
lands expects to receive only Dong 15-16 
billion (US$1.3-1.4 million) from the cen- 
tral government this year, most of which 
will be spent on education and health, ac- 
cording to deputy provincial governor 
Hoang Le. Last year, Hanoi invested only 
about Dong 100 billion in the highlands, 
roughly 15% of its capital investment 
budget, says Tran Tho Nghi, deputy direc- 
tor of the State Planning Commission's De- 
partment for Localities. 

The lack of government help for high- 
land areas has created some resentment 
among the minorities. "We only received a 
certificate saying that we had made a great 
contribution," complained the party chief 
of a minority village west of Danang, 
which had supported the communists dur- 
ing the war with the US. "We haven't re- 
ceived any aid from the government since 
s" 

One of the biggest changes under com- 
munist rule has been an attempt to legis- 
late racial equality and elevate more mi- 
norities to government and party posts. 
Last year, Nong Duc Manh, à member of 
the Tay tribal group and the head of the 
central committee’s Ethnic Minorities 
Commission, became the politburo's first 
minority member. 

The party's 146-member central com- 
mittee includes 13 minorities, while 163,000 
party members, 7.59; of the total, come 
from minority groups. The National As- 
sembly has 70 minorities among its 496 
representatives, but most civil servants in 
highland areas are still ethnic Vietnamese 
because the pool of literate minorities is so 
small. 

Some minorities feel their equality exists 
mainly on paper and that many local of- 
ficials and ethnic Vietnamese continue to 
look down on them. “The state’s policy 
against discrimination is correct, but peo- 
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most of which was earned from the sale of 20,000 m' of raw logs. 
The t's reforestation efforts have so far 
partially successful. During the past decade Lao Cai has 
20,000 ha of trees, of which only 6,000 ha have sur- 
vived. 


To give farmers greater incentives to care for newly planted 
trees and protect the remaining forests, Hanoi launched a scheme 
four years ago based on ing one third of the country's 
19 million ha of forest land to individual families in 35-50 ha 
icy will have only a limited 


impact on mountain areas. e don't have land for 


agriculture," he says. “We first need to help people be self-suf- 


ficient in food. Only then can we protect our forests." 
@ Murray Hiebert 
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Alcatel's world is one of communications. 
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ple who carry out the policies in the pro- 
vinces, districts and villages don't follow 
this policy," complains a minority village 
party chief near Danang. "They say we lack 
. education, live in caves and eat salt. I think 
discrimination has increased since 1975." 

Some minorities are also worried about 
the government's post-1975 policy to en- 
courage lowland farmers to set up new 
economic zones in the highlands in an 
attempt to reduce population pressures in 
the deltas. Out of Gia Lai province's cur- 
rent population of 720,000 people, for 
example, roughly 200,000 are lowland 
Vietnamese who have arrived since the 
end of the war. 

Land disputes have periodically erupt- 
ed between the minorities and the new- 
comers, and these tensions appear to have 
increased since the party abandoned farm 
cooperatives in the late 1980s and began 
moves to divide land among individual 
families. 

Last year Dai Doan Ket magazine re- 
ported that many minorities in Lai Chau 
province in the northwest were demand- 
ing the return of their former ancestral 
lands. In an effort to resolve the disputes, 
the article said that several thousand ethnic 
Vietnamese had been forced to leave the 
province and return to their former homes 
_in the Red River delta. 

The shortage of arable land in the 
northern mountains has also prompted 
some minorities to migrate south. Since the 
late 1980s, tens of thousands of Hmong and 
Dao farmers have moved from areas bor- 
dering China to provinces south of Hanoi 
and to the central highlands, where they 
have often become embroiled in land dis- 
putes with the local population. Nhan Dan, 
the partly daily, reported last year that in 
1990 and the first half of 1991 some 85,000 
minority people had moved from the far 
north to Song Be province, northwest of 
Ho Chi Minh City, where they were ac- 
cused of destroying 5,000 ha of forest. 

The party's recent moves towards a 
free-market economy also appear to have 
spawned an increase in opium production, 
particularly in the northern mountain re- 
gions. Recent visitors to Son La province 
on the Laotian border report seeing opium 
growing openly along the main roads, 
even though Hanoi banned commercial 
production in 1954 and introduced a total 
ban in 1986. 

"In the past, people only grew opium 
for family use, but now they can sell it on 
the market so they produce more,” says 
Hoang Ngoc Lam, the Hmong police chief 
in Lao Cai province's Sapa district. 

Nghi believes that Vietnam's northern 
provinces produced roughly 15 tonnes of 
opium last year. Lam says apart from some 
opium used for local consumption, much 
of the crop is smuggled out through China 
and the Vietnamese port city of Haiphong. 
Foreign narcotics experts say some is also 
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moved through the international airports 
of Hanoi and Ho Chi Minh City. Nghi says 
the government is interested in foreign aid 
to introduce alternative crops, but he be- 
lieves it will be difficult to stamp out 
opium cultivation unless roads are built to 
move bulkier produce to market. 

Government and party officials admit 
they can do little to improve life in the 
highlands and capitalise on the area's vast 
economic potential without outside help. 
"We recognise that we have to lean on the 
mountain areas, which have forests and a 
potential for industrial crops and mining, 
to develop our economy," a government 
economist says. "But our biggest problem 
is the lack of capital. Without foreign in- 
vestment it will be difficult for us to de- 
velop the economy in the highlands." 

The mountain areas have so far attract- 
ed little foreign investment and aid, though 
a few firms from South Korea, Singapore 
and Japan have begun investing in wood 
processing and silk production in the cen- 
tral highlands. One reason for limited in- 


vestment is clearly the region's poor infra- 
structure. But another key obstacle has 
been the government's refusal to allow all 
but a handful of foreign businessmen and 
aid workers to visit the central plateau due 
to fears of possible unrest caused by mi- 
nority insurgents. 

Hanoi has so far largely escaped the 
separatist unrest among its minorities that 
continues to plague the former Soviet 
Union and even China, though an insur- 
gent group known as the United Front for 
the Struggle of Oppressed Races (Fulro) 
mounted occasional attacks in the central 
highlands after 1975. The group, which had 
earlier received funding from France and 
the US to fight the communists, said its 
goal was to establish an independent na- 
tion for minorities. 

Officials in Gia Lai say most of Fulro's 
members had surrendered or fled the 
country by 1985, but an article in the army 
newspaper Quan Doi Nhan Dan last year 
suggested that at least some rebels contin- 
ued to operate for much longer. * 
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Victims of neglect 


Lack of education, poor health plague minorities 


By Murray Hiebert in Pleiku 
nly two out of the 96 Bana ethnic 
() minority families in A Luk village 
near Pleiku in the central highlands 
send their children to the neighbourhood 
school 2 km away. Villagers say they need 
their older children to help in the fields, 
and keep the younger ones home because 
they fear they could get hurt by logging 
trucks as they walk to school. 
Vietnam has made impressive gains in 
educating its lowland population in recent 
decades, but its minorities still lag far be- 


Hmong children at school in Trung Chai. 
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hind. According to 1989 census figures, il- 
literacy among the Bana stands at 80% 
against the national average of only 12%. 
But for the Hmong of the northern high- 
lands, the figures are even more dismal. 
Only 10% of the group's members — and 
3% of its women — can read and write. 

Only about 12,000 out of 400,000 school- 
age Hmong children currently attend 
school, says Vietnam’s Deputy Minister of 
Education Tran Xuan Nhi. In the central 
highlands the figures are somewhat better, 
with 5,200 out of 57,000 school-age Jarai 
children attending school. 

Of the minority children who do go to 
school, only a tiny proportion are girls. 
“We have the traditional idea that a boy 
belongs to us and a daughter to someone 
else,” says Giang Seo My, a Hmong and 
head of the Women’s Association in Lao 
Cai province. “When she grows up she will 
get married and join another family. Until 
then, we keep our daughters at home to 
help with housework.” 

Nhi says the shortage of teachers poses 
another problem. He estimates that only 
20% of the teachers in the highlands areas 
are minorities themselves or ethnic Viet- 
namese who come from’ highland areas. 
“Even if we offer teachers salaries of five to 
seven times higher than that offered to 
teachers in the lowlands, they don’t want 
to go to the highlands because the living 
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standards are so low and it's so easy to get 

Sick,” he says. 

^ . To tackle this problem, the education 

ministry has begun setting up boarding 

schools in highland areas. Nhi says four 
uch schools have been set up at the na- 

onal level, 31 at the district level and 100 

| larger villages. The advantage of board- 

ing schools is that they can serve a scat- 

_ tered population with limited staff, but the 

¿disadvantage is that the cash-short govern- 

< ment cannot afford to run them. 

. Officials readily admit that the govern- 
ment's curriculum, developed for ethnic 
Vietnamese, is often irrelevant to the lives 
of minority children. Minority children are 

* particularly disadvantaged by the fact that 

. Vietnamese, a language unknown to all but 
a handful of them, is the medium of edu- 

. cation. Nhi says his ministry is trying to 
` introduce teaching in minority languages 
. in the fourth grade, but admits this is diffi- 
cult because any 12 of the 54 languages in 
the country have a written form. 
. The highlands also pose unique health 
¿problems for Hanoi. The incidence of ma- 
laria, which had been sharply reduced in 
< the 1960s and 1970s, has been rising since 
the mid-1980s in the central highlands and 
areas bordering Laos and Cambodia, says 
health ministry official Dr Le Duc Chinh. 

. One reason is that malaria in these 

areas has become resistant to known drugs, 

Chinh says. Another is that Vietnam has 

st its supplies of cheap pesticides from 

he former Soviet Union. The health minis- 
< try in 1990 recorded nearly 140,000 known 

4 cases of malaria, which resulted in 3,340 

. deaths. 

. . Goitre, caused by iodine shortages and 
believed to reduce its victims intellectual 
capacity, also plagues minority areas. Dr 
Trinh Tuyet Nhung, who heads Lao Cai 
province's health department, says 41-43% 

-of the province's population suffer from 

- goitre compared with only 3-4% of people 
living in the Red River delta. 

Although the Vietnamese Government 

. claimed by the late 1980s to have increased 

. nationwide immunisation coverage for 
children under one year to over 70%, 

| children in the highlands still lag far be- 

hind. In Gia Lai, 54% of the children under 

. five have received some vaccinations, 

< while in Lao Cai the figure is only 52%, 

according to local health officials. 

— Despite growing land pressures in the 

< highlands, the government's family plan- 

- ning efforts in the region have so far met 

with almost no success. The army newspa- 
per Quan Doi Nhan Dan reported in March 
that the birth rate in Lao Cai province's 

: Bac Ha district, a predominantly Hmong 

.. area, stood at 5% compared to the nation- 












































wide average of 3.2% and the urban rate of 


2.3%. The paper attributed the high rate in 
part to the fact that 30% of the district's 
= girls were married by the time they were 

14 years old. Li 
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TAIWAN 


Good itn ovo 


Taipei overcomes another barrier to mainland ties 


aiwan has turned one more corner 

in its uneasy and unruly relations 

with China following the acquittal 
of a man charged with conspiring to com- 
mit sedition purely on the basis of his 
membership in the Chinese Communist 
Party. 

In the past, any known communist in 
Taiwan was judged a "rebel element" and 
routinely convicted of sedition. But in earlv 
April, a court lifted a 10-year prison sen- 
tence on Hongkong businessman Li Hao- 
gan because it determined he had commit- 
ted no violent act and had no intention to 
commit sedition. 

The acquittal follows a January decision 
to end a requirement for mainland Chinese 
arriving in Taiwan to sign a statement re- 
nouncing their communist party member- 
ship. 

The case shows how Taiwan is gradu- 
ally removing the barriers to free ex- 
change with China and opening the way 
for visits by academics, artists, journalists 
and government officials. An even bigger 
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boost in this direction is an omnibus bila- 
teral-relations bill pending before the legis- 
lature. The bill gives the cabinet blanket 
authority to allow all but the highest-level 
communist party officials to taste the "Tai- 
wan experience." 

The new law, however, will do much 
more than introduce mainlanders to Tai- 
pei's traffic jams and pricey nightlife, if 
Peking permits. It will codify broad 
changes in China policy initiated since 
President Lee Teng-hui lifted the "period 
of communist rebellion" in May 199] and 
ended authoritarian rule under the “tem- 
porary provisions." The complex 96-article 
bill has been debated for a year by the leg- 
islature and is expected to be passed by 
May. 

“This law will symbolise the transition 
from civil war to peaceful coexistence on 
the basis of equality,” said Chen Pi-chao of 
the Institute for National Policy Research. 
Chen said the bill will empower the gov- 
ernment to take more initiatives in pro- 
moting relations with China, though it will 
also fix certain limits. 

Once the bill is passed, Taipei will be 
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able to insist that Peking follow certain le- 
gal procedures in bilateral relations, some- 
thing which has been hitherto noticeably 
absent. Unless Peking compromises, Tai- 
wan can argue that it has strong legal rea- 
sons for not proceeding further. Among 
other things, the law will cover inherit- 
ances, marriages and other family matters 
between the two sides, and penalties for 
businesses which violate current restric- 
tions on direct trade and investment. The 
law will give the cabinet broad discretion 
in the implementation of such provisions. 
The most critical issue for many law- 
makers has been whether the legislature 
should have veto power over any govern- 
ment decision to open direct shipping, 
aviation and communications with the 
mainland, something Pe- 
king has demanded for 
more than a decade. The 
cabinet originally asked for 
carte blanche on this policy 
issue, but lawmakers in- 
sisted on having a say. In 
the latest version of the bill, 
the legislature has 30 days 
to overrule any executive 
decision on direct links. 
"Direct trade and in- 
vestment is a key card in 
any negotiations with Pe- 
king. It's the last big card 
we have to play," said 
Kuomintang (KMT) law- 
maker Lin Yu-siang. "If the 


Great Hall of the People, when labour 
h hts activists had hoped to 
demonstrate on the square. But even af- 
ter the congress Public Secu- 
rity Minister Tao Sichu said that security 
had to be maintained around Tiananmen 
through the 5 April Ching Ming (tomb- 
sweeping) festival when China tradition- 
ally honours its dead. The festival turned 
into a seminal anti-Maoist demonstration 
on the square in 1976, the year founding 
premier Zhou Enlai died. 
_A lawsuit recently accepted by Pe- 
kings V Middle Court from the Urban 
- a publishing house jointly run 
s Bie ean wd Và 
1 inst the gov- 
iblications Ad- 

















external liberalisation and internal 
own. 

' Urban Press was shut down in 
November 1991 by the PPA on false pre- 
tences, the plaintiff charges. As company 
aca o a ett the PPA was re- 
sponsible for placing the publishing 
(ortas ibi pet E ani 

ing it from the Academy of Social 
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Lee: direct links. 


legislature holds the veto power, the Tai- 
wan people will feel more secure. We 
won't have to worry about sudden changes 
in policy." 

Lin said that one effect of this provision 
will be to force Peking to give more con- 
sideration to the 20 million people on Tai- 
wan rather than just target senior KMT 
leaders for a breakthrough in cross-strait 
relations. "Peking will have to show us it 
can be trusted," said Lin. 

Some senior KMT officials hope that, in 
the context of eventual unification, the bill 
will help enhance Taiwan's involvement 
with China and facilitate new initiatives. 
The law would give the government broad 
discretion to do so, discretion it now has 
through executive decree but which it has 
been reluctant to exercise in 
the absence of internal con- 
sensus and goodwill ges- 
tures from China. "For this 
law to be successful, Peking 
must accept it,” said inde- 
pendent lawmaker Lin 
Chen-chieh. 

One new area for coop- 
eration is sports. Ma Ying- 
jeou of the Mainland Af- 
fairs Council, which coor- 
dinates policy on China, 
said Taiwan would wel- 
come joint sports teams at 
tournaments that did not 
involve displays of the na- 
tional flags or anthems.  & 
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Sciences, where it was deemed in 1989 to 
have * problems." 

The PPA repeatedly declined invita- 
tions to have a say in the restructuring of 
the publishing house. When politically 
incorrect references to last year's massive 
changes in Eastern Europe into a 
book on women's fashion, the Urban 
Press cancelled distribution and the 
books never left the warehouse. The PPA 
there was no problem. 

Then came the abrupt order to close 
down. A construction vice-minister who 
approached the PPA to work out the 
problem, or at least arrange financial 
compensation for the associated losses, 
was simply told to "sue us.” A senior PPA 
official even suggested under what sec- 


tion the ministry might sue — a recently 
passed and still untried Administrative 
Arbitration Statute. 


The s communist party com- 
mittee met and decided to do just that, 
and the suit should come to court within 
the month. Previous media-related suits, 
t e 
minister W ica siii 
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pring has sprung across India with 
the annual Hindu festival of Holi, 
not an event for the fastidious. 
Anyone venturing outside is fair 
game for marauding pranksters equipped 
with squirters filled with coloured water 
and sachets of vividly coloured powder. 
Contributing to the euphoric mood are 
liberal drinks of bhang — a traditional 
concoction of milk curds, pistachio and 
powdered marijuana. 

The mix is enough to reduce anyone to 
an enjoyable kindergarten-level frolic to 
celebrate the return of flowers and foliage 
‘to the landscape. At one party thrown by a 
‘well-connected businessman in the plush- 
est part of New Delhi, the human can- 
vasses included officials, diplomats, mili- 
tary officers and other notables — most of 
whom had the sense to turn up in their 
oldest set of kurta pyjamas or salwar 

z. Soon all were coated with green, 
low and purple powder, and 
of bhang served from a cool 
r they were prancing 
to the snake-charmer style 
thani band — looking 
een 1960s flower-children 
1 playing the villainous 
an unfortunate immer- 
ste) from the Batman 


























n Spring is all. too brief in the northern 
Indian plains, however, and daily tem- 
-peratures began soaring in early April past 
35°C towards the 42°C or so that will pre- 
vail until the monsoon arrives at the end of 
July. With the heat, another of New Delhi's 
annual rites is in full swing — the search 
for sufficient quantities of potable beer. 
This is an elusive game, since the official 
policy for distribution of alcoholic drinks 
is based on the premise of "maximum re- 
venue and minimum consumption." 
Behind this lies the notion still che- 
rished in top circles that alcohol and in- 
toxication are foreign and un-Indian, and 
should not be encouraged. The empirical 
evidence is quite to the contrary. Cannabis 
and its derivatives like bhang are not just 
once-a-year indulgences at Holi. The drug 
is accepted as a valid aide to mystical 
awareness among many Hindus — and 
certain deities are said to be on it all the 
time. Fang] is available from government- 
licensed outlets in many states. As for al- 
cohol, millions of Indians belong to the 
age-old caste of toddy-tappers — skilled at 
climbing palm trees and draining the sap 
'rmentation — and home-brewing 
ormal DIE the rural populace un- 
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til quite recent times. No government has 
dared interfere with the rum ration the 
British started for the armed forces, whose 
1.2 million troops get through 84 million 
bottles of grog each year. 

As British historian David Hardiman 
pointed out in a study of drinking and 
politics in south Gujarat, the Indian elíte 
has long tended to confuse its own values 
with Indian culture as a whole, temperance 
being a case in point. "All the evidence 
suggests that drink has occupied and con- 
tinues to occupy a central position in the 
life of large numbers of Indian peasants," 
Hardiman affirms. His study (in the Ox- 
ford University Press series called Subaltern 
studies, looking at Indian history from the un- 
derdog's viewpoint) suggests that Indian 
governments, central and state, are heirs to 
a pernicious colonial policy which sup- 
pressed an informal-sector culture of 
home-brewing and replaced it with a re- 
venue-yielding system based on licensed 
industrial distilling and distribution. 

The upper-caste dominated leadership 
of the Indian National Congress went 
along with this because they thought that 
making liquor harder to get and more ex- 
pensive would encourage temperance. 
With independence in 1947, they inherited 


Joining the ‘crassness’ ranks. 


a government financial system that could 
not do without alcohol excise, and a thriv- 
ing bootlegging industry that had police, 
customs officers and politicians in its 
pocket. New Delhi remains holier-than- 
thou because excise on alcoholic drinks has 
been given to the 25 state governments to 
collect and keep. It now varies from 28% to 
33% of independent revenue collected by 
the states. 

The union territory administration of 
New Delhi is no less dependent on booze 
taxes, but pursues a policy sometimes 
called "partial prohibition." Sales of "In- 
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dian Made Foreign Liquor" (MPL, local. 
versions of Western-style spirits, wine and — 
beer) in a city of 8 million are restricted to 
just 110 shops run by four government _ 
corporations. Opening hours are short, and E 
dry days are declared frequently. Visiting. — 
one of these shops is not a pleasant expe 
rience: the shabby shopfronts are sur- | 
rounded by jostling CONS of drinkers — 
The truculent staff pay little attention tor 
consumer demands, but stock an ever 
changing inventory of odd brands. 
This has had little effect in reducing. à 
cohol consumption. If anything the rece 
suggests prohibition in India boosts drit 
ing. Bombay had a long dry spell it 
1960s but now knocks back 25% of all 
consumed in India. Gujarat, the on! 
to apply total prohibition, has a thr 
illegal booze industry with outlets tra 
right under the noses of police. One t 
aspect of the official squeeze on drin 
has been frequent mass poisonings | 
spurious hooch. In New Delhi recently, 2 
men died or lost their eee from a coni 
coction laced with methyl alcohol. 
Among the elite in New Delhi, mean 
while, Western-style drinks have ion 
a normal part of entertainment, “On: 
or 30 years ago, it would have been: 
sual to have anything more than tea 
dinner,” sighs one official. "Now you: 
to have a few bottles of whisky lined 
and imported ones at that." 
Brand names for IMFL, imu 
would provide the material for 
sive study of cultural images. A 
beers, travellers would be well 
stick to the old favourites like 
eia and Blac k La E w à 
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Thunderbolt, ‘which are o range tain 
high-octane brews favoured by the robust. 
farmers of Haryana and Punjab. ae 
In the case of one Indian beer, the 
symbol is as hard to swallow as the pro- — 
duct. Indore-based Madhya Pradesh Beer 
Products Ltd has a brand called German — 
Pilsner. The label is decorated with a - 
swastika. In the Indian context, the swas 
tika is an innocuous Hindu symbol of ge 
luck, usually with the cross stro : 
radial arms pointing antie Jock 
man Pilsner goes for the Nazi v 
pointing anti-clockwise. For crassne 
must surely rank with the famous “Da 
toothpaste brandname, long pilloried 
these columns. i 















: By Marites Vitug i s » Manila ee ernie ea 


youthful priests s voice booms 
from behind the pulpit of his 
Tuguegarao church in northern 
v ul Luzon. “We are anti-logging not 
-: only for ecological reasons but also because 
logging supports the status quo," Father 
Gary Agcaoili says, warming to his theme. 
We want to change present conditions." 
“Tn neighbouring Isabela, Father Orly 
apuay founded the Save the Sierra Madre 
Aovement. He spends hours in a tiny 
ffice churning out manifestos calling for 
a moratorium on logging in the once 
lush and majestic Sierra Madre moun- 
un range. 

. And across the Philippine archipelago, 
on the southern island of Mindanao, all of 
Bukidnon’s 44 priests have been deputised 
y the government as "forest officers." 
They are all part of a new breed of ac- 
ist priest in the predominantly Roman 
atholic Philippines. Theirs is a new, green 
ersion of liberation theology. Activist 
priests are hardly new to the Philippines. 
In those strongarm years of former Presi- 








































PHILIPPINES 


dent Ferdinand E. Marcos, it was Catholic 
priests who galvanised and in many cases 
led the dissenters. It was priests who 
breathed life into the causes of human 
rights and helping the poor as anti-Marcos 
rallying points. And during the martial law 
years, there were also a few priests who 
took to the hills to join the communist 
guerillas and claimed they were forging 
revolution and religion. 

But these days a growing number of 
priests are talking about religion and na- 
ture. They say it is the role of the church to 
be on the front line of the environmental 
battle that is raging in the Philippine 
countryside. Priests are preaching ecology, 
logging bans and, in some provinces, 
heading to the hills to stop loggers. 

This sounding of the alarm bell for the 
environment started in January 1988 when 
the Catholic Bishops Conference of the 
Philippines issued a pastoral letter read 
across the country. The bishops drew at- 
tention to what they called a "deep-seated 
crisis," springing from the ruthless exploi- 
tation of the forests and the seas. The bi- 
shops warned: "Our country is in peril... 
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Faith in the forest 


A new breed of activist priests push a green version of liberation theology 


The scars on nature mean less nutritious 
food, poorer health and àn uncertain fu- 
ture. This will inevitably lead to an increase 
in political and social unrest." 

They urged the church as an institution, 
which they said was "slow to respond to 
the ecological crisis," to keep the commu- 
nities informed on environmental issues. 
They also asked parishioners to organise 
and advocate ecological causes. 

Priests such as Agcaoili, director of the 
Roman Catholic Church's Social Action 
Centre in Tuguegarao, have been happy to 
heed the bishops' call. Father Gary, as he is 
called by his parishioners, says his most 
important social work is convincing people 
in the area that commercial logging must 
be stopped. A year ago, he spearheaded 
the Cagayan Anti-Logging Movement 
(CALM), a group of church workers, stu- 
dents, farmers and professionals seeking a 
ban on large-scale logging. 

Father Orly says the fact that Isabela, 
with a forest cover of 42%, has the largest 
remaining virgin forest in northern Luzon 
was what sparked the idea for the Save the 
Sierra Madre Movement. Six concession- 


23 APRIL 1992 





aries with long-term licences operate in this 
province. Yet illegal logging takes place in 
Isabela. 

Brig.-Gen. Orlando Soriano, former 
head of the anti-logging task force in 
Isabela, reports that millions of pesos 
worth of logs and logging equipment have 
been confiscated. In a letter he wrote to 
President Corazon C. Aquino last year, 
Soriano named Isabela Governor Faustino 
Dy as one of the culprits. An angry Gov- 
ernor Dy denied this and filed a P5 
million (US$196,000) libel suit against 
Soriano. 

Meanwhile in Mindanao, Bukidnon has 
become the only province where the DENR 
has deputised all the province's priests. 
This means they can seize illegal logs and 
arrest offenders. Logging has been banned 
in the province since 1988. However, en- 
forcing the ban is a problem. 

The DENR sought the help of Bukidnon 
Bishop Gaudencio Rosales and appointed 
him a forest officer. Bishop Rosales then 
requested DENR to deputise all the priests 
in his diocese “because the enforcers are 
not doing their job.” 

In the remote villages of Bukidnon, it is 
common to see priests with weapons: 
Yamaha motorbikes that swiftly take them 
through rugged roads and hand-held ra- 
dios that connect them to their contacts in 
DENR and their parishes. But their most 
important weapon is people, the commu- 
nity residents who tell them of illegal hauls 
and help them track down offenders. 

The job, however, is dangerous. AI- 
ready, two priests who tried to stop illegal 
logging in their provinces have been mur- 
dered. Last year, Father Nery Lito Sator 


time. Australia I's now-famous winged 
keel was a decisive advance in hydro- 
dynamic design. 

Since then the Cup has never left the 
Pacific. And its second oceanic crossing 
made it immediately clear throughout the 
small Japanese yachting scene that the 
time had come for a sloop named Nippon 
to enter the fray. Nippon Challenge, the 
name taken by the Japanese syndicate 
supporting Japan's debut in the race, is as 
much a product of the late 1980s as the 
high yen. 

It was an announcement that Japan's 
time had come. From this perspective, the 
28th America's Cup is much more than 
just a sailing race. The America's Cup this 
time around offers an extraordinary 
snapshot of the Japanese at an important 
moment of national transition. 

But is the symbolism of the Nippon 
Challenge in San Diego a matter of wish- 
ful thinking or a fact of contemporary 
history? Or is it nothing more than an- 
other clever propaganda ploy? The com- 
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Agcaoili calling for a logging ban. 


was sprayed with gunshot wounds days 
after he confiscated an illegal haul of logs. 
The killers have yet to be charged in court. 

The DENR chose to give some priests the 
official mantle of forest officers because of 
their "credibility and strong influence in 
communities, says May Gonzales, staff 
assistant to DENR Secretary Fulgencio 
Factoran. 

"In the beginning, I was against priests 
doing police work," says the influential 
Bishop Francisco Claver, who is the associ- 
ate director of the Institute on Church and 
Social Issues in Manila. "But if nobody else 
is doing it, then somebody has to. Priests 
should lead." 

Father Orly of Isabela advocates the 


deputisation of entire communities, not just 


plicated answer is that it is a bit of both. 
The late 1980s can be said to have be- 
gun for the Japanese with the Plaza Ac- 
cord of September 1985, the multilateral 
agreement that nearly doubled the value 
of the yen in a few years' time. What fol- 
lowed was the second-longest economic 
boom in post-war Japanese history. This 
was a special time, during which the 
Japanese assumed a much more promi- 
nent place in world economic and finan- 
cial affairs. Japan also began to recognise 
the need to take on political, diplomatic 
and security responsibilities commensu- 
rate with its commercial strength. 
Nippon Challenge, which was formed 
in early 1987, reflected these aspirations 
in that it was partly intended to represent 
the Japanese, at a time of mounting inter- 
national criticism, as a fair competitor and 
a bona fide member of the community of 
advanced nations. The symbolism, com- 
plete with the levelest playing field avail- 
able in international sport, is hard to miss. 
There is little to point to, however, that 
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priests, as forest guards. "If you're doing it 
alone, you're inviting violence," he says. 

In other areas, priests take to the log- 
ging roads to physically stop the trucks 
from delivering their haul. Father Edwin 
Beley, parish priest of the town of 
Gabaldon in Nueva Ecija, led a human 
barricade against logging trucks in 1990. 

"The Church cannot be neutral in the 
face of evil. Personally, I cannot be uncom: 
mitted. As shepherd of the flock, I should 
experience what the community experi- 
ences," Father Edwin says. 

Some analysts say the church has a 
weak spot, though. It is full of outrage at 
the degradation of the country's natural 
resources, But the church does not consider 
population growth as one of the causes of 
environmental decline. The church's Epis- 
copal Commission on Family Life, for 
example, challenged the government's 
claim that "rapid population growth exerts 
more and more pressure on resources. 
The commission claimed that such a view 
was outdated, citing countries which enjoy 
economic growth despite fast population 
growth rates. 

As of 1990, the country's population 
was 62.4 million, with a 2.6% growth rate 
There are, according to one estimate, 7 
million farmers populating the uplands 
who need to make a living at the expense 
of the forests. 

Germelinn Bautista, an economist who 
has extensively studied forest policy, says: 
"The church still needs to think out what 
course of action it should take. Its popula- 
tion policy is reflective of the limited un- 
derstanding it has of population's impact 


on the environment." 


indicates any corresponding change over 
the past five years in the conduct of Ja- 
pan's external relations. Tokyo's rigid 
trade regime and the huge trade surplus 
that stems from it has altered little. 

Nippon Challenge holds some impor- 
tant lessons on the limits the Japanese 
have reached, especially when it comes to 
innovation and developing original tech- 
nological ideas. Despite Japan's clear su- 
periority in such fields as carbon-fibre 
production, the first two attempts at Nip- 
pon, completed and launched in 1990, 
were design disasters. It was immediately 
apparent then that Japanese naval archi- 
tects were utterly befuddled when its 
came to building a machine without a 
pre-existing model. 

The third and final boat, the one raced 
in San Diego, has been a vast improve- 
ment, but it shows Japan to be, at best, 
one step behind the forward edge. Nippon 
stayed in the race longer than most peo- 
ple expected but it was eliminated on 7 
April. a 
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Japanese Artist in London by Yoshio 
arkino. Edited by Sammy Tsunematsu. In 
Print, Brighton. £14.95 (LIS$26.10). 


——————^—————————————— ———— 








| "We hope,” wrote a reviewer in The 
Times some 80 years ago, "that Mr 
Makino's English will never get better, be- 
cause as it gets better it will certainly get 
worse." The glories that elicited this admi- 
rable illogic are abundant in these pages of 
self-portraiture, the first of four books the 
artist wrote in English during his early 
days in London — a city he lived in and 
loved for over 40 years, and beautified in 
his water-colours. 
“My life is as simple and unworthy as 
my pictures,” he claims in the preface. “The 
- matter of fact is, my publishers demanded 
-me to write down all my experiences, so if 
_ only the readers don't yawn on my writ- 
. ing, my publishers and I shall be very 
* grateful.” But the gratitude is the reader's 
for this attractive re-publication, the first 
since 1910, with colour plates showing the 
. mastery of London fog for which Markino 
became renowned. 
Far from being simple, Markino's life is 
an almost constant struggle against pov- 
erty and starvation. More than once he is 
saved. by timely acts of kindness or lucky 
breaks with publishers. He decides to com- 
mit suicide, discussing his plight with in- 
fectious cheerfulness, and is pulled back 
rom the brink again. 
. He hawks his sketches around town, 
studies by night, models, even designs 
tombstones, in an effort to make his living 
























by Art. And at every turn, moving across 
London from one boarding house to an- 
other, he survives on the mercy of his land- 
ladies, to whom he is invariably in debt. 

Markino reveals himself in a style that 
is often the equal of his sentiment. In hos- 
pital, he notices the "Dante Rossetti boy" 
in a neighbouring bed, too weak to cry or 
move, "and every time when the nurse 
poured the medicine into his wounds, he 
stretched his maple-leaf-like little hands 
and tiny, bony feet, and shivered them as 
if they were electrified." 

He was once invited by 
a lady friend to church on 
sunday, but could not fol- 
low the sermons: "It was 
such a trying hour of waste 
time there. But at last I got 
a happy idea. I thought I 
should study the peoples 
in the church. I had a Bible 
with large leather covers. 1 
tore off all the script and 
put my sketching-book in- 
side . . .” He was later 
"sorry to make such sav- 
age disturbance on the na- 
tional religion of England," 
but without such savagery 
we might have lost that 
priceless "script." 

London is his favourite topic. "London 
was in her most beautiful evening dress," 
is the prelude to a Wordsworthian eulogv 
of a view from the Embankment. "London 
contains more variety of life than anywhere 
else," he proclaims elsewhere, with John- 
sonian confidence. 

Markino came to London after four 
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vears in the US. He had a hard time with 
the Californians, "those savage people, 
who threw stones and bricks at me." He 
was often spat on and once, when painting 
on a beach, had his canvas destroyed and 
his brushes thrown into the sea. 

He recalls his first walk in London: “Be- 
ing quite ignorant of the English civilisa- 
tion I anticipated some pebble-showers 
every minute. [ waited and waited with 
beating heart, but nothing happened to me 
at all... Nobody spat on me! . . . Finally 
one man pushed me quite 
accidentally, and he 
touched his hand to his 
hat and apologised me 
very politely. I realised at 
last that I was in a country 
where I could enjoy my 
liberty quite freely . . . I felt 
as if I had come to a para- 
dise in this world . 

Markino lost his para- 
dise with repatriation in 
1942. But while he was in 
Britain he found it wher- 
ever he looked — in the 
faces of English sailors, in 
London pubs and mists, in 
afternoon tea, in the talk 
of common folk and in 
common decency. He had trouble, of 
course, with the money and "used to give 
bigger coin than the price of the things I 
purchased and take the change without 
examining it." But even then, "I was never 
deceived." Why, a bus conductor even took 
a five-pound note he had dropped to Scot- 
land Yard, and it was still there when he 
went to claim it. E Anthony Head 
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East meets East 


(————————————————————————— RARE 


A British Artist in Meiji Japan by Sir Alfred 
East. Edited by Sir Hugh Cortazzi. In Print, 
Brighton. £12.50 (US$21.85). 


Alfred East may have been “England’s 
greatest living landscape painter” in the 
late 19th century, but few would hold his 
diplomatic skills in equally high esteem. 
This slight, quirky, often charming and in- 
termittently infuriating journal of an Eng- 
lishman in Meiji Japan would have been all 
the duller for desiccated circumlocutions 
and prissy diffidence. 

East was commissioned by the Fine Art 
Society in London in 1889 to produce a se- 
ries of paintings and sketches of Japan. For 
the journey, he packed (along with his 
brushes) a full palette of prejudices, artistic 
and social, a trenchant pen and, mercifully, 
a lively sense of humour. His journal is 
published for the first time under the skil- 
ful editorship of Sir Hugh Cortazzi, British 
ambassador to Tokyo in 1980-84. 

East was a creature of the time when to 
be born English was to win first prize in 
life’s lottery. And, oh, the depredations of 
being away from home: “I was very 
pleased to see him [an acquaintance] as for 
I had not spoken to an Englishman for a 
very long time,” he remarks. 

Although East is guilty of self-absorp- 
tion when his comfort is impinged or his 
dignity infringed upon, his powers of ob- 
servation remains acute and his imagina- 
tion fecund. His paintings (eight of which 
are reproduced in this elegant volume) 
shine a spotlight on Japanese landscapes 





and lifestyles, while his writing takes a lan- 
tern to the crevices of Japanese society. 

Mt Fuji holds a mystical appeal, and 
East approaches it as he would a wealthy 
dowager. He resolves not to paint Fuji “till 
had learnt more of her and seen her in all 
her moods” in order to capture its “chaste 
dignity and awful strength.” 

The Japanese themselves are held in 
varying degrees of condescending affec- 
tion, but American tourists fare worse. The 
Nikko Hotel, according to East, was a mag- 
net for globetrotters exhib- 
iting “the most objection- 
able taints of travel, the 
constant gabble of what 
the travellers have done 
and have to do. In this the 
average American is most 
proficient. Added to their 
peculiar drawl it is often 
hard to bear and jangles 
with the sweet natural 
feeling of Japan.” 

The painter's patience 
had earlier been tested in 
Kyoto, where his work at- 
tracted the interest of some 
boys suffering from a scalp 
ailment, possibly scabies, 
called the “white cloud” in 
Japanese. East is revolted by the presence 
of one such child at his elbow: “I could not 
stand this and searched my book of 
phrases to send him off and found that the 
word ‘piggy’ answered the purpose. I be- 
lieve this is a very curt way of sending 
someone about his business.” 

Nor is he afraid to cause offence at the 
other end of the Japanese social scale. Vis- 
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count Sano, an influential politician in To- > 
kyo, invites East and some companions to ` 
lunch and is rewarded with some astrin- = 
gent views on the supposedly derivative - 
nature of Japanese art. Sano was "polite ~ 
enough to bow and smile and wish, no E 
doubt, that we were at Jericho.” E 
But East also has a gift for high humour. < 
Once more the guest of Sano, he describes 5 
Europeans wrestling unsuccessfully with ^ 
chopsticks and an unfamiliar cuisine. Later, | 
East derives more pleasure from the direc- < 
tions on a can of con- « 
densed milk (written in. 
"the dear old letters, the: 
same that Shakespeare i 
printed in") than probably. 
any man betore or since. 
Such gaiety gives wai 
to solemnity, not to say 
priggishness, the moment. 
sex enters the picture. 
East's cryptic primness 
reads like 1 parody: "Ihe e 
landlady's kindness took i 
another form. For she had 
suggested earlier that my 
loneliness might be allevi- - 
ated; her intention was. 
kind but European codes : 
were contrary." E 
East only learns a couple of words ino 
Japanese, though that does not stop him 
disdaining the conversational initiative o 
a humble waiter. "The waiter would t 
me frequently that his ‘Papa’ taught hin 
English. I thought that he did not pre 
much from his parental lessons." Eas 
meets East, to the mutual bafflement à 
both. m Steve Proctor 






























“Roads are the lifeblood 
of any developing country. 
We at PLUS were excited to 
take up the huge challenge 
of constructing and running 
Malaysia’s 800 km North- 
South Expressway, one of 
Asia's most imaginative 
road-building programs. 

"We were driven by the 


belief that an 
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The British gene al ele 
_ point. ‘The Labour Party 
_ Delton. yin. who: 


! | Cdasotvalives were returned to power and ster- 
) Dm 2.88 from Dm 2.82 a week earlier. British bonds 

s rose on expectations of a cut in interest rates. 
T M e fact that Labour snatched defeat from the jaws of victory 
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Betting on Uncle Sam 


Picking US-recovery plays is more difficult than it sounds 


REPARE THE PORTFOLIO: the big 
beautiful consumer market of the 
US is on the way back! Predicting 
the US recovery has occupied so 
many highly paid economists for so long 
that their combined incomes alone should 
«þe enough to kickstart the economy. But 
_ despite the scepticism engendered by re- 
peated phantom recoveries, the cluster of 
“real economic data suggests that Something 
. ds stirring. 
. Consumer spending, for example, re- 
corded accelerated year-on-year growth in 
^ both January and February — the first such 
growth since the middle of 1990. New or- 
ders from US industry are at their highest 
level for at least three years. And on top of 
that, year-on-year M1 growth has shot up 
^to more than 15% — far above anything 
..seen since 1988. M2 is now following suit. 
S The US may not have tackled, or even 
"thoroughly acknowledged, its fundamen- 
tal economic imbalances. But whether or 
“not a recovery is sustained in the longer 
'rm, the second half of this year is likely 
see a resurgence of consumer demand. 
The primary Asian beneficiary of this 
surgence looks set to be the Taiwan- 
iuangdong-Hongkong industrial power- 
ouse. Indeed, trade data suggest the boom 
3 already well under way. For example, 











By Michael Taylor in Hongkong 
Taiwan’s exports climbed 21.5% in the year 
to March, though Taipei-based observers 
caution that the figures may have been in- 
flated by the weakening in March of the 


- New Taiwan dollar, allowing companies 


to report and repatriate trading profits held 
offshore. But in Hongkong, re-export trade 
grew no less than 57% in February on a 
year-by-year basis. 

Most extraordinarily, Guangdong's of- 
ficial statistics are being revised upwards 
in the wake of Deng Xiaoping's resumed 


Rising expectations 


US personal 
consumption 
expenditure 
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political ascendancy. The province now 
claims industrial output by private and 
foreign enterprises rose last year by 50%, 
and expects a similar increase this year. 

Unfortunately, there are few obvious 
ways to profit from these developments 
outside the familiar territory of the Hong- 
kong stockmarket. Taiwan's exports, for 
example, tend to find their way to the 
world market through the major trading 
houses, making it difficult to pick stocks 
acutely exposed to a US recovery. 

Throughout Southeast Asia, the story is 
much the same. Companies which stand to 
benefit from renewed demand from the US 
often are merely subsidiaries of US or 
Japanese multinationals, or are unlisted. 
The result is that typical US-recovery plays 
tend to be indirect. For example, in Singa- 
pore one might look at Straits Times 
Holdings for a general upturn in the ad- 
vertising market, or at DBS for its exposure 
to increased trade finance business. 

Even in Hongkong, where there is no 
shortage of direct plays on a US recovery, 
there are several reasons for caution. First, 
several large sectors making up Hong- 
kong's Hang Seng Index are likely to lan- 
guish in the short and possibly medium 
term. The banking sector, for example, is 
unlikely to perform well until the details 





Wportance. for the economy. Thai stocks were steady as the 
generals muddled their way to the prime ministership.. In Italy, it 
was bonds that took a drubbing in the face of a political stalemate. 

Another reason why EC governments have less room for 
manoeuvre than before is the fact that their currencies are tied 
together in the European exchange-rate mechanism. This would. 
have seemed an unmixed blessing three years ago when Ger- 
any, the strongest member of the club, enjoyed 1% annual in- - 
large current-account surpluses and Edu economic 








Hato, 
growth. 


~ The fall of the Berlin Wall and the integration of eastern Ger- 
many into a single national economy have reversed these trends 
and forced the rest of the EC to live with unpalatably high interest 
rates. This must be particularly galling for the French, whose 
economic management has been the most doggedly conservative 


of all the major European economies. 


While governments in the industrialised world try to engineer 
a recovery, one thing remains clear: interest rates are going lower. 
The US Federal Reserve's decision to cut the Federal Funds target 






















rate by a quarter of one per cent to 3.75% was a stark indication 


that the US recovery is still feeble. 









and pricing of the merger between Hong- 
kong Bank and Britain’s Midland Bank are 
announced. 

In the telecommunications sector, too, 
outstanding regulatory issues tied to gov- 
ernment personnel changes make prices 
very difficult to assess. And finally there 
appears to be a Li Ka-shing factor at work: 
stocks in Li's stable (which alone account 
for 14% of Hongkong's market capitalisa- 
tion) have dramatically underperformed 
the market recently, generating a wave of 
rumours about Li's intentions. 

The lid on these sectors suggests that 
institutional money is unlikelv to flood into 
the market. Indeed, institutional investors 
are currently sitting on Hongkong profits, 
and in times of trouble elsewhere in Asia's 
financial markets, Hongkong has tended to 
act as a convenient source of liquidity. 

Nevertheless, the Hongkong market has 
a diversity which allows the investor to 
play the early recovery quite specifically. 
For example, machine-tool and equipment 
manufacturers, as well as electronic com- 
ponents manufacturers, are industrial sec- 
tors directly exposed to the early stages of 
an anticipated US consumer revival. 

Two companies in particular are worth 
mentioning in respect of machinery sales. 
The first is Chen Hsong Holdings, which 
produces and distributes plastic injection 
machinery not only throughout Hong- 
kong-Taiwan-South China, but also 
throughout Southeast Asia. Director John 
Lo admits that the first-half order books 
have been disappointing. But he says there 
are now signs "that [factory owners] are 
placing orders in anticipation of the recov- 
ery in the US." He adds: "We see this par- 
ticularly in consumer electronics, home 
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"The move may encourage more rate reductions by the Bank of 
japan which cut the official discount rate in March, but failed to 
nate the stockmarket. Tokyo’s tailspin is bound to worsen 
ment in the rest of Asia and could have serious effects on US 


"Steady sterling, softer rate 


bonds and equities. At least one thing is certain for shell-sh xd 


appliances, and also to a certain extent in 
the toy sector." So far as Chen Hsong is 
concerned, South China appears to be the 
area which is tooling up most swiftly. 

Similarly, Fong's Industries, which 
manufactures textile dyeing machines for 
export throughout the region and to South 
America, is catching the first wave from 
the US market. Fong's looks particularly 
good value at present, with a price-earn- 
ings (p/e) of only 5.1, and a dividend vield 
of 8.08%. 

The electronics-components sector is 
also feeling the updraught from the US. 
Industry sources confirm that orders are 
hefty, though this is interpreted as re- 
building inventories depleted during 1991 
in anticipation of an upturn in demand, 
rather than reflecting actual sales. Com- 
panies in this sector would include printed- 
circuit-board (PCB) manufacturers Elec & 
Eltek, Juko Laboratories and even Grande 
Holdings, the respectable successor to 
the disgraced Lafe Holdings. International 
fund managers rarely feel comfortable 
with these stocks: their market capitalisa- 
tions are too small and too easily manipu- 
lated. 

On the other hand, many hold Tomei 
International — a fact that is reflected in its 
relatively high p/e of 13.5. Over the past 
year, Tomei has been most noted for its 
lucrative venture-capital profits. Neverthe- 
less, the company is built on a huge verti- 
cally integrated electronics manufacturing 
and assembly base, and as such is one of 
the companies best positioned to benefit 
from any global upturn in consumer de- 
mand for electronics products. Although 
last year the US accounted for only 21% of 
its business, it is now "investing like hell," 
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investors in Japanese stocks. Having fallen 2 
the beginning of 1990, the Nikkei index cannot decline as min 
from now on, since the index is already down to 17,000. 





22,000 points 





8 Nigel Holl 


to satisfy an anticipated increased demand, 
according to its managing director jack 
Lau. : 

One geared way to trade broadly on 
this recovery is via the Robert Fleming 
Hongkong Industrial Basket Call Warran 
The warrant entitles the holder to buy one 
share each of Gold Peak (batteries), Kader 
(toys), National Electronics (PCBs), Tomek. 
Wong's (PCBs), and a quarter of a share in 
Winsor Industrial (textiles), for HK$1121 
Expiring in July next vear, these warran 
are currently in the money, since on 2 
April the underlying shares were trac 
ing at about HK$12.05, and the warrar 
cost HKS3. 

Unlike most Hongkong warrants, the: 
instruments are not the plaything of- 
dominant shareholder, and perha 
that reason they are hardly traded. 
they do not appear even to be quo 
the Hongkong local press. 

Finally, there is the possibility o 
vesting directly in China through ie 
number of "D" shares authorised 
sued to foreigners. China "B" shares o 
cupy a siren's niche on the risk/rewar 
curve. The risks seem unmitigated by reli 
able information, accountancy standards, 
legal protection or market regulation. 

For investors comfortable with this kind: 
of incalculable risk, the first retail fund» 
targeted at China "B" shares has just been 
granted Hongkong authorisation. It at lea 
has a respectable pedigree. The GT Sher 
zhen & China Fund is run by GT Mai 
agement (Asia) with investment advk 
from Shum Yip Investment Holdings — 
an arm of the Shenzhen government. Up- - 
front fees are 5%, and the minimum in 
vestment is US$10,000. e 
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TAIWAN 


EQUITIES 


J WHERE TO PUT YOUR MO 


Synthetic appeal 


By Julian Baum in Taipei 

S THE WORLD’S second-largest pro- 
A ducer of man-made fibres after the 
US, Taiwan synthetic-textile com- 
panies have recovered from several years 
of decline and are now enjoying a surge in 
sales. At least one, Taiwan's largest inte- 
grated textile company, Far Eastern Tex- 
tiles Ltd, expects to seek new capital over- 
seas via global-depositary receipts. Others 
may follow if these foreign offerings prove 
successful. 

The textile sector is often downplayed 
by analysts because it includes many small 
companies that are easily subject to market 
manipulation on the volatile bourse. But 
the overall profitability of the island’s 19 
manufacturers of man-made fibres last 
year was among the highest of any major 
industrial group. 

Moreover, far from being a 
sunset industry, textiles are 
Taiwan's second-largest source 
of foreign-exchange earnings 
after electronics. In 1991, ex- 
ports rose 17% trom a year 
earlier to US$12 billion. 

One reason for the turn- 
around, at least among fibre 
manufacturers rather than gar- 
ment makers, is the high de- 
mand for fibre products from 
downstream companies that 
have relocated or invested in 
China and Southeast Asia. The 
integration of the textile indus- 
try across political boundaries 
has rescued Taiwan-based pro- 
ducers, which are now supply- 


SINGAPORE 


ing a larger market of regional customers 
rather than only domestic spinners and 
weavers. 

China’s demand for acrylic fibre, for 
example, has risen sharply alongside its 
rising exports of finished garments to the 
US and Europe. Five acrylic manufactur- 
ing plants are under construction in China, 
but Taiwan's two producers of acrylic — 
Formosa Plastics and Tong Hwa Synthetic 
Fiber — expect to have a ready market for 
their product during the mid-1990s. Much 
of the Taiwan companies' combined 
monthly production of 13,000 tonnes is ex- 
ported to China and sold at a lower price 
than alternative suppliers in the US and 
Japan. 

Formosa Plastics is the biggest producer 
of chemical fibre in Taiwan. Highly capi- 





Still competitive. 


EQUITIES 


Bet on the banks 


By N. Balakrishnan 


THE PERFORMANCE of shares on the Stock 
Exchange of Singapore (sES) has been 
disappointing this year, with the Straits 
Times Industrial Index falling 8.55% from 
the beginning of this year to 1,352.83 
points on 9 April. In the same period, the 
Stock Exchange of Hongkong's Hang 
. Seng Index gained 9.94%, while the Kuala 
— Lumpur Stock Exchange Composite In- 
. dex gained 2.09%. 
But a case can be made that the Singa- 
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pore stockmarket may be better value 
than the other markets, as it may already 
have discounted the low growth pros- 
pects for the city-state's economy this 
year. Singapore's GDP is expected to slow 
to 5.5% this year after registering a growth 
rate of 6.7% in 1991. 

Stock picking, however, is a hazard- 
ous game on the small SES, but a safe 
choice is banks, which apart from being 
blue chips, have the virtue of being some 
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talised at NT$64 billion (US$2.5 billion), the 
company's share price, which is not easily 
manipulated, has been stable. Formosa 
Plastics main product line, however, is 
plastics and not synthetic textiles, which 
makes it a less than perfect sector play. But 
the company's earnings per share have 
been high, and profit, for 1991 is estimated 
at NT$3.67 billion, up about 1% from a 
year earlier. 

In contrast, Tung Hwa's estimated net 
income in 1991 of NT$175 million is a 120% 
improvement from the year before. But 
with a market capitalisation of only NT$2 
billion, the company is a favourite of local 
punters who like to manipulate the price 
of small, profitable companies. And unlike 
Formosa Plastics, Tung Hwa's earnings per 
share have been modest, and its price- 
earnings ratio (p/e) of 59 is one of the 
highest in the industry. 

Besides acrylics, sales of polyester and 
other long fibres have also been strong, 
though the market is expected to stabilise 
this year. Among Taiwan's largest manu- 
facturers are Nan Ya Plastics, a member of 
the Formosa Plastics Group, and Hualon- 
Teijran Corp. 

Both companies have ex- 
panded their production capa- 
city of polyester while main- 
taining a diversified product 
line in other synthetic fibres. 

Nan Ya, primarily a plastics 
processor, is the largest listed 
company on Taiwan. Sales are 
estimated at NT$63.7 billion in 
1991, up 15% over the previous 
year. 

Nan Ya's profit is expected 
to rise 22% to NT$4.9 billion. 
These results would make its 
earnings per share in 199] 
among the largest in both the 
textile and plastics sectors. 

Meanwhile, Hualon's profit 
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of the best proxies for the entire economy. 
The best buys in this sector are the Big 
Three banks: DBS Bank, OCBC Bank and 
United Overseas Bank (UOB). 

These three banks are among the larg- 
est companies listed on the SES in terms of 
capitalisation as well as being among 
those showing the most consistent profit 
growth. Singapore has only 13 full-service 
local banks, and as no ing licences 
have been issued for more than 15 years, 
they are in a strong position in Singapore, 
which is growing into one of the largest 
financial centres of Asia. 

DBS, in which the government has a 
controlling stake, is Singapore's largest 
bank in terms of assets. Its 1991 earnings 
were interpreted negatively by the stock- 
market, because most of its year-on-year 
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in 1991 is estimated to have increased 120% 


from a year earlier to around NT$3.5 billion 
on revenue estimated at NT$20 billion. 

But investors’ eyes should fall first on 
Far Eastern Textiles, the industry leader, 
which is expecting to benefit from issuing 
global-depository receipts later this year. 
Far Eastern’s earnings of NT$2.4 billion 
were up 19% from a year earlier in 1991, 
but more than half were from non-operat- 
ing income. 

Far Eastern is the core member of the 
Far Eastern Textile Group of companies 
that maintains a 60% holding in Asia Ce- 
ment, the company in which the planned 
international stock issue would be regis- 
tered. The stock issue would help Far East- 
ern raise capital for its foreign investments, 
which have included relocating labour-in- 
tensive textile production to Southeast Asia 
and arranging joint venture partnerships 
with foreign companies. 

- Far Eastern, however, is waiting on the 
pioneering efforts of state-run China Steel 
before applying for its own international 
issue. Sources say Far Eastern’s first over- 
seas issue would be in the range of US$50- 
100 million. 

Formosa Chemical & Fiber is another 
favourite of some foreign analysts because 
of its stable performance and strong sup- 
port from Formosa Plastics Group, of 
which it is a core member. The company's 
1991 profit is projected to have risen 25% 
from a year earlier to NT$4.9 billion, on 
revenue of NT$31 7 billion. But as with Far 
Eastern, a large chunk of those earnings is 
made up of non-operating income. 

Another popular stock is Tainan Spin- 
ning, which projects earnings of NT$1.3 
billion for 1991, up 56%, on revenue of 
NT$7.8 billion. The company is the nation's 
ninth-largest synthetic fibre manufacturer. 
It is an interesting play on one of Taiwan's 
larger diversified business conglomerates, 
Tainan Spinning Group. & 





est earned red: up 0. 2% to 5 $82.27 billion, 


‘Because DBS, with its wide financial- 
services exposure from lending to stock 





broking, is literally a proxy for Singapore. 


Inc., any investor who has faith in Singa- 
pore. resuming its strong economic. 
growth of the past could do well to buy 
DB shares. Ong Nai Pew of BZW Pacific 
Union says DBs’ loan growth should be 
steady this year. Ong expects the bank's 
! gs to increase 6% in 1992 and 12.5% 













l meanwhile, has an image on the 
eing too conservative. But in these 
nks peng GVETEXpeSES S to all 





MALAYSIAN 


EQUITIES 


Currency play 


By Doug Tsuruoka in Kuala Lumpur 


| ESSIMISTS ASSERT THAT only the most 

P starry-eyed investor would wander 
| into the Malaysian stockmarket this 
year in view of its insipid performance. In- 
deed, the Kuala Lumpur Stock Exchange 
Composite Index has shed at least 9% of its 
value since reaching an intra-year high of 
619.06 on 20 February. 

But if there is an encouraging trend 
amid the bearishness, it is the unexpected 
strength of the Malaysian ringgit against 
other currencies since the beginning of the 
year. The Malaysian currency has surged 
by more than 6.2% against the US dollar 
since 31 December 1991, triggering a corre- 
sponding rise in the US dollar value of all 
Malaysian stocks. 

Central bankers ascribe the ringgit's 
powerful ascent to market forces, calling it 
a grudging vote of confidence in the Ma- 
laysian economy, expected to grow by 
8.7% this year. Others believe the surge is 
part of a campaign by Prime Minister 
Datuk Seri Mahathir Mohamad, who be- 
lieves that the ringgit should be more in 
line with Malaysia’s bullish fundamentals. 

In any event, the exchange rate ripple 
has also increased the allure of counters 
which have tended to outperform the mar- 
ket in 1992. Among these are Magnum, the 
gaming and property concern which fin- 
ished at M$5.40 (US$2.10) per share on 9 
April, against a high of M$6.10 for the year. 
Others include Genting, the resort-casino 
developer; Tanjong, the horse race-betting 
counter; Bank of Commerce and Telekom 
Malaysia, the privatised national telecom- 
munications provider. 





OCBC's. plans to develop its | large, | tois 
idle land bank into commercial and 


residential property. 


UOB's image is opp osite to that of 
OCEC. Most analysts have been cautious 
about the bank because of its penchant 
for risk taking. But some point out that 
while OCBC takes risks, it has been 
able to extract a bigger margin from its 
customers. For example, in 1991, the 
bank's annual loan growth was only 
995, but. its net. income rose 15.8% to 
9$261.6 | mi lion. 
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The luckiest foreign investors wi 
those who snapped up the right stocks 
the right time towards the end of 1% 
then cashed their shares for US doll 
before the market's latest dive. N 
Malaysians who have stepped into t 
market since then have discovered that t 
strong ringgit has driven up the price o 
local stocks in US dollar terms. 

But regardless of such timing fac 
analysts note the ringgit s strength 
temporarily eased a nagging area of co 
cern for all foreigners who invest in 
laysia: the fear that abrupt declines 
ringgit will erase their profits. T 
breathe easier, at least for the tin 

The most reckless investors à 
buying into the market on the: 
the ringgit will continue to 
that local shares will rally be 









side strength is agis with t 
Some analysts believe the ct 
already testing the outer limits o 
strength against the US dollar. AN 
ringgit nearer the average of M$2.72-2 
to the greenback, which prevailed last year, | 
may prove irresistible to monetary officials 
if a strong ringgit impacts unfavourably on: 
Malaysia’s trade balance. E 
Central bankers will say only that 
intervention will occur if the ring 
strength becomes unacceptable. But | 
now, enthusiasm for the unit in for 
exchange dealings shows no signs of at 
ing. The ringgit ended at 2.5585 to the 
dollar on 8 April, ^d 185 points from 
close of 2.5770 on 3 April. All of this box 
well for the foreign owners of Mala‘ 
shares. 
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TRAI PROPERTY 


Choice pickings 


By Paul Handley in Bangkok 


P AND DOWN SUKHUMVIT Road, 
home to Bangkok’s wealthy and its 
expatriate community, you can feel 
the glut coming. Dozens of construction 
cranes work feverishly into the night to 
finish tall condominium towers. On those 
nearly ready to open, vacancy signs are in- 
creasingly prominent. A year ago, there 
were none. 

This could prove a lucrative investment 
Opportunity in the next few years for for- 
eign investors. Thailand’s residential 
housing market has peaked, while sale 
prices are coming off their highs. Only 12 
months ago, it was a solid sellers’ market. 
Today, buyers have a choice. 

Foreigners now also have the legal right 
to buy. Last year the government passed a 
new law allowing them to buy up to 40% 
of a condominium project. With this law in 
hand, leading Thai developers are already 
pitching their condominiums — in Hong- 
kong especially, but also in Taiwan and Ja- 
pan. 

That does not make the market a buy in 
itself, but experts say good opportunities 
are there. The general market picture is for 
many of the upmarket residential condo- 
minium projects launched in the past three 
years in Bangkok to begin to come on line. 
In the main upper-class residential areas of 
Sukhumvit and Sathorn roads, the newly 
popular areas such as Phaholyothin and 
Chaengwattana roads and along the Chao 
Phraya River, this adds up to several thou- 
sand high-quality units of around 100-200 
m? in size. 

During the development phase, these 
condominiums were sold for between Baht 
20,000 (US$800) a m? and Baht 40,000. In 
more suburban areas of greater Bangkok, 
prices for slightly lower-quality units, ac- 
ceptable to foreigners on a tighter budget, 
were as low as Baht 10,000 a nv. 

Many units were sold to speculators, 
who paid relatively small downpay- 
ments. As completion nears, however, they 
are going to have to come up with the 
lion's share of the purchase price. And then 
they will need to pay for decorating the 
flat. 

Many of these investors would rather 
take their profits now. A year ago, if they 
paid Baht 25,000 a m°, they were trying to 
sell it off at Baht 35-40,000 a m?. Now there 
are more units on the market from the 
original buyers at Baht 30,000 or less. And 
developers selling new projects seem to 
have brought their sticker prices down to a 
more realistic Baht 35,000 or less. 

The crucial issue is gauging how much 
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of the original investment in these projects 
was by speculators. Knowing that would 
give an idea of how much of the new 
property will be put out on the market for 
sale. Estimates are around 25%, with the 
rest being occupied or rented by their 
owners. 

How risky is the investment? Neil 
Roberts of First Pacific Davies (Thailand) 
says demand growth for expatriate-class 
housing is still solid and the bottoming-out 
of the market will probably not be too 
deep. 

Sustaining demand are a number of 
factors: the still steadily growing economy, 
the continued inflow of expatriates to work 
on numerous large infrastructure projects 
and growing interest in apartment living 


A buyers' market. 


by Thais. This last factor is partly a result 
of frustration with long commutes from 
suburban homes through Bangkok's noto- 
rious traffic. 

This would suggest that waiting around 
for a crash is not a good approach. Of 
course, the number of towers quickly ap- 
proaching completion on Sukhumvit Road 
in the next six months indicates that, for 
perhaps the next 12-18 months, there could 
be a mini-glut. But it is unlikely that any 
downturn in the economy or credit 
squeeze will trigger panic selling by over- 
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geared speculators. 

Moreover, Roberts believes that the in- 
come potential for Thai condominiums i: 
good at current prices — particularly foi 
the quality projects. Market trends sugges! 
that rental rates could be softer in the nexi 
two years than they were in 1991, but that 
take-up will ultimately solidify and hold 
current rates of Baht 250-400 a m? a month 
Yields average 14-15%. 

What to buy and where are the othe 
considerations. Buying a condominium ir 
an already completed project ensures tha 
the buyer knows what he is getting. Ir 
Thailand, there are few laws that guaran: 
tee the rights of a buyer in a project not yei 
under construction. 

Experts advise to invest only in the bet- 
ter-quality markets and to focus on neigh- 
bourhoods where expatriates and wealthy 
Thais will be tenants. This means tradi- 
tional markets such as Sukhumvit, and alsc 
new ones such as Chaengwattana, where 
the new international school will be sited 
and which someday will be serviced by 
one of the city's three proposed mass- 
transit systems. 

In the middle-class range of projects in 
the sprawling Bangkok suburbs, there are 
far more new developments than demand 
warrants. Unlike Hongkong, Bangkok and 
the surrounding areas have a large amount 
of undeveloped land that can be developed 
quickly and cheaply for middle-income 
Thais if the market shows some strength. 
This limits the upside potential of subur- 
ban property for investors. 

But exceptions to this will become ap- 
parent along the routes of the planned 
mass-transit systems. The more adventur- 
ous might take a chance on these middle- 
class markets. 

A final risk for foreign investors lies in 
buying a condominium that might turn out 
not to be a condominium. Several develop- 
ers, some of whom have marketed their 
projects in Hongkong, have been selling 
townhouses to foreigners as condomini- 
ums. The new law is vague in its definition 
of a condominium, but the Department of 
Land, which controls deed transfers, has 
said that these sales violate the spirit of the 
law. 

The interpretation of the law is still in 
flux, with developers putting heavy pres- 
sure in the Department of Land to broaden 
its interpretation. If the agency does not, 
those foreigners who have bought units 
that are not in apartment towers could be 
forced to give them up. 

But there is a way to get around the 
statute should the need arise. Many for- 
eigners have already invested in apart- 
ments, houses, and commercial property 
by setting up a 51% Thai-owned joint-ven- 
ture company to hold the property. 
Thai lawyers and business acquaintances 
have been known to help set up these 
companies. a 
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lAPANWESE ART 


Abstract angles 


)y Louise do Rosario in Tokyo 


ITH JAPANESE STOCK and land 
prices in free fall, there is one 
sector that is still holding firm: 
nodern paintings by young Japanese art- 
sts. The value of these works has stayed 
irm, even as the prices of most other 
vorks of art have crashed 
longside the decline in for- 





unes of the developed world's Sm 
inancial markets and its wis 
conomv. 


For anyone with a few mil- 
ion yen to spare and an eye 
or modern art, this is the time 
0 buy — before prices in this 
ncreasingly popular form of 
rt become inflated. For the ex- 
rienced art investor hunting 
or long-term bargains, this 
narket offers a broad range of 
nodern paintings by promis- 
ng artists who have a good 
hance of making it big in the 
iext few years. 

Until recently, Japanese 
rtists were better known for 
heir pottery, lacquer, prints 
nd traditional paintings on 
ice paper and executed in ink. 
he most generous collectors 
vere usually foreigners, as big- 
ime domestic buyers were 
nore interested in Western 
aintings or Chinese antiques. 
Aodern paintings by Japanese 
ttracted little attention. 

Analysts say the recent in- 
erest in modern Japanese 
'aintings, both at home and 
verseas, is due to the matur- 
ng of Japanese artists as well 
is more international expo- 
ure. Most of the buyers now 
re genuine collectors who 
voided the art market during 
he boom years of the late 
980s, art dealers say. 

In response, Christie's auc- 
ion house has organised its 
irst sale of Japanese modern paintings on 
2 April in New York. These 19 paintings 
rea mixture of both Western-style abstract 
'aintings and easily recognisable Japanese 
»esentations, such as themes of a woman 
n a kimino or Mt Fuji. But they are repre- 
entative of the older generation of Japa- 
rese painters influenced by the West rather 
han the under-30 crowd of up-and-coming 
irtists. 

One painting by Saito Yoshishige, 85, 
itled Work No. 10, is a representative of 
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the abstract Western school. "The style is 
very international,” says Koiji Yamada, 
managing director of Christie’s Japan 
“You can't really tell from the painting that 
it is by a Japanese.” This painting of gold 
and black blurs of oil carries a price tag of 





Yoshishige's Work No. 10: the abstract school. 


U5$150-200,000. 

The market for paintings by this older 
generation has had its share of speculative 
excess in recent years. Paintings by the 
nation's top five modern painters 
Yasushi Sugivama, Kaii Higashiyama, 
Ikuo Iroyama, Matazo Kayama and Tat- 
suo Takayama — fell by as much as 50% in 
a late 199] auction, to Y50-90 million 
(US$370-670,000) from record levels of 
Y130-170 million in the late 1980s. 

But this boom-to-bust cycle has not 
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touched vounger modern artists, whose 
works were never profitable enougn T 
dealers to auction publicly. Nikk 
monthly art-investment magazine 


featured 21 promising young artists whose 


Lu 
recentia 


works are still relativelv affordable at an 
average price of under Y] million a piece 
The periodical predicts that patrons will 
be able to make reasonable returns in If 
vears' time from such investment: 

Nikkei Art divides these artists into vari 
ous broad categories. First there are artists 
such as Chinami Nakajima who have im 
peccable academic and professional quali- 

fications and close relation 


= ships M ith dealers Ihi Se con 
ire likelv to ensure 
that thei paintings w ill carry 


* nechons 


some recognised valu 
Nakajima, 47, is 


of the prestigious Tokyo Na 


a graduate 


tional University of Fine Arts 
and Music, where his father, 
also a painter, was once a di 
rector. Although ther: 
fewer buvers for his paii 
in recent months, the average 
price of his major work has 
staved at ¥7 million 

Others in this category in 
clude Kazumi Nakamura, 36 
who is well-known for his 
strong lines and contrasting 
colours. His major paintings 
continue to fetch ¥1.4-3 mil 
lion. Another is Hideo Takeda 
44, a cartoonist by profession 
who became well-known as 
painter after a national exhibi 
tion held in 1985. He 
uled to hold 
overseas exhibition 
the British 
don 


When investing, there are 


* Sf hed 
his first major 
in 1993 at 


Museum in Lon 


several considerations to make 
beforehand. Art dealers stress 
that buvers should 
trate first on works that hold 
individual aesthetic appeal. A 
painting valued toremost as 
a work of art will hold some 
value even if it loses money 
(and will likely keep the 
buyer from haranguing thi 
dealer if the investment turns 


oncern- 


sour) 
Buvers should also gauge the rea 
of paintings by seeking assurances from 
dealers that they are prepared to buy them 
back. Dealers can also help to establish th« 
authenticity of the painter and the parti 
lar piece of work 
Finally, when entering the 
japanese art market, be prepared to invest 
at least Y500,000 to make a substantial re 
turn on investment. And buy thi 


valu« 


modern 


g 
of different artists, just as you would di 
versifv vour other investments * 
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Stockmarket performance 


13 Mar. 
1992 


US 3,235.91 
Japan 20,456.06 
Britain 1,935.80 
Germany —— 1,992.70 
France 523.75 
Italy , 810 
Switzerland — 798.90 
Australia — . 1,588.40 
^8, 47579 

. 891.59 


Singapore — : 
5071.19 


Hongkong 


10 Apr. 
1992 


3,255.37 
17,850.66 
2,001.10 
1,992.30 
535.04 
501.16 
815.00 
1,582.00 
3,376.64 
376.89 
4921.11 


Local 
currency % 


+0.60 
-12.74 
43.37 
-0.02 
+2.16 
-1.87 
«2.02 
440 
-2.85 
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-2.96 


Selected earnings forecasts 


Company 


Fosters Brewing 
Pacific Dunlop 
Johnson Electric 
Winsor industrial 
Canon inc 
Fujitsu 

Kirin Brewery 
Sony 

Toshiba Corp. 


. Dunlop Malaysia 
Rothmans Malaysia: 
San Miguel Corp. B 


Fraser & Neave 
Singapore Press 
Yeo Hiap Seng 
Goldstar 

Samsung Electronics 
Tong Yong Nylon 
Far East Textiles 
Tatung 

Union Textile. 


Resources 

Broken Hill Pty (AA 
MM | 

Western Mining 

Con. Plantations 
Golden Hope 
Highland and Lowland 
Kuala Lumpur Kepong 
Malaysian Mining 
Fletcher Challenge 
Benguet Corp. B 
Philex B 


Country 


Australia 
Australia 
Hongkong 
Hongkong 
Japan 
Japan 
Japan 
Japan 
Japan 
Malaysia 
Malaysia 
Philippines 
Singapore 
Singapore . 
Singapore 
South Korea 
South Korea: 
South Korea 
Taiwan 
Taiwan 
Thailand 


Australia - 
Australia 
Australia 
Malaysia. 
Malaysia 
Malaysia 
Malaysia 
Malaysia 


New Zealand 


Philippines 
Philippines 


Latest fiscal capitalisation reported 
year fo end: 


June 91 
June '91 
Mar. '91 
Mar. '91 
Dec. 91 
Mar. '91 
Dec. 91 
Mar. '91 
Mar. '91 


June '91-. .- 
Mar. 91 .— 
Dec.'90. 
Aug. Di 


Dec. '90 


Dec. '90 . 
Dec. 90 
Dec. 90 
Dec. 90 — 


May 9t 


June '91 .. | 
June gt 
June 91 - 


Mar. '91 
Dec. '90 
Sept. '91 
Jan. H 
June '91 
Dec. ‘90. 


Dee. 90 


US$ 
% 


opie 


“42.24 


45.69 
41.79 
34,30 
-0.85 
«2,04 
30.76 
71.86 
~2.85 
2,80 


Market 


(US$) 


3.28 
345 
049 
0.36 
749 
9.16 
955 

11.93 
14.45 
c9 
p 38 
..056 
099 


(007 
0.85 
147 
018. 
181 


0.04 


46 27 


. 859 
061 
0.65 
0.36 
0.61 
0.37 


252 


0.04 
0.04 


E 3 


124 9648 — 


o 845 . 38i 


(27 — 


US Dollar 


Compared to 
- Australian dollar 
Canadian dollar 
Deutschemark 
Hongkong dollar 
Sterling 
| Switzerland irane 
| Nen. | 


Last Current {or 


following} 


year year 


Er 9.91 
2492 — 2287 
849 —— 1022 
10.29. — 1208 
4877 . 65.16 
8390. 1498 
3048. — 3336 
P1254 — 
9654. — 1760 
291 3.53 
29.44 
17.55 
23.65 
42.45 
$16 00 — 
7158 . 62.96 
24679 . 24308 
101.08 
759 
2.49 
13.41 


B: 


5335 


13.72 
3.53 
2.75 
1.57 
7.46 
3.98 

1196 — 


182 
1.09 
545 
26.58. 
455 — 
078 


(39706: 


7.90 
(M 


43 Mar. 
1992 


13245 

1,1983 
E 
4 pa . 


133. 60: 


1992 
13141 
1.19 

MM 

B2: 


034500 
48290. 


: D S741 


% change 
-079 
-0.89 
-198 
-030 
-188 
-050 

052 


Source: Review Data 


Share price 
on 10 Apr. 





Forecast 
pre for 


Next year 1992 (US$) current year 


12.96 
27.44 | 
11.77 
13.84 
53.44 
17.00 
nas 


16366 — 


18.32 
3.53 
32.19 
22.88 
26.68 
46.09 
1.21 
65.58 
262.76 
118.53 
8.30 
3.28 
18.07 


64.02 
9.91 
16.77 
3.93 
3.53 
1.96 
7.85 
4.1 


| "s. a 


146 
3.86 
144 
1.40 
9,98 
5.06 
907. 
31.97 
4.50 
0.57 
4.83 
3.39 
5.61 
5.09 
0.79 
12.83 
36.10 
29.27 
1.48 
1.08 
0.98 


10.46 
1.99 
3.81 
0.86 
0.77 
0.58 
143 

088. 
1,78 
101 
0.06 


"Converted at average US$ rate prevailing for years prior to 1992; and at rate preva ing on 10 April 1992 for all other 


Conversions. 


Earnings estimate information has been compiled by VB/E/S Inc. Estimate dia, nano eee of analysts reporting. 


Individual estimates may vary. Eamings estimates and the consensus. change frequently. Therefore, these forecasts should not 


be regarded as an absolute indicator of any company's actual performance. This table Hapiesens Consensus estimates as of 


10 April 1992. No recommendation regarding these securities is stated nor. lpia 
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Vi have what it takes. Thousands 


of trucks, hundreds of planes. And 
computers to keep track of them all and 
the parcels they carry 

jut we also know that this is not 


enough. So, wherever your shipment is 


-— à 


f 


v tm 





er 80 years in the package delivery business, 
the greatest compliment you can give UPS is 
to describe us as totally predictable 


going, there is an important, additional 
benefit to using UPS. Predictability In 
other words, it wont simply arrive, itl 
arrive when we say it will 

Because we know theres something 
else that is totally predictable. every 
improvement in transportation efficiency 
directly influences your companys 


profitability 


LK 
Ups 


ù 


United Parcel Service 


As sure as taking it there yoursell 





For information call. Australia: 02/66713 33 Brunei: 02/242401 China, People's Republic of: Beijing 01/4994100, Guangzhou 020/6680964, Sh inghai 021/2565760 Hong Kong 
India: 022/6124449 Indonesia: 021/4714825 Japan: 03/35426421 Korea: 02/6013300 Macau: 963535 Malaysia: 03/2552566 New Zealand: 09/2754009 Pakistan: 021. 440081 Papua New 
Guinea: 254447 Philippines: 02/8321565 to 69 Singapore: 7383388 Sri Lanka: 01/28793 Taiwan: 02/8833868 Thailand: 02/5131109 


® Trademark and service mark of United Parcel Service of America, Inc , of USA 
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COMPANIES 


Thirst for power 


Philippines San Miguel moves closer to Cojuangcos grasp 


By Jonathan Friedland i in | Manila 


ith a triumphant flourish, 
Andres Soriano IH on 8 April 
announced to a group of in- 
| —»Stitutional investors that San 
“Miguel Corp. had snatched a 57% increase 
in 1991 earnings trom the jaws of a reces- 
on-battered Phili ippine economy. This, 
claimed Soriano, “validates our corpo- 
fe vision and strategy.” However, it may 
O prove his last hurrah as San Miguel's 
chairman of the past six years. 
.. The man who formerly held that posi- 
tion, presidential aspirant Eduardo 
“Danding” Cojuangco, is soon expected to 
reassert control over the brewing, packag- 
ing and food-processing conglomerate. 
With sales of P53 billion (US$1.9 billion) in 
1991, San Miguel accounts for about 3% 
of the Philippines’ Gpp. 
. Cojuangco’s retaking of the chairman- 
ship could come as early as San Miguel's 
annual general meeting on 21 April, 
though most analysts expect him to wait 
until after the Philippine presidential poll 
n 11 May before pressing his advantage. 
le received a filip on 11 April when the 
andiganbayan anti-graft court gave him 
another victory in his legal battle to wrest 
back San ! Miguel from the Soriano clan. 
Cojuangco has controlled three board 
seats at San Miguel since October 199] 














when a series of legal decisions, all the way 
up to the Philippine Supreme Court, al- 
lowed him to vote his 17.3% equity stake 
in the firm. Those shares, which the gov- 

ernment of Corazon Aquino contended 
were beneficially owned by ousted dicta- 
tor Ferdinand Marcos, were sequestered by 
the Philippines Commission on Good 
Government (PCGC) in 1986. 

The latest Sandiganbayan decision will 
force the transfer of some of those shares 
from the PEGG back to Cojuangco. The 
special court ruled that the commission, 
which was set up to recover wealth stolen 
under Marcos and to prosecute those re- 
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ithe AMO 


sponsible, failed to file formal charge 
against Cojuangco within the period stipt 
lated by the 1986 constitution. 

Furthermore, the court's decision effe 
tively sets the stage for Cojuangco to r« 
turn to the driving seat at United Cocont 
Planters Bank (UcPB), which would er 
trench the tycoon's command over Sa 
Miguel. The bank, ostensibly acting on bx 
half of the nation's coconut farmers, ac 
ministers a trust controlling 31.3% of Sa 
Miguel. Its dominant shareholders ar 
Cojuangco and his allies, though thei 
32.8% stake has been frozen by the PCG 
since 1986. 

“It is just a matter of time" befor 
Cojuangco reasserts control over the eigk 
board seats he held prior to fleeing th 
country with Marcos in 1986, says Eduard 
de los Angeles, a San Miguel board mem 
ber, "unless the government can prove tha 
Cojuangco doesn't own UCPB." The agenc 
charged with proving this, the PCGG, ha 
lost to Cojuangco every time it has face 
him in court. It is widely expected to b 
dissolved after the presidential elections. 

Members of San Miguel's 15-man boar 
and its senior executives say that Co 
juangco's return will not mean a substan 
tive change in the company's expansio! 
strategy, which has cost the firm P17.6 bil 
lion over the past five years and is slated t 
cost another P7-8 million in 1992. They di 
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assume, however, that Soriano and several 
of his key lieutenants will be expelled from 
the ranks of senior management or, at the 
very least, marginalised. The Soriano fam- 
ily holds only 1.3% of San Miguel's stock, 
according to brokers. 

“We have always maintained that the 
owners have the right to elect the board 
and they in turn have the right to appoint 
managers,” Soriano told the institutional 
investors. “We have done a good job in the 
last six years. Our record attests to that. 
But we are not going to object to, or fight 
with, anyone who sits on the board of San 
Miguel.” 

Institutional investors say they are not 
pleased about the return of Cojuangco, 
who is nicknamed “Pacman” (after the 
computer game) for the voracious way in 
which he sought to gobble up companies 
during the Marcos era, but they have re- 
ceived assurances that most of San 
Miguel's core group of professional man- 
agers will keep their jobs. Many of these 
managers, including chief operating officer 
Francisco Eizmendi, served under Co- 
juangco as well. 

Securities analysts give Soriano and his 
team high marks for consolidating San 
Miguel’s hegemony over the local beer 
market, of which the company has a 90% 
share, for upgrading and expanding its 
packaging and food units through new 
joint ventures and for embarking on an 
overseas strategy that has made San 
Miguel beer a big seller in Hongkong, 
southern China and Vietnam. 

Analysts are also impressed with the 
management's campaign to drive down 
costs. San Miguel has pulled out of un- 
profitable businesses such as coffee and 
fruit purees, replaced old plant and equip- 
ment with state-of-the-art technology, con- 
tracted out some of its warehousing and 
food-production needs, and sacked thou- 
sands of workers. Its payroll expenses have 
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been virtually flat in the past two years. 

Coupled with a pricing latitude allowed 
by its virtual monopoly over the beer mar- 
ket and its 71% share of the local soft 
drinks market through its Coca-Cola bot- 
tling unit, the cost-cutting drive allowed 
San Miguel to boost operating margins last 
year. Bev erages account for more than 70% 
of the group’s consolidated revenues. 

San Miguel posted a 29% increase in 
operating income to P5.5 billion on a 6% 
decline in sales volume growth last year. 
Net income was P2.8 bil- 
lion, against P1.8 billion in 
1990. This was achieved 
despite slumping eco- 
nomic growth in the Phi- 
lippines, high interest rates 
and inflation, a spate of 
natural disasters and the 
imposition of an ad-valo- 
rem tax on beer. 

A Cojuangco takeover 
"will have a minimal im- 
pact on San Miguel's pro- 
fitability in view of its mar- 
ket dominance, coupled 
with its reputable and pro- 
fessional management," 
says Caroline Kabigting, a 
vice-president at Peregrine 
Securities in Manila. Adds 
Regina Balane, an analyst 
at Philippines Asia Equity Securities: 
"Cojuangco won't mess with the formula 
because it is a formula that has worked." 

Cojuangco's attorney Estelito Mendoza, 
who serves as one of his three board mem- 
bers at San Miguel, basically agrees. “Con- 
trary to the continuing assertions of the 
PCGG, the interest of the Cojuangco group 
is to keep San Miguel healthy and profit- 
able," he says. "We don't want the 100 mil- 
lion shares we own to drop in price." 

Some brokers fear, however, that 
Cojuangco's autocratic tendencies will lead 
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Beer market monopoly. 


to a reversal of the decentralisation thrust 
which has been a cornerstone of San 
Miguel's strategy under Soriano. Last Oc- 
tober, the conglomerate created a separate 
subsidiary out of its Magnolia division, 
which produces and markets ice cream, 
dairy products and fruit juices. At the same 
time, it housed its integrated poultry ope- 
ration and its animal and shrimp feeds 
businesses in a new unit called San Miguel 
Foods. A third subsidiary, San Miguel 
Properties, has also been established 

"The decentralisation 
strategy is designed to in- 
crease the speed of deci- 
sion-making and to give 
us more flexibility," says 
Delfin Gonzalez, San 
Miguel's chief financial of- 
ficer. It also opens more 
fund-raising options for 
San Miguel, which has 
been constrained from 
issuing equity since the 
ownership dispute began 
in 1986. Magnolia recently 
announced the launch of à 
commercial paper pro- 
gramme to complement 
San Miguel's own 

This devolution of fi- 
nancing risk is key to 5an 
Miguel's strategy. Its inter- 
est expenses rose 19% in 1991 to P2.3 bil- 
lion and are expected to climb further this 
year. The firm's consolidated debt-to- 
equity ratio is a hefty 142%, down about 
8% from the previous year largely as a re- 
sult of the near doubling of San Miguel's 
share price during 1991. Mendoza says that 
he worries San Miguel's debts are too high 
but he opposes any dilution of the 
Cojuangco group's equity stake, for the 
time being at least. 

Securities analysts say the decentralisa- 
tion programme makes sense because of 
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the size of San Miguel. When Cojuangco 
last controlled San Miguel, they note, its 
sales were roughly a quarter of the P53 bil- 
lion in turnover reported in 1991. Similarly, 
San Miguel's asset base climbed from P12 
billion in 1986 to P42 billion by 1991; it in- 
creased by about P1 billion a year during 
Cojuangco's tenure. 

While much of the growth has come 
through San Miguel's expansion of its 
beverage business, the firm is also concen- 
trating on achieving a more balanced 
portfolio of interests. 

A 60:40 joint venture between San 
Miguel and Yamamura Glass Co. of Japan 
will begin producing glass containers for 
the Japanese and local market by the end 
of the year from a P1 billion packaging 
plant in Cavite. San Miguel has also en- 
tered into a 60:40 joint venture with 
Conservera Campofrio of Spain to manu- 
facture canned and packaged meats for the 


local and international market. 

In both cases, says Asia Equity's Balane, 
San Miguel is benefiting from the transfer 
of technology and expanded product lines. 
San Miguel Campofrio’s meat products, for 
example, have a shelf life three to four 
times longer than other brands competing 
in the Philippine market. This is a kev fac- 
tor in a country where refrigeration of 
perishable goods is far from reliable. 

Both plants will also provide badly 
needed foreign exchange. At present, San 
Miguel derives most of its US-dollar earn- 
ings from its coconut-oil operations in 
Mindanao, which since January have al- 
most been brought to a standstill by daily 
power outages lasting 15-18 hours. 

Cojuangco is also likely to allow San 
Miguel's overseas advance to continue, 
given the pace of its evolution. Last year, 
the conglomerate took an equity stake in a 
brewery in Guangdong, southern China, 


year. 
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via its listed Hongkong arm, SMC Interna- 
tional. It also linked up with Taiwan's lead- 
ing food-processing group, President En- 
terprises, to take a minority interest in San 
President Foods, which will produce and 
sell ice cream on the island. 

And it swapped shares from SMC In- 
ternational into SHK-Hongkong Industries, 
a concern which has taken minority stakes 
in a number of leading Hongkong indus- 
trial companies. That deal gave San Miguel 
a P293 million one-off gain in 1991. 

Meanwhile, the Philippine company 
has emerged as a contender to buy the 
troubled Cascade Group, a Tasmanian 
beermaker. Although it remains non- 
comittal about its interest, the company has 
lined up Australian investors as possible 
partners. 5an Miguel is also studying the 
possibility of establishing a brewery in Vi- 
etnam to complement its already strong 
export presence there. a 


s "Given th the egromho of protectionist sisene ad 
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POLICIES 


Beware the buyer 


Chinas consumers demand value for money 


By Lincoln Kaye in Peking 


o get wealth is glorious" ran patri- 

arch Deng Xiaoping's startling re- 

versal of Maoist self-abnegation in 

the first flush of economic reform in the 

1980s. To spend wealth is more glorious 

still, Dengists now seem to be saying as 

economic liberalisation regains momen- 
tum. 

In the 1988-91 period between the two 
waves of reform, the growth in consumer 
spending slowed to a halt. Initially, slug- 
gish spending reflected some shrinkage in 
disposable income. But in the surly mood 
of post-Tiananmen China, the slowdown 
in consumption was also a vote of no- 
confidence in the government's willing- 
ness or ability to continue rapid economic 
momentum. By shunning domesti- 
cally made consumer durables, 
shoppers signalled their rejection 
of the shabby products of state 
factories. 

Meanwhile, individual savings 
ballooned to nearly Rmb 1.2 trillion 
(US$224 billion) last month, com- 
prising bank deposits and cash 
hoards, according to estimates of the 
State Statistical Bureau (SS). But this 
“caged tiger,” in the words of the 
official Xinhua newsagency's com- 
mentator, could wreak inflationary 
havoc. 

To forestall the tiger’s rampage, 
the government has taken to cajol- 
ing the beast. Spending is to be en- 
couraged in order to shore up 
foundering state industries as well 
as the public’s sense of well-being. But the 
buying binge will backfire unless shoppers 
are satisfied they are getting value for 
money. 

Ideas such as quality control and cus- 
tomer service, which in the past were given 
short shrift in China, are now touted as 
essential to toning up flabby public enter- 
prises and corralling inflation. The cam- 
paign began with the 1991 “Year of Qua- 
lity, Variety and Efficiency,” which was 
largely restricted to sloganeering among 
public-sector executives and their govern- 
ment tors. 

Even this limited effort, though, pro- 
duced visible results, especially in such 
things as electronics products. The Chinese 
Consumers’ Association reported that pro- 
duct complaints in general declined mar- 
ginally in 1991, after a four-year run of 
steep annual increases. Complaints about 
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electronic goods dropped from nearly half 
the 1990 total to just 26% last year. 

The Machinery and Electronics Indus- 
try set up a network of nearly 3,000 main- 
tenance centres to service electrical appli- 
ances. With manufacturers able to repair 
their products nationwide, shoddy home- 
town producers found it harder to hide 
behind local protectionism. 

Consumer spending was quick to re- 
spond to such initiatives, with retail sales 
up by 13.2% to Rmb 940 billion in 1991. 
According to the SsB, sales growth was 
even faster in the first two months of 1992, 
which included the Chinese New Year 
holiday, traditionally the busiest time for 
retailers. 

In order to keep up the momentum, the 
government has followed through this year 





Looking after the market 'god' (the consumer). 


with a concerted "Long March to Quality" 
campaign in a dozen national newspapers 
and the government TV network. "One 
unexpected side benefit,” a Chinese jour- 
nalist notes, "is to give some outlet, if only 
in a limited way, to our investigative re- 
porters — an under-utilised tribe since 
1989." 

The press has risen to the occasion, pro- 
ducing a spate of stories that have ranged 
from the eyebrow-raising to the stomach- 
turning. One aggrieved patient hobbled 
into a newspaper office on crutches com- 
plaining that bogus herbal medicines had 
worsened his bone condition. A case of 
name-brand whiskey turned out to contain 
dead bugs and snippets of rubber tubing. 
An exploding water-heater killed a mother 
and daughter. 

In other newspaper reports: furniture 
collapsed as soon as it was sat upon; brand 
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new shoes disintegrated before they made 
it across the street; condiments and even 
baby food were adulterated; and canned 
goods were mislabelled and were years out 
of date. 

Leading the charge against these evils, 
with obvious gusto, has been Vice-Premier 
Zhu Rongji, a potential liberal standard 
bearer in China's impending succession 
battle. The high-profile, popular campaign 
must come as a relief for Zhu after a year 
of battling with his other main cabinet as- 
signment, the no-win task of trying to turn 
around the ailing public sector. 

The "Long March" was well timed to 
give Zhu favourable exposure just as the 
glow of Deng's reformist rhetoric burst 
upon the broader political scene. It was the 
vice-premier, personally, who set loose the 
investigative reporters, according to news- 
room sources. Zhu also figured promi- 
nently in public observances of Interna- 
tional Consumer Day on 15 March 

This occasion was rechristened "God 
Day" in the Chinese press, in honour of 
the consumer's ideal status as god of the 
market. (One press commentator slyly sug- 
gested that as an atheistic country, China 
should not hail its consumers as 
"gods." To convey consumers' om- 
nipotence, why not call them "vice- 
chairmen" instead?) 

‘God Day" was marked by a na- 
tionally telecast Phone-a-thon of 
consumer gripes. Some 18 flak- 
catchers fielded nearly 600 calls in 
the course of two hours. Afterwards, 
one of them likened the spate of 
consumer sentiment to the open- 
ing of a new channel of the Yellow 
River — murky, impetuous, and ir- 
resistible. 

Upscale foreign consumer-goods 
manufacturers look forward to rid- 
ing that flood. They cheer the rise in 
disposable income and the stress on 
quality control. At last, they hope, 
the fabled billion-strong China mar- 
ket might be on the verge of opening. 

Indeed, foreign joint ventures enjoy in- 
creasing access to domestic sales, while 
more rigorous name-brand protection 
bodes well for such prestige entrants as 
Lever Brothers, Proctor & Gamble, Avon 
and H. J. Heinz. A Hongkong Trade De- 
velopment Council report last month 
urged exporters to step up their efforts in 
China, citing a four-fold increase in urban 
wages over the 12 years of reforms. The 
council listed eight cities that now enjoy 
per capita GDP of over USST,000. 

But it is not in such places that the 
"caged tiger" might ultimately break loose. 
A recent poll by the National Agricultural 
Survey found that rural households intend 
to increase their consumption of 14 differ- 
ent categories of major consumer durables 
by anywhere from 20% to 160% in the com- 
Ing year. x 
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jour unmeshed 


Japan's stock crash threatens corporate cross-holdings 





I Shocks of i increasing severity 
hitting the Tokyo stockmar- 
ket are testing the very foun- 
dations of Japan Inc. The lat- 
est collapse in share prices 
© has added a new worry to 
rising fears of systemic risk among finan- 
cial institutions — that the tight mesh of 
cross shareholdings which supports corpo- 
rate Japan is about to come undone. 
- Those who can afford to look beyond 
e current crisis foresee the eventual emer- 
ce of a new and stronger Japanese fi- 
ancial and corporate structure, where 
rms rely more on open markets for sup- 
t and less on hidden and uniquely Ja- 
ese business ties. But the transition 
ld be a painful one. 
dow painful depends upon how much 
her the Tokyo stockmarket falls. One 
less is as good as another in an atmos- 
phere of what a Japanese banker describes 
; "near panic" within the financial com- 
munity. At best, the stockmarket is ex- 
pected to stagnate around current levels for 
jme time. At worst, it could fall by an- 
other 30% or so. 
Selling pressure is by no means ex- 
hausted. The investors' revolt against Ja- 
par's recent financial scandals is still very 
much in evidence. Moreover, relations be- 
tween the Finance Ministry and disgraced 
Securities houses are at a low ebb, a factor 
which has contributed in no small way to a 
lack of support for share prices. And fu- 
tures market-linked arbitrage selling is ex- 
pected to increase in coming weeks. 
: The stockmarket crash has pushed the 
«Nikkei stock average down by 56% from 
.' its 1989 peak. The capitalisation of the To- 
kyo Stock Exchange (TSE) first section is 
now just above ¥300 trillion (US$23 tril- 
lion) or about 75% of the size of the New 
York Stock Exchange that it once domi- 
nated. Price-earnings ratios in Tokyo have 
plunged from above 60 to under 40, and 
ields have risen above 1% for the first time 
! years. 
A big factor behind the dramatic plunge 
the Nikkei to a six-year low of 16,598.15 
9 April was a sell-off of bank stocks. 
s provoked widespread speculation that 
anese companies and financial institu- 
1s had begun dumping bank stocks — a 
lude to a general unwinding of corpo- 
oss-holdings i in Japan. 








































These cross shareholdings originated in 
the pre-war system of bank-centred busi- 
ness groupings known as zaibatsu. They 
survive in the form of keiretsu business 
groups, or looser mutual-benefit relation- 
ships between companies and financial in- 
stitutions. They protect companies from 
takeovers and are supposed to form the 
cement binding Japan Inc. together. 

Cross-holdings are often part of a wider 
business relationship among Japanese 
firms — a cartel-like arrangement which 
often excludes outside suppliers. But they 
are also a function of Japan's still underde- 
veloped capital markets. In the virtual ab- 
sence of a corporate bond market, Japanese 
companies turned to equities or equity- 
derivatives to raise vast sums of money 
during the late 1980s. Through buying each 
other's shares, companies were able to en- 
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sure the success of flotations and to sustain 
stock prices at high levels. 

This could be accommodated only dur- 
ing the era of easy money which Japan en- 
joyed from 1986 until the present Bank of 
Japan governor, Yasushi Mieno, pushed 
through a series of interest-rate rises from 
the end of 1989. The subsequent collapse 
in equity prices has forced Japanese com- 
panies to raise money in domestic and for- 
eign straight-bond markets. As a conse- 
quence, one reason for the corporate cross- 
holdings has almost disappeared. 

Shigeki Morinobu, an official in the se- 


curities bureau of the Ministry of Finance, — 


told the REVIEW he rejects the notion that 
the cross-holdings are unwinding. "It may 
happen, but the system is so much a part 
of Japanese tradition that it will take a very 
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long time,” he predicts. 

But a wide sector of market opinion be- 
lieves otherwise. According to Jiro Otsuke, 
associate general manager in the economic 
division of Long-Term Credit Bank (LTCB), 
companies have begun to sell their cross- 
holdings, including long-term strategic 
holdings. Hideo Ueno, general manager in 
the international research division of 
Nomura Securities agrees: “It is evident 
that cross-holdings have been sold." 

Research by one bank suggests that 70% 
of all shares issued by Japanese corpora- 
tions and financial institutions were mutu- 
ally held, until as recently as a year ago, 
among the issuers. That pool of illiquid 
stock has shrunk by 1096 over the past year. 

But this definition includes holdings 
that form part of the normal securities port- 
folio of financial institutions. A more mean- 
ingful figure is that six leading keiretsu 
groups together own around 25% of all 
shares outstanding, while 40 other business 
groupings own a further 5%. A notable fea- 
ture of the Japanese financial structure i: 
that banks own an additional 20% or so o 
all stocks, so that at least 50% of corporate 
Japan is owned by firms and banks. 

Companies return the complimeni 
when banks buy their shares by purchas 
ing bank stocks. According to LTCB’s 
Otsuke, these bank stocks were left largely 
untouched until recently — despite the sale 
of other cross-holdings — because com 
panies wanted "to keep good relation: 
with their bank." 

But Japanese banks have in the pas 
year hoisted their lending rates in order tc 
improve margins and to bolster their bat 
tered balance sheets. Bank credit is not only 
more expensive, it is tighter, too. Corpora 
tions see less reason to demonstrate thei 
loyalty by holding onto bank stocks. 

As à result, corporate customers have 
been asking bank managements for per 
mission to sell their stocks. Banks often ac 
quiesce because land and share collatera 
has fallen sharply in value and require: 
topping up. This means selling more stock: 
in a vicious circle which pushes stock 
prices even lower. 

The banks, however, find it unprofitabk 
to sell their holdings in business corpora 
tions, for reasons connected with the 
capitakasset ratios mandated by the Banl 
for International Settlements (BIS). So long 
as banks’ shareholdings remait a at a sur 
ENDE value. à h wil 















appear completely unless the Nikkei 
reaches the level of 10,000 — they can 
count the “hidden” gain as part of their 
second-tier capital. But if they sell the 
shares, they have to replace the hidden 
gain with expensive subordinated debt. 

Japanese insurance companies are also 
significant holders of stocks, owning some 
13% of all issued shares. Their unrealised 
gains on these stocks provide a useful 
cushion to support foreign-exchange risk 
on their overseas investments, though the 
capital gains cannot at present be distri- 
buted as dividends to policyholders. Insur- 
ance companies’ hidden gains will, in the 
main, disappear if the Nikkei falls to 15,000 
— at which point they could be expected 
to divest on a grand scale. 

Market sources say that life insurance 
companies have already begun selling low- 
yielding bank and other stocks. They do 
not need to fear direct retaliation in the 
form of a sell-off of their own shares, as 
most of the life insurance firms are mutual 
companies owned by their policyholders. 

Meanwhile, Japanese corporations be- 

an selling their cross-holdings as soon as 
the Nikkei breached the psychological level 
of 20,000 on 16 March. “Many thought the 
market was going to go lower, so they saw 
no point in hanging onto shares,” says one 
broker. 

The LTCB's Otsuke estimates that the 
current bout of selling could be strong 
enough to push down the market by 40% 
from pre-bubble levels of around 25,000. 
This points to 15,000 on the Nikkei before 
long. Another banker says divestment of 
mutual stakes will continue “until all the 
weaker holdings have been sold.” 

Bank of Japan governor Mieno has re- 
mained silent through the stockmarket de- 
bacle, though central bank officials con- 
tinue to pump out what even Japanese 
businessmen admit is a rosy view of Ja- 
pan's economic prospects. They have to, 
says one banker, "because Mieno is sweat- 
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ing over the stability of the financial sys- 
tem." 

The decline in collateral values is a fac- 
tor which threatens the stability of Ja- 
panese financial institutions in the same 
way that the potential unwinding of cross- 
holdings threatens the corporate structure. 
Not only are share prices down dramati- 
cally, but land prices declined in Japan last 
year for the first time since 1975. 

In central Tokyo, land values are esti- 
mated to be 30% below the peak they 
reached in 1987. If the impact of the sharp 
contraction in Japanese money supply on 
stock values is anything to go by, land 
prices have a good way to fall. 

Japanese borrowers have relied exten- 
sively on their land and stock holdings as 
collateral for bank loans. Some 40% of all 
loans are secured on these assets. If land 
values decline further, borrowers are likely 
to sell more stocks to top up collateral. 

But the point is rapidly approaching 
where selling pressure on stocks may sim- 
ply result in no buy offers — as happened 
on 7 April when there were no takers for 
bank stocks on the TSE. Turnover on the 
TSE is currently an illiquid 300 million 
shares a day, far below the 
1 billion shares a day 
traded at the height of the 






stockmarket boom in 1989. 100 
Japan's 21 largest com- 
mercial banks currently 80- 


have an estimated ¥12 tril- 
lion of non-performing 
loans on their books, equal 
to around 4% of their as- 
sets, according to Brian 
Waterhouse of broker 
James Capel. This is 
roughly double the 
amount which some banks 
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It could be worse i 
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sector, plus a further ¥33 trillion in loans 
to the construction sector, according to 
Waterhouse. Non-bank financial institu- 
tions have an estimated Y54 trillion worth 
of property loans outstanding, the bulk of 
which was funded by loans from commer- 
cial banks. One estimate is that banks may 
have to write off up to 2% of their total 
assets as a result of real-estate loans going 
bad, but the figure could go considerably 
higher. 

Faced with a rising incidence of prob- 
lem loans, falling collateral values and ra- 
pidly deflating hidden assets (now worth 
around ¥10 trillion for the 14 biggest banks, 
compared with ¥26 trillion as recently as 
last September), Japan's banks face a tough 
time. But they also must bolster their BIS 
capital-asset ratios. 

With the Nikkei at current levels, the BIS 
ratios of at least four of the 11 major city 
banks are below the 8% level required of 
them by 1 April 1993. If the stock average 
falls below 17,000, a further eight banks 
will fail to make the grade. 

Japanese banks are reluctant to ask the 
Basle-based BIS to relax its requirements for 
fear of having their credit ratings down- 
graded by international agencies. But a 
move to get the BIS to alter risk-weightings 
so that Japanese banks do not have to ap- 
ply full weightings on loans to non-OECD 
countries seems likely. 

Still, despite the recent sell-off in bank 
shares, no Japanese bank has yet been sub- 
ject to the kind of rumours and runs they 
were subjected to in the 1920s and 1930s. 
That is because the public has been led to 
believe that "no bank will be allowed to 
fail,” as one former central bank official 
puts it. 

The Bank of Japan has various instru- 
ments to prop up the banking system if 
trouble occurs. It can use its bill-discount- 
ing mechanism to rescue banks with a 
flood of liquidity, or turn to the official de- 
posit insurance scheme, which has recently 
been activated for the first time to lend to à 
troubled bank. The modestly sized fund 
could be topped up by central bank injec- 
tions. 

At the end of the day, 
the Japanese Government 
could be compelled to use 
funds from the trust-fund 
bureau, which is supplied 
largely by the postal sav- 
ings system and used to fi- 
nance the secondary bud- 
get, to bale out banks. This 
money could be used to 
purchase subordinated 
debt issued by commercial 
banks. With systemic risk 
becoming more of a factor 
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Friction in the ranks 


Political fallout of stockmarket slide is uncertain 


By Robert Delfs in Tokyo t K 


- Kiichi Miyazawa, Japan's 
. unfortunate prime minister, 
did not need a stockmarket 
crash. Public support for his 
. embattled cabinet had fallen 
to only 229; in a Mainichi 
Shimbun poll on 5 April, four days before 
the Nikkei-225 stockmarket index closed 
below 17,000 for the first time in over five 
years. 

Liberal Democratic Party (LDP) leaders 
already anticipated a possible loss of 15-20 
seats in the July elections for the upper 
house of parliament. Most analysts believe 
the stockmarket slide will not be a decisive 
factor in the July election — provided the 
current market level holds. “But it certainly 
doesn't help,” says an exasperated LDP fig- 
ure, 

“Some people who invested heavily in 
stocks are very unhappy with us,” admits 
Tetsuo Kondo, the minister of labour and a 
leading member of the LDP’s Komoto fac- 
tion. "But these people are not likely to 
vote for the Socialists, regardless of how 
they feel about Miyazawa." 

Indeed, the economic downturn in Ja- 
pan has been a purely corporate affair so 
far, primarily involving large companies 





and financial institutions. After falling 
0.04% in the last quarter of 1991, Japan's 
real GNP remained flat or negative in the 
first quarter of 1992, according to most 
estimates. Profits may have plunged at 
Sony and other major companies, but un- 
employment remains negligible at 2%. 
Wage increases granted in this year's 
spring labour offensive have averaged a 
healthy 4.9%. 


Growth and votes 
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What most worries political leaders is 
the possibility that the stockmarket may 
continue to fall. Each slide downwards 
erases more of financial institutions’ 
unrealised profits on long-term share hold- 
ings. Since banks treat these unrealised 
profits as part of capital, the drop in share 
prices reduces their ability to lend. 

In the worst-case scenario, falling share 
prices would mean mounting bankruptcies 
as companies find themselves unable tc 
obtain refinancing through bank loans or 
equity markets. This would broaden and 
intensify what until now has been a rela- 
tively painless recession for workers and 
consumers. 

Speaking at a private party in Gifu Pre- 
fecture last month, the deputy president o! 
the LDP, Shin Kanemaru, expressed his con- 
cern that the economy may not bottom oul 
in the near future, but instead "fall into ar 


abyss.” This alarming prospect has deep 

$ » -gg ^ ened divisions within the ruling party over 

16 - LOP share of popular whether the government should take im 

4 vote in Lower House -49 mediate, emergency measures to stimulate 

n elections -48 the economy and resuscitate the stockmar: 
12- (Right scale) ket. í 






But direct intervention has not workec 
well so far. The stock slide on 8-10 Apri 
came only a week after the Bank of Japar 
reduced its official discount rate by 0.75% 
to 3.75%, to complement the government’: 
emergency recovery package unveiled : 
week earlier (REVIEW, 9 Apr.). This in 
cluded the front-loading of 75% of public 


0- keen in GNP -41 works spending under the fiscal 1997 
a (Left scale) r budget into the first half of the year. 
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sures now under consideration is early pas 
sage of a supplementary budget for the sec 


a . 
Cash flow is the key 
F M A Japanese financial institutions are a good deal 
^v . poorer on paper as a result of the Tokyo stockmar- 
ket crash. But so long as their cash flows continue 
to be relatively buoyant, they are unlikely to liqui- 
date overseas portfolio assets on any significant 
scale. 
. In fact, the reverse may happen. The only way that Japanese 
— financial institutions such as insurance companies and trust com- 
. panies can provide the yields they guarantee to investors is by 
going after more high-yielding overseas securities as domestic 
returns decline. 

So far, the Japanese economy's slide towards recession has 
hammered asset prices — stocks and land — and corporate prof- 
its. But it has not hurt the flow of cash into pension funds, 
. insurance companies and banks to nearly the same extent. 
Such institutions together invest huge sums annually in over- 
. seas bond and equity markets. Although they have been liqui- 
. dating equity holdings in overseas markets — except for a few 
like Switzerland, Hongkong and Australia — over the past year, 
their much more substantial holdings of overseas bonds are still 





- Foreign securities held by all types of Japanese financial insti- 
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tutions amounted to around Y65 trillion (US$492 billion) at th« 
end of December 1991, based on a mixture of book and marke 
values. Nearly 80% of this total is estimated to be in bonds 
mainly US Government securities, with the remainder in equi 
ties and direct loans. The portion of total institutional asset 
invested in overseas securities actually rose marginally during 
1991 while the portion in domestic equities declined 

To put the picture into perspective, Japanese institutions’ ne 
purchases of foreign bonds in 1991 totalled just over US$77 bil 
lion — up sharply from the US$56 billion figure in 1990 — anc 
net purchases remained quite strong in the first two months o 
this year. Meanwhile, foreign equities were sold to the tune o 
around US$2 billion net in 1991, a trend that has continued thi: 
year. But this is tiny in relation both to the absolute size and new 
purchases of foreign bonds. 

Japanese purchases of foreign bonds have recently switche: 
heavily to the Eurobond markets, while still remainin; 
strong in the US. This i X selection. of Bu pomanble for highe 
yields overseas as returns on government bonds and on 
bank or postal savings in Japan decline under the impact o 
easier m 

The question now is whether Japan’s financial institution: 
could be forced to liquidate their overseas holdings in order t 
En MM EM AN 


any significant extent. 


23 APRIL 199; 


ae MA OI|.I)UIUIUULLDT 


ond half of fiscal 1992. This was a step that 
Ministry of Finance officials had intended 
to postpone until autumn, in the hope that 
oy then it might not be necessary. 

Other proposals that politicians have 
'ecently put forward (to only lukewarm 
'esponse) include: relaxing laws that pro- 
ibit companies from purchasing their own 
shares; tax cuts aimed at encouraging pri- 
vate-sector investment; restrictions on fu- 
ures trading; and funnelling a portion of 
zovernment pension funds into the stock- 
market via investment trusts. 

But the LDP is not neglecting traditional 
orms of backstage political pressure. ^You 
securities companies and financial institu- 
ions should be prepared to shed your own 
lood,” said parliament member Shizuka 
<amei, the head of a special LDP task force 
m the economy, at a meeting with leading 
inance and securities industry figures on 
I0 April. “There must be a way to pull out 
of this recession," he added. “You have the 
money." 

But other leading politicians, including 
Minister of Finance Tsutomu Hata, have 
called for politicians to exercise self-re- 
straint. This was an implicit criticism of 
<anemaru, who in late February publicly 
suggested sacking Yasushi Mieno, the cen- 
ral bank governor, if he did not agree to 
cut the official discount rate. Similarly 
Jumsy (and demonstrably ineffective) was 
Jeputy Minister of Finance Hiroshi 
Yasuda, who suggested on 3 April that 
24,000 would be an appropriate level for 
he Nikkei Index. 

“We should not try to artificially raise 
stockmarket prices," says Labour Minister 
Condo. "It is better to let it go. This is a 


Japanese banks have been the worst hit 
»y the stockmarket crash, but they depend 


including 
with part of the capital they use to 


normal market adjustment; the real prob- 
lem is excessive investment over the past 
few years. Our market, it turned out, was 
not really an exception." 

Business and finance figures also gener- 
ally endorse caution. "The politicians 
should leave the economy alone," says 
Nomura Research Institute's Yoshio 
Suzuki, formerly the executive director of 
the Bank of Japan. "The measures pro- 
posed by the politicians only distort the 
market. The statements by Kanemaru and 
Yasuda were counter-productive." 

Assuring continuous, buoyant eco- 
nomic growth has always been the most 
important element in the LDP’s social con- 
tract with the Japanese public. By deliver- 
ing on that obligation, the party has been 
able to ride through a succession of politi- 
cal fund-raising scandals nasty enough to 
knock most Western ruling parties out of 
power. 

The conventional wisdom is that Ja- 
panese voters invariably flock back to the 
conservatives in a recession. The electorate 
might register protest votes if too many 
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hands are caught in the political till, but 
they will not flirt with the opposition when 
Japan is navigating stormy economic wa- 
ters. 

This may be a comforting thought for 
the LDP, but it is demonstrably untrue, at 
least for the past 25 years. The ruling par- 
ty's share of the popular vote in general 
elections has fallen in tandem with down- 
turns in annual economic growth since the 
late 1960s. 

The party's worst ever showing — 
41.8% of the popular vote in the 1976 gen- 
eral election — followed closely on the 
heels of the nation's last real experience of 
recession and serious inflation, precipitated 
by the first Opec oil crisis. Since then, the 
LDP's support rate has been consistently 
high, but so too has annual GDP growth, 
holding steady in the range of 3-6% for the 
past 16 years. 

Still, the market downturn has contri- 
buted to the general impression that the 
Miyazawa cabinet is inept. Ominously for 
the LDP, this unease has begun to extend to 
the party as a whole. Support for the LDP 
in the 5 April Mainichi Shimbun poll 
dropped from near 50% in a March opin- 
ion survey to only 39%. 

There is no sign yet that a significant 
proportion of the public believes the 
opposition parties could form an effective 
government. But their steady retreat from 
radical Marxist positions over the past 
decade has also attenuated the traditional 
aversion of most middle-class voters. Once 
ordinary voters start to feel threatened by 
recession, the party that has ruled Japan 
for 35 years may no longer be invulner- 
able. L] 


fell to around 15,000. Such an event 
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Not everyone shares this view, how- 
ever. Morinobu, a senior official 


issets under the capital:asset ratios mandated by the Bank for 
nternational Settlements. Capital is divided into two tiers, of 
which tier two can be 45% composed of unrealised equity gains. 
If banks sell equities now while these still show a profit (al- 
e E the proceeds are classified 
ee eres of capi- 

aris erode their already depleted tier-two capital 
‘ven further. Banks in any case probably hold only 10% of thei 


panese companies’ premium 

ncome is in yen. Unlike banks, they do not have access to Euro- 
narket deposits to fund offshore investment. 

Jiro Otsuke, an economics analyst at ain be is Term 

Credit Bank, argues that insurance den assets 

RR eed cut qogether if Gio Nike idi att Orem 
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Shigeki 
in the securities bureau of the Ministry of Finance, suggests that 
though Japanese life insurance companies' hidden assets are now 
"approaching zero," the fact that their Y120 trillion in total assets 
are still growing at an average annual rate of 7-8% is a cushion 
in itself. 


Craig Chudler at broker UBS Phillips & Drew in Tokyo adds 
that it would require an unlikely combination of a fast-rising yen 
and sharp falls in overseas securities markets to put insurance 
companies at risk from losses. rates 
in any case have to move more than 159; in one year before 
financial institutions must report losses or gains. 

The other critical ion is how well institutional cash flows 
in Japan will hold up under the impact of a 
slowdown. Money was sucked out of just about every type of 
institution in 1991 by a combination of the "investor revolt" 
against Japanese equities, which hit investment trusts especially 
hard, and by high returns available on postal sa 

But as interest rates decline, the cash flow appears to be re- 
SUBE. ANEI Wie inscite in that are 


reportedly benefiting from inflows. & Anthony Rowley 
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F right capital 


Japanese direct investment likely to fall 





By Louise do Rosario in Tokyo 
Japan's direct foreign invest- 
ment, which has already 
slowed in the past year or 
so, could decelerate further 
as a result of the latest slump 
in Japanese share prices. 
Companies will have less money to spare 
for overseas investment as they struggle 
with liquidity problems and a gloomier 
business outlook arising from the drying 
up of the stockmarket as a source for cheap 
capital. 

This is particularly true for big-ticket 
overseas acquisitions such as Bridgestone's 
US$2.6 billion purchase of Firestone Tire & 
Rubber Co. of the US, and Matsushita 
Electric Industrial Co.'s US$6.1 billion 
buyout of MCA Inc., the US entertainment 
giant. In such cases, Japanese firms raised 
hundreds of millions of dollars by issuing 
equities and equity-linked paper to pay for 
the purchases. Megadeals of this kind are 
unlikely to be repeated. 

Japanese corporate acquisitions over- 








POLICIES 


Less for foreign ventures 
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seas have already tailed off. In 1991, such 
purchases in the US dropped to US$3.8 bil- 
lion from US$11.9 billion the previous year. 
In Europe, they were halved to US$1.9 bil- 
lion and declined in Asia from US$1.7 bil- 


Kiwis open their books 


.. By Colin James in Wellington 


NZ$14.4 billion. 


Because of auditing techniques con- 


lion to US$320 million. 

The latest financial meltdown is re 
straining the ability of companies to ex 
pand overseas in other ways, too. Japanes 
banks, which provide much of the work 
ing capital and some project financing fo 
overseas Japanese investments, are likel 
to reduce such lending now that they ar 
besieged at home. 

The growing pessimism over prospect 
for the domestic economy is causing Ja 
panese firms to concentrate on their busi 
ness at home. They will probably repatriat 
any marginal resources from overseas t: 
make up for declining profits in Japan 
notes Gorota Kume, director-general at th 
Japan Institute for Overseas Investment. 

Since late 1990, Japanese firms hav 
been liquidating overseas assets to help ou 
with their problems at home. Many prop 
erty holdings have been sold at a loss. Fo 
example, the troubled Japanese propert 
developer, General Coast Enterprise, is ex 
pected to receive only a fraction of th 
US$800 million it paid for the Pebble Beac! 
Golf Course in California. The repatriatio: 
of such proceeds has been one reason wh’ 
Japan imported long-term capital to th 
tune of US$36.6 billion in 1991. For most o 
the 1980s, it was a net exporter of capital. 

The curtailment of Japanese oversea 
investment appears to bring to an end | 
six-year period of frenetic activity whicl 
began in the mid-1980s. Direct investmen 
rose from almost US$12 billion in the yea 


that there are also ' ‘significant non-quan 
tifiable liabilities." 

The government's net worth is ex 
pected to improve in the second half be 
cause most tax revenue is collected in thi: 
period. Also, NZ$1.9 billion of the ope 
rating-revenue deficit in the first half wa: 
attributed to foreign-exchange losses as i 


The New Zealand Government, with a 
new accounting system, issued a balance 
sheet of its assets and liabilities on 8 April 
that highlighted the high cost of financial 
. profligacy. On 31 December, the 

ment had an actual negative net worth of 
NZ$10.1 billion (US$5.5 billion), or about 


— 14% of GDP. 


Finance Minister Ruth Richardson 


! says the poor state of affairs "is the conse- 


. quence of [the t] persistently 

d running budget deficits." The govern- 
 ment's net worth deteriorated by NZ$12 
billion in the 10-year period that ended in 
calendar 1991. 

. In the first half of the fiscal year end- 
ing on 30 June, the government's operat- 
. ing revenue amounted to NZ$18 billion, 
. while reached NZ$14.4 billion. 


. Assets were valued at NZ$42 billion, 


while liabilities totalled NZ$56.4 billion, 
. resulting in a negative net worth of 


cerning ownership, the negative net- 
worth figure did not include NZ$4.3 bil- 
lion of government interests in such 
bodies as public health and transport 
authorities and state-owned enterprises. 
These assets will be incorporated in a fi- 
nancial statement to be issued at year- 
end. 

With these interests figured into the 
balance sheet for the first half of the year, 
the government's negative net worth was 
NZ$10.1 billion. In addition, NZ$1.9 bil- 
lion of assets in the form of university 
buildings and NZ$2.2 billion of assets in 
the form of highways were excluded be- 
cause government ownership is in doubt. 
The government's negative net worth 
would have been NZ$6 billion with these 
items included. 

Contingent liabilities not included in 
the financial statement totalled NZ$9.96 
billion. The government acknowledges 
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result of depreciation of the New Zealanc 
dollar. Since January, the currency ha: 
strengthened, which will bolster operat 
ing revenue. 

New Zealand's financial statement 
which is a world first, was the last majo: 
element in a three-year reform of the gov: 
ernment's fiscal management. In the re 
vamping, the handling of departmenta 
accounts was changed to an accrual sys 
tem — similar to that used by private 
sector companies — from a cash-basec 


system. 
In the current fiscal year, governmen’ 
departments have also been required tc 


detail their assets and liabilities and tc 
pera 19% capit de on any aoset 
The charge is intended to encourage bet 
ter management and maintenance of as 
ENS pem repaid un 
perfluous assets. 
Of the assets included in the financia: 
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ending March 1986 to US$675 billion four T ELECOMMUNICATIONS 


Credibility test 


Tonga seeks Russian satellite deal 


years later. In April-September 1991, it to- 
talled only US$19.7 billion. 

Japanese firms now have little spare 
cash for offshore expansion. Recurring 
profits have been falling for two consecu- 
tive years and may continue to decline this 
year in key industries like cars and steel. 

One reason is that profits from zaiteku, 
or financial engineering, have sharply de- 
creased. According to a survey by Wako 
Securities, non-operating income of 1,086 
major listed companies, started to turn 
negative in the year to March 1991, the first 
time in nine years. Losses grew to X882 
billion (US$6.7 billion) in April-September 
1991, ¥132 billion more than the same pe- 
riod a year ago. Much of these losses were 
caused by poor returns on stock invest- 
ments. In addition, firms now need to 
service Y52 trillion worth of equity-related 
debt maturing in the next two years. 

Without the help of parent firms, few 
offshore operations can pursue ambitious 
expansion independently. According to a 
survey by Japan's Export-Import Bank 
early this year, 54% of the funds required 
by Japanese overseas operations came from 
parent firms. For small to medium-sized 
offshore companies, they received as much 
as 87% of their funds from their parents. 
Some Japanese companies overseas are 
starting to tap local markets to finance their 
operations, but these firms are still few and 
far between. a 
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By Michael Westlake in Hongkong 
T he battle to place commercial tele- 





communications and broadcast sat- 

ellites over the Pacific to serve Asia 
is heating up. The latest move has come 
from the tiny South Pacific country of 
Tonga. Friendly Islands Satellite Commu- 
nications, a company more commonly 
known as Tongasat, is negotiating to use 
or to buy an orbiting Russian satellite and 
to move it to a slot above the Pacific. 

Tongasat is talking with Glavkosmos, a 
commercial space-related marketing or- 
ganisation in Moscow, about acquiring one 
of Russia's Gorizont satellites through a 
lease or a joint-ownership agreement. No 
financial details are available, but Tongasat 
says it has two groups of investors from 
the US and Europe ready to lease the satel- 
lite's transponders. 

The satellite could be repositioned for 
Asia-Pacific service by September, and 
Tongasat is requiring that it must have 
enough fuel to hold this position for at least 
two years. Most satellites have at most a 
10-year intended operating life. 

Tongasat has been an enigma in the 
commercial-space industry since it was 
formed by US entrepreneur and former 
satellite-engineer Mats Nilson as a private 
company in 1987. With offices in San Di- 
ego and Manila as well as Tonga, the com- 
pany is Tonga's exclusive agent for satel- 
lite matters. 

Tongasat at present has no satellites, but 
the company has registered its intention to 
use six orbital slots above the equator to 
set up satellite-communications networks. 
These registrations were made with the In- 
ternational Telecommunications Union's 
International Frequency Registration Board 
(IFRB), which coordinates the positioning 
and the frequencies used by satellites to 
avoid physical or electronic clashes. 

By doing so, in 1988, the IFRB set off a 
wave of speculation that Tongasat was 
merely an opportunistic middleman seek- 
ing to pre-empt rights to the use of the 
most desirable positions for geosynchro- 
nous satellites. 

Tongasat, so industry speculation went, 
was merely hoping to sell its slots — illegal 
in the US but unregulated elsewhere — or 
lease them to the highest bidder and was 
therefore abusing the system intended for 
genuine satellite operators. But registration 
with the IFRB does not confer ownership. 
The iFRB has a complex system of estab- 
lishing priorities for orbital slots, giving 
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precedence to applicants with satellites on 
order or to those that can define the techni- 
cal specifications of the satellites they in- 
tend using. 

Hanging on to slots in order to sell them 
is therefore not so easy. For example, the 
owners of Asiasat, which was launched in 
1990, were able to obtain a higher priority 
with the IFRB for the slot they wanted. 
Consequently, they bumped Tongasat 
from one of the slots it had previously reg- 
istered. 

Tongasat's declared intention is to set 
up an International Ownership Board of 
60-70 nations, state-appointed companies 
or other investors to fund a US$350-600 
million system of satellites. The trans- 
ponder capacity on these satellites would 
then be sold or leased to a potential multi- 
tude of users, with coverage of about 140 
states or territories from the Middle East to 
Alaska and from Japan to Australia. 

Tongasat says this would result in 
cheaper rates for telecommunications and 
broadcasting than is now available. Can- 
vassing of potential investors is going on, 
with no announced success, With its own 
satellite system not scheduled to start ope- 
rating with one satellite until 1994 at the 
earliest and interest increasing in operating 
Asia-Pacific satellites, the likelihood is ris- 
ing that Tongasat might be progressively 
bumped from its registered orbital slots. 
The arrangement with Russia, if success- 
ful, would enhance Tongasat's credibility 
throughout the industry. * 
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The Thai oriak « on 9 Ap 
dealt a serious setback to 
developer Bangkok Land and its 
chief executive Anant Kanjanapas 
when it effectively ruled that a large 

. housing development was off-limits 

. to foreign buyers. The decision has 

| ramiticMiank for Thai developers 
that have attempted to lure overseas 
investors into Bangkok. 

More immediately, the impact of 
the ruling was limited to Bangkok 
Land and an unknown number of 

. mostly Hongkong-based investors 
who had paid deposits to secure 
. homes at three development sites 
T known as the Baan Muang Thong 
S atas De 4,200 homes in the de- 






in an À oe even rete the 
compan aveia its properties 
as dividual houses ^with no 
shared walls." The a ed 
_ last October to allow 40% of the floor 
; ea of officially registered con- 
peces to be sold to foreigners. 
. (Other types of residential 
. cannot be owned by non-T) The 
. act, however, is vague in its defini- 
. tion of a condominium. - 
E . Numerous d Borde 
linked. rows of town- 
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. Before this peur the Land Depart 
ment had not taken any xe 


doen ode it is believed to su 








foreign buyers, though sources say 
_ he is now considering ways to cir- 
(cues Ue x 


ECONOMIC MONITOR: 


PHILIPPINES 


The Aquino legacy 


ith the Aquino administration 
into its twilight days, the eco- 
nomic management of the 
Philippines during the past 
six years could be a decisive factor in the 
11 May presidential elections. Candidates 
identified with the administration insist 
that the nation's finances are reasonably 
healthy despite natural and man-made ca- 
lamities; rival hopefuls argue that policy 
muddle has excluded the country from an 
economic boom. 

Nonetheless, the administration has 
been spared a curse inflicted on most de- 
parting Philippine presidents: a pre-elec- 
tion economic collapse that has handed 
victory to an opposition candidate. 


beum iae. a E prices 


Inflation (Left pr 












growth -- 
(Right scale) 
10 20 30 40 10 A 
1991 1992 


Source: Philippine Government 


The nosedive of the Philippine economy 
triggered by the December 1989 coup at- 
tempt was arrested only in the last quarter 
of 1991, when GDP grew 3.6%. This was not 
enough to produce a positive figure for 
annual GDP growth (it declined 1.02% over 
1991). But it has given President Corazon 
Aquino some grounds to argue the merits 
of her economic prescriptions and that they 
be continued by her anointed candidate, 
Fidel Ramos. 

Before the coup, GDP grew from 1986-89 
by an average of 5%, unspectacular by 
Asian standards but respectable for a coun- 
try recovering from the kleptocratic reign 
of former president Ferdinand Marcos. 

However, opposition candidates led by 
Eduardo 'Danding' Cojuangco harp on the 
fact that during Aquino's six-year tenure 
as president, GDP expanded by an annual 
average of 3.6%, barely enough to cover 
yearly population growth of 2.4%. (The 
leading presidential contender, Ramon 
Mitra, is deftly arrogating to himself the 
achievements of the post-1987 period — 
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that is, since he became speaker of th: 
House of Representatives — while distanc 
ing himself from the failures.) 

Recent economic indicators offer com 
fort to candidates unapologetic about thi 
Aquino years. Inflation, which had beei 
steeply rising since mid-1990, was down t 
8.8% in March, on a year-on-year basis. / 
year ago, it was 20.2%. Interest rates hav: 
been following inflation down: the 360-da 
T-bill yield was posted at 17.9% in the 1i 
April auction, against a peak of 25% a yea 
ago. International reserves have double 
to US$5 billion since 1986. 

For the first time in two decades, th 
government's finances are on the verge o 
being balanced. This is despite the havo 
wrought by financially ailing state corpo 
rations, including the Central Bank of th 
Philippines, and foreign-debt servicing tha 
eats away at resources. The more attractiv: 
state-owned enterprises have been priva 
tised, though they have fallen into th 
hands of the country's dominant industri 
alists. 

Believers in conspiracy theories migh 
claim that the Aquino administration ha 
waited, for political purposes, until its las 
few months in office to clinch crucial deal 
with the international financial community 
In February, the IMF approved its "per 
formance review" of the country's eco 
nomic-stabilisation programme. 

This bestowal of the fund's seal of goo 
housekeeping paved the way in the sam 
month for an agreement with the country’ 
commercial-bank creditors. A US$5 billioi 
financial package will involve the conver 
sion into long-term bonds and the settle 
ment at a discount (through a debt 
buyback scheme) of the bulk of the coun 
try's commercial debts. 

Although the balance of payments ii 
1991 posted a record surplus of US$1.4 bil 
lion, this was mainly due to the impact o 
debt restructuring — with reschedulec 
amortisations booked as inflows. In reality 
there has been a deterioration since 1986 i1 
the country's international accounts, wit! 
the trade deficit last year amounting t 
US$3.2 billion, compared with a US$20 
million surplus in 1987. 

Moreover, a week-long strike by air 
traffic controllers and power brown-out 
in Manila have reminded Filipinos of th 
weak leadership that was characteristic o 
the Aquino administration. In short, th 
Aquino legacy is healthier than her inherit 
ance, but any textbook on economic regen 
eration will have to look elsewhere for it 
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One bank stands head and shoulders above the rest... 
In customer satety. 








Republic is ranked number one, among | bank that puts client safety above all othe: 
large US. banks, in total risk-weighted capital banking considerations...write for our latest 
ratio. Testimony to the fact that our number one Quarterly report to: Information Center, Kepubli 
priority... is the protection of our clients' funds. National Bank of New York, Fifth Avenue at 40tl 
We cultivate and maintain client loyalty by | Street, New York, N.Y. 10018. Or call (212) 22 
maintaining an outstanding capital base, high 6056. Outside New York City: (800) 522-5214 


liquidity and superior asset quality. It is our 
strength...and theirs. 

It’s no wonder, Salomon Brothers recently REPUBLIC 
wrote of Republic: “Whether you're talking credit NATIONAL BANK 
quality, liquidity, productivity, or capital strength, OF NEW YORK 


they're head and shoulders above most other major 











banking organizations in the U.S.” 


If you would like more information on the A SAFRA BANK 


NEW YORK - GENEVA : TOKYO : LONDON - ZURICH - LUGANO * LUXEMBOURG * PARIS * MONTI ARLO 
MILAN * GUERNSEY - BEIRUT - MIAMI LOS ANGELES - BEVERLY HILLS: NASSAU * CAYMAN ISLANDS * MONTREA 
HONG KONG : TAIPEI - JAKARTA - MONTEVIDEO - PUNTA DEL ESTE - BUENOS AIRES : SANTIAGO : MEXICO CH A] 





Power radiates from knowledge 











The people who occupy envied positions within Asia's! nner circles have at their command areservor 
of unrivalled knowledge. Through it they are able to see what those around them do not. 
To recognise the importance of this knowledge is to understand the significance of the Far Eastern 


mic Review. The Review provides indispensable insight and never sacrifices quality of 
or ease of reading, or political palatability. To control the events around you. you need a 
-of knowledge. People who read the Review know. 















On this side of the wa 


ec There are walls that can be knocked down in a few days. These are walls made of brick and stone, which are 
collapsed easily by will and force. But there are other walls which cannot be destroyed in just a few hours. These are 
the walls built up by the blocks of ideology and concepts, by mistrust and fear which stand unmovable in the 
conscience of men dividing, hiding and separating them from each other. 

Tam writing this letter in the name of many of my fellow citizens who live in the Independent States which 
have been created on the lands of the former USSR. For clearly understandable reasons 1 still consider them my fellow 
citizens as. before. Our common historical destiny has linked us with such ties that no disintegrating force is capable of 
breaking down and we shall continue to feel these ties for a long time to come, 

Now, least of all, do I wish to speak of politics. The subject is mankind and human compassion. The men, 
and women, the elderly, the children, are humans just like you. And, like you, need comprehension: and respect, 
warmth and care; they need in their lives the kind of structure which allows them to lead a dignified existence in the 
best possible way. 

Any reasoning on this subject tends towards abstraction unless it is put in the context of the reality of human 
destiny. Unless it is related to how the true spirit of man lives and breathes, how it finds joyfulness and despair, how it 
strives towards freedom, even when blocked by a wall of indifference without finding a way through. 

I have seen all of this and I would like you to see it also. During these last few days in Georgia, my native | 
home, one of the republics of the ex-Soviet Union, I have looked into the eyes of despair and I have been distraught by - 
its hopelessness. Desperation for mothers without even the possibility of buying a glass of milk for their children; and 
for the elderly who have no one on whom to lean. But most of all I have been shocked by the reflection of adult 

melancholy in the eyes of the children who have already learned to live in a world of constant fear and deprivation. 
| No one can explain to them why the uncaring wheel of history has to pass over their own particular souls and 
over their destinies. Nor will a reasoned argument over the historical cycle which has terminated the last empire of the 
world offer them comfort. One cannot ask them to tolerate this for much longer in the name of a radiant future which 
they may have to pay for with their own lives. 

During these days I am thinking not only of them. My thoughts turn also to you, Recalling all that we have 
done to knock down the wall of Berlin, to overcome the split of the continent, to reunify Germany, to free the peoples | 
of Eastern Europe so that your life would not be darkened by the threat of war, 1 think of the price that the peoples of 
the former Soviet Union, my people, have to pay for this. 

The debts of history are settled by countries and governments but in the last resort it is always the people who 
suffer. And the suffering here could be so great that having reached the critical point it could, by reflection, produce a 
destructive impact also tipon your warm and prosperous world. 

Think of this and help us to overcome these adversities. In the name of the future of your own children, help 
the people who have overthrown the yoke of totalitarianism. Share a small part of your warmth, sympathy and wealth, | 
in other words make a contribution to the cause of progress and prosperity. 

In my homeland I have created the Fund of Rebirth and Democracy of ee I will be happy id foi friends 
in European countries and in the world will support this project. 

Nowadays when the idea of a community of mankind is triumphing, creating a world without Fones or 
walls, | appeal to you knock down the last wall — the wall of indifference. Do not separate yourselves 1 from us with 
barriers; look over to our side of the wall that is being destroyed. Only after seeing what is hidden under its rubble - 
political vacuum, economic chaos, uncertainty in the existence of a large number of people ~ shall we be able to make 


Eduard Shevardnadze 


the next step to a better future for all peoples. 99. 
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COMPANIES 


Two for the market 


Top Indian firms prepare for Euro-issues 





By Sucheta Dalal in Bombay 





wo of India’s top industrial con- 
i glomerates, Reliance Industries and 
Essar Gujarat, have embarked on 
restructuring exercises in the wake of re- 
cent market-liberalisation moves by New 
Delhi. The reorganisation of the two com- 
panies is expected to bolster the attractive- 
ness of their offerings on the Euromarkets, 
the first of their kind for India. 

The demise of India's industrial-licens- 
ing regime and the relaxation of the Mo- 
nopolies and Restrictive Trade Practices 
Act, which curbed the growth of conglom- 
erates, have given companies the freedom 
to restructure their corporate empires. Re- 
liance chairman Dhirubhai Ambani, 60, 
and Essar’s top executives, Shashi Ruia, 48, 
and brother Ravi Ruia, 43, have been the 
first to take advantage of the wind 
of change. 

Moreover, both groups recognise 
the importance of corporate restruc- 
turing to the success of their forth- 
coming efforts to tap the Euro- 
markets. Neither company has set- 
tled on the type of instrument they 
will float — Euroconvertible bonds 
or global depositary receipts — as 
Indian financial officials have yet to 
sort out a host of regulatory ques- 
tions. But they have decided on the 
size of their issues and on their for- 
eign financial advisers. 

Reliance, which plans to raise 
US$100 million, has appointed 
Morgan Stanley of the US as its lead 
manager and Lehman Brothers as its 
lead underwriter. Essar will tap the 
Euromarkets for an initial US$50 
million, and it has appointed Merrill Lynch 
International of Hongkong as its lead man- 
ager. Analysts say the success of these 
overseas offers hinges on the companies’ 
ability to restructure their industrial em- 
pires. But Ambani and the Ruias have 
chosen opposite reorganisation paths. 

Ambani merged his two companies, 
Reliance Petrochemicals Ltd and Reliance 
Industries Ltd, on 1 April, to form one gi- 
ant integrated petrochemical company, 
Reliance Industries. It will become the 
largest private company in India, with an 
estimated combined pre-tax profit of Rs 3 
billion (US$117.2 million) in the fiscal year 
ended on 31 March 1992 on an estimated 
combined revenue of Rs 21 billion. Reliance 
hopes to be the first Indian company to 
enter the Fortune 500 list. 
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In contrast, the Ruias are in the process 
of splitting the steel and oil divisions of 
Essar into separate companies. One of the 
largest makers of sponge iron in the world, 
Essar is now going through the legal for- 
malities of spinning off its oil and offshore 
constructions business into a fully owned 
subsidiary, to be called Essar Oil Ltd. 

Since the steel division accounts for 
about 90% of Essar’s revenue, the removal 
of its oil division will not have a big impact 
on financial performance. The company’s 
pre-tax profit in fiscal 1991 totalled Rs 682 
million on estimated revenue of Rs 2.9 bil- 
lion, according to DSP Financial Consult- 
ants of Bombay. Essar Oil will boast assets 
valued at Rs 1.3 billion when the legal 
formalities involved in the split are com- 
plete, though the change will be made ef- 
fective from December 1991. 





Essar is headed by G. Ramaswamy, a 
former official with the Oil and Natural 
Gas Commission, the state-sector mo- 
nopoly, and Prashant Ruia, the elder 
son of Shashi Ruia, who along with his 
younger brother Ravi Ruia, controls the 
group. Essar Oil will be an integrated oil 
and gas company that will refine oil and 
engage in related projects. 

The Ruias hope to take advantage of 
the gradual opening of the industry to pri- 
vate-sector participation. At present, 
Essar's oil business is limited to running 
oil rigs on a contract basis for the commis- 
sion. Essar's entry into the top ranks of In- 
dian business was the result of its success 
in the mid-1980s at winning contracts from 
the commission for drilling, chartering 


ships and laying pipelines. 
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Since then, Essar has exploited every 
available opportunity in the oil and gas 
business. It has bid for 72 blocks opened 
by India for exploration. And to escape its 
dependence on winning contracts awarded 
by the commission, Essar has bid for and 
won drilling contracts in Oman and Indo- 
nesia — a first for an Indian company. 

The group also plans to set up a 6-9 
million-tonne oil refinery. It is now hold- 
ing discussions about the project with 
Caltex, Shell and Mobil. Anticipating that 
it will soon be able to finalise its plans, 
Essar is already recruiting top retired offi- 
cials from government-owned refineries. 
Apart from this activity, Essar Oil might 
also become involved in the search for gas. 

In addition, the group has started up a 
gas-based sponge iron plant in August 
1990 at Hazira, a rapidly developing in- 
dustrial town in Gujarat on the Arabian 
Sea, and it is now setting up a steel-export 
project there as well. The new steel plant 
will have an estimated annual-production 
capacity of 1.6 million tonnes and will rely 
on the output from the company’s sponge- 
iron plant. 

Shorn of its oil and gas business, Essar 
and its separate export-oriented unit 
(which will remain independent for 
tax purposes) will continue to ex- 
pand in the steel industry. With the 
anticipated proceeds from their 
forthcoming overseas offering and a 
local equity issue of Rs 15 billion in 
the second half of 1992, Essar will 
finance its Rs 33.5 billion project to 
produce hot-rolled coils and hot 
briqueted iron, which is due to be 
completed by 1994. 

Competing against Essar for the 
privilege of becoming the first In- 
dian company to offer overseas fi- 
nancial instruments is Reliance. To 
help things along, Ambani will soon 
fulfill his dream of making Reliance 
the biggest private-sector company 
in the country. 

If all goes well, the merger will 
make Reliance one of the first fully 
integrated textile companies in the world. 
The company will produce everything 
from basic raw material to finished cloth, 
fibre and fibre intermediates, detergents 
and detergent intermediates and, further 
downstream, petrochemical products. 
Moreover, analysts say Reliance may 
eventually go into oil, gas processing, re- 
fining and exploration in order to secure 
its own feed-stock. 

A post-merger Reliance will be touting 
sales of around Rs 42.8 billion on an asset 
base of around Rs 66.6 billion. Its equity 
capital will stand at around Rs 2.3 billion. 
It will have almost 4 million shareholders 
and combined earnings of more than Rs 6 
billion. 

Reliance is poised to move into a sec- 
ond phase of high earnings growth, say 
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investment bankers, on the back of its re- 
cently completed petrochemical project at 
Hazira. Reliance's earnings per share are 
forecast to grow by 37% in the next five 
years. 

Analysts predict domestic-demand 
growth of 10-15% a year for textiles, on 
which Reliance relies for 12% of revenue. 
The company’s fibre division, however, 
brings in about 70% of the group's sales 
from its production of polyester-filament 
yarn and staple fibre. 

The company is well-positioned to take 
advantage of the trend, having poured sub- 
stantial amounts of money into its petro- 
chemicals complex over the past decade. 
Reliance, which controls one third of the 
Indian market for polyester yarn and fi- 
bres, is the only manufacture of purified 
terepthalic acid, a textile feedstock. Evi- 
dence of the company’s increasing effi- 
ciency is seen in Reliance's pre-merger op- 
erating margins of around 23% last year, 
compared with 14% in 1986. 

Ambani took Reliance Petrochemicals 
public in 1988, maintaining a controlling 
21% stake in the company. The firm has 
expanded rapidly into downstream petro- 
chemical products at Hazira. The company 
has a monoethylene glycol plant and poly- 
vinyl chloride plant, while a high-density 
polyethylene plant is expected to com- 
mence production in May. 

Further, it has all the infrastructure in 
place at Hazira for its new naphtha cracker, 
which will come on stream in 1994, allow- 
ing the company to produce its own raw 
materials. Reliance will be further aided by 
the rising domestic demand for plastics, 
which is forecast to grow at an annualised 
rate of 15% in the coming decade. 

Not content to remain solely an indus- 
trial conglomerate, Reliance is also moving 
rapidly into financial services, taking ad- 
vantage of liberalisation moves by the gov- 
ernment. Sources at Reliance compare their 
push into this field to that of General Elec- 
tric of the US, which has a clear division 
between its manufacturing and financial- 
services operations. But analysts believe 
Reliance plans to fashion its growth along 
the lines of Japan's business groups — by 
acquiring control over finance, production 
and trading through a network of inter- 
linked companies. 

Reliance Capital Finance Trust, a mer- 
chant-banking and financial-services com- 
pany, has been in operation for some time, 
as has Reliance Europe Ltd, an interna- 
tional-trading company. But the group 
hopes to enter the lucrative mutual-fund 
and commercial-banking businesses in In- 
dia, too, as soon as reforms permit the es- 
tablishment of private mutual fund com- 
panies. The group has already registered 
an asset-management company and a 
bank, and it is waiting for the government 
to complete its review of the liberalised 
rules and regulations. E 
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Wedding of the century 


Hongkong Bank names offer price for Midland 





By Michael Taylor in Hongkong 


efore British royal weddings, it has 

been the practice, if appropriate, for 

the bride to be quietly but authori- 
tatively declared "virgo intacta." Similarly, 
as the dalliance between the Hongkong & 
Shanghai Banking Corp. (HSBC) and Brit- 
ain's Midland Bank reached its consum- 
mation, HSBC's most intimate secrets, its 
inner reserves, were revealed for all to as- 
sess. No point in doing the same for Mid- 
land — it is hardly news that its financial 
virtue has been repeatedly ravished. 

The HSBC reserves were revealed to to- 
tal HK$25.3 billion (US$3.2 billion), com- 
prising HK$16.6 billion in cash, HK$6.7 
billion in unrealised investment gains and 
HK$2 billion in revalued property. The 
bank's true profitability was also revealed. 
Transfers to inner reserves last year totalled 
HK$3.5 billion, compared with HK$1.6 
billion in 1990. Thus, true group profits 
were HK$10.3 last year, compared with the 
HK$6.8 billion reported. 

The inner reserves of HsBC's 61.5% sub- 
sidiary Hang Seng Bank were more im- 
pressive: HK$7.1 billion at the end of last 
year, with a further HK$5.9 billion from 
property revaluations and the marking-to- 
market of its long-term investments. 

HSBC's inner reserves aside, the future 
shape and size of the Hongkong-Midland 
Bank group offers few surprises. The group 
will have combined assets of around £145 
billion (US$250 billion). This compares 
with HSBC's assets of £85.8 billion. The 
group will have 3,300 offices in 68 coun- 
tries. Shareholders' funds will total £5.5 
billion (compared with £4.8 billion for HsBC 
alone) and notional pre-tax profits would 
have been £845 million in 1991. 

The offer is worth a headline figure of 
£3.1 billion, or 378p a share, but since the 
bid is to be 75-80% financed by issuing new 
HSBC shares, such bald figures are rather 
misleading. For each Midland share, HsBC 
Holdings is offering one new HSBC share 
and one HSBC subordinated bond with a 
nominal value of 100p, maturing in 2002 
and carrying a yield of approximately 1.6% 
over the comparable gilt. Because around 
75% of the bid is made in HSBC paper, the 
value of the offer fluctuates with its share 
price. On 15 April, with HSBC trading at 
HK$40.25 a share and an exchange rate of 
£1:HK$13.6, the offer was worth £3.1 bil- 
lion, or 381p for each Midland Bank share. 

It is in this context that the speculation 
of a counter-bid for Midland from Britain's 
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Lloyds Bank should be placed. In talk: 
with Midland earlier this year, Lloyds i: 
reported to have been willing to pay 400r 
a share. HSBC's offer would match that if it: 
share price rose above HK$42.75. This i: 
far from unprecedented: HSBC's share: 
have ranged as high as HK$45.75 during 
1992. At that price, the bid values Midlanc 
at £3.5 billion, or 421.7p a share. 
Nonetheless, brokers, particularly ir 
London, declared the offer to be on the 
stingy side. If so, the stockmarkets ir 
Hongkong and London have been grossly 
inefficient, since the offer as presentec 
represents a 50% premium to Midland’: 
share price of 253p on 16 March, the day 
before the merger was announced. 
Moreover, it offers a premium of 27% 
over the net-asset value of Midland shares 
and, in the aftermath of Midland's recent 
miserable trading performance, an increase 


An all paper offer 





in income from holding a Midland share 
of 442%. 

Meanwhile, the merger means that ex- 
isting HSBC investors can expect a sharp 
drop in earnings per share. Scattered 
among the 60 pages of the offer document 
is the information that on a fully disclosed 
basis, the group would have had per-share 
earnings of just 209p in 1991, compared 
with 36p for HSBC alone. HSBC chairman 
William Purves says per-share earnings of 
the new group will recover by 1993. 

In addition, with a so-called tier-one 
capital ratio of 5.9%, the enlarged group 
will be in a weaker capital position than 
HSBC, whose tier-one ratio was 7.4% at the 
end of last year. Finally, the provisionable 
exposure of the group will be US$5.9 bil- 
lion, compared with US$316 million for 
HSBC alone. 

To an audience somewhat sceptical of 
the worth of Midland, Brian Goldthorpe, 
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Midland's deputy chief executive, re- e0 0 ose WU. scii ue & 
sponded that if one ignored the £903 mil- — 7. E394 L] v F s i B L e H AN RC 
lion of bad and doubtful debts written off Du du.  WOCp WEST m 
in 1991, Midland generated a trading profit 
of £950 million. "That's the sort of earnings 
that I hope Midland can contribute to 
HSBC," he said. 

Unsubordinated debt was included in 
the financing package in order to strength- 
en the group's tier-two capital ratios, ac- 
cording to Purves. If the merger goes 
ahead, the group will have a total-capital 
ratio of 10.9%. 

So much for the benefits of the merger. 
It will also have massive one-off costs. For 
example, initial re-organisation costs fol- 
lowing the merger are expected to total 
£150 million, which will be charged to re- 
serves. In addition, HsBC's change of 
domicile from Hongkong to Britain will 
result in a £200 million charge to cover tax 
consequences. These are enormous charges 
to be passed off as incidental: at HK$5.3 
billion, they eat up one third of the 
HK$16.6 billion hidden reserves. 

The £200 million tax reserve stems from 
the fact that from January 1993, HSBC 
Holdings will become resident in Britain 
for tax purposes, and will thus have to pay 
British corporation tax. Hongkong Bank 
will remain a Hongkong company, subject 
only to the territory's taxes. However, any 
dividends paid by Hongkong Bank to — mx | t 
British-domiciled HSBC Holdings — for een sweetened, Tecuise opor promotic 
example, to pay dividends to HSBC share- counts for the overwhelming majorly rof exp 
holders — will be subject to advance cor- neral tradin; | HN 7 
poration tax. Purves said he did not think 
the fiscal cost of funnelling profits back to 
London would result in HSBC's directors 
opting for a noticeably more conservative 
dividend policy. 

The Bank of England will be the lead 
regulator for the group, but within this 
framework Hongkong Bank will be moni- 
tored on a solo basis by the territory's 
banking commissioner. Group functions 
will be moved from Hongkong to London 
“over a period of time." 

Purves is to stay as chairman and chief 
executive, in Hongkong, until the end of 
next year, when he will move to London. 
He is also to chair the group's executive 
committee, which will oversee allocation 
of capital and monitor sectoral and geo- 
graphical risk. Midland's chairman, Sir 
Peter Walters, and Brian Pearse, its chief 
executive, will join the HSBC board. Rich- 
ard Delbridge, Midland's finance director, 
is expected to be drafted in due course to 
become group financial director. 

Purves said he had not discussed with 
the London Stock Exchange whether HsBC 
could keep an article of association that 
limits any shareholder to a maximum of 
196 of its stock. Nevertheless, it is to be re- 
moved. This means that the Kuwait In- 
vestment Office, which owns 10-11% of 
Midland Bank, could emerge as holder of 
around 4% of the enlarged group. " 





O4 APRIT 19092 FAR FASTERN ECONOMIC REVIEW : 65 


BUSINESS 





ECONOMIES 


Growth turns inward 


Asia will rely less on momentum outside region 








By Anthony Rowley in Tokyo 
evelopments both inside and out- 
side the region are pushing Asia 


D towards a greater degree of eco- 


nomic self-reliance, according to the Asian 
Development Bank (ADB). The bank’s latest 
Asian Development Outlook acknowl- 
edges the forces moulding economic re- 
gionalism. 

Expanding intra-regional investment 
and trade will have a mutually reinforcing 
effect on the region’s economy. But with a 
growing current-account deficit and re- 
source gap, Asia will need to channel more 
of its savings into regional development. 

Intra-Asian trade will continue to ex- 
pand more rapidly than trade with coun- 
tries outside the region. This is because 
Asian countries should maintain signifi- 
cantly higher income-growth levels than 
countries elsewhere. It also reflects 
trade liberalisation in South Asia and 
Indochina. Already the share of intra- 
Asian exports in the total exports of 
the region has risen to 41% from un- 
der 35% in 1987. 

Rising intra-regional trade has been 
linked largely to a surge in direct in- 
vestment within the region in recent 
years, originating mainly from Japan 
and from some of the NICs (South Ko- 
rea, Taiwan, Hongkong and Singa- 
pore). Asia may have to become even 
more reliant on intra-regional invest- 
ment in the next few years, the ADB 


AVIATION 


suggests. 

Foreign direct investment flows to Asia 
from North America and Europe are likely 
to slow as US investment is diverted in- 
creasingly to Latin America and as Euro- 
pean investments are diverted increasingly 
towards Eastern Europe. 

The ADB acknowledges that prospects 
for Japanese foreign direct investment are 
also “clouded” by the slowdown in Japan’s 
economy and by problems in the country’s 
financial system. 

But the scope for investment in Asia 
continues to widen and improve so that 
the region should receive at least its fair 
share of outside investment. China and 
Indochina — particularly Vietnam — 
should attract “increasing” amounts of for- 
eign direct investment and the same goes 
for South Asia, because of “positive” policy 
changes in India and Pakistan. 


Prospects for Asia 








nm GDP Resource accoun 
1990 1993 annual gap 
% change | % of GDP uss billion 
Developing Asia 67 -20.3 
NICs KAK 4.1 
North Asia 15 735 
Southeast Asia 37-3: -19.1 
South Asia 50 -8.8 
Pacific Islands IRT -0.1 
Source: ADB 
rt would be worth HK$26.8 billion 


(Uses 4 billion), the largest single com- 


The composition of intra-Asian inves! 
ment is likely to change, however. Chin 
and Vietnam will attract export-oriente: 
and labour-intensive industries, whil 
Southeast Asia — principally Malaysia anı 
Thailand — will shift upstream toward 
technology and capital-intensive industrie: 
Investment in South Asia will meanwhil 
remain directed mainly towards the dc 
mestic market. 

There are threats to growth prospects i 
Asia. Infrastructural bottlenecks — espe 
cially in Malaysia and Thailand and also i: 
the Philippines — could inhibit the scop 
for foreign investment, as could rising la 
bour shortages and environmental con 
cerns in the region. 

The ADB suggests that projected infra 
structure spending in Asia — which othe 
sources put at around US$2.5 trillio: 
regionwide over the next 10 years — wi 
require a "rapid increase" in governmer 
investment in various parts of the region. 

At the same time, the bank points t 
the prospect of rising current-account defi 
cits and levels of external debt in Asi 
over the next few years. This highlight 
the need for increased domestic saving 
and for external flows, which are likely t« 
have to be met largely by multilateral flow 
from institutions such as the ADB it 
self. 

Only China, Indonesia, Taiwan arx 
Papua New Guinea are likely to enjo 
increased trade surpluses in 1992 anc 
1993. The rest of the region will see a1 
increase in its aggregate trade and cur 
rent-account deficit. 

Asia's aggregate external debt i 
meanwhile expected to increase by 
US$24 billion over the next year or so 
to reach US$362 billion by the end o 
1993. This is largely due to large pro 
spective increases in Chinese and In 
dian debt. I 


H AMOR 


In 1989, Cathay selected the A330 as 


its TriStar replacement, but it only com- 


Cathay 
buys big 


By Michael Westlake in Hongkong 


After months of playing aircraft manu- 

facturers against each other, Hongkong’s 

Cathay Pacific Airways on 13 April said 

e ee 

options on 11 more. The order ef- 

eae cas Europe’s Airbus Industrie 

. On notice that Cathay's options for 14 
A330s could be 

If all the Boeing 777 options are taken, 

the package of aircraft, equipment and 


mitment Cathay has made. 

Neither the 777 nor the A330 has 
flown. Airbus, however, is more than a 
year ahead of Boeing in the race to build 
the big twinjets, and competition be- 
tween the manufacturers’ sales teams is 
intense. But while Cathay pushed Boeing 
and Airbus in recent months to commit 
to stretched versions of their aircraft, the 
airline was under pressure from the US 
company to commit to the 777 as a 
launch customer. This status brings sub- 
stantial discounts. 

Cathay operates 18 Lockheed Tri- 
Stars, eight Boeing 747-200s, six 747-300s 
and 10 747-400s, plus three 747-200 
freighters. The airline has nine more 747- 
400s on order, as well as 10 A330s. 
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mitted to 10 of the A330-300 model with 
286 seats, taking options on 14, prefer- 
ably the A330-400, the stretched version 
with 336 seats. 

Cathay presented the 777 order as a 
replacement for the 747-200s and 747- 
300s. The first four aircraft, to be deli- 
vered in 1996, will have 319 seats. The 
rest of the firm orders, which are to be 
delivered in 1998, and all the options for 
deliver from 1997-2000 are for a stretched 
version with at least 20% more seats. 

Nonetheless, Cathay's first four 777s 
will effectively be TriStar replacements 
along with the A330-300s. Even allowing 
for fleet expansion in the next few years, 
it is unlikely that all 25 A330 and 777 
options will be taken. L] 
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Australian judge declares 


Alan Bond bankrupt 


> A federal court judge in Sydney on 21 
April declared Australian entrepreneur 
Alan Bond bankrupt. The judge 
appointed Robert Ramsay, a partner of 
Perth accounting firm Bird Cameron, as 
trustee, and directed him to recover any 
assets of the Bond estate. The decision 
ended a legal battle between the 53-year- 
old Bond and a group of banks led by 
Hongkong Bank of Australia, which says 
it is owed US$194.6 million in loans that 
the businessman personally guaranteed. 
Bond acquired the loans to finance a 
nickel-refining project in Queensland that 
was owned by Dallhold Investments, his 
private company that is currently in 
liquidation. In 1990, Bond lost control of 
his now-collapsed business empire, Bond 
Corp. Holdings. 


Australia signals revival 

of aid to Vietnam 

> Australia, which suspended aid to 
Vietnam following the country's 1978 
invasion of Cambodia, said on 13 April 
that it is resuming assistance to Hanoi at a 
level of about A$100 million (US$77 
million) in the next four years. Two 
Australian officials, Treasurer John 
Dawkins and Industry Minister John 
Button, said during a visit to Hanoi that 
Canberra will provide fertiliser, drugs to 
treat malaria and training programmes 
worth A$4 million in the Australian fiscal 
year ending on 30 June. 


Japan's trade surplus hits 
second-highest level ever 

> Japan's trade surplus for the fiscal year 
ended on 31 March expanded to US$88.4 
billion, the second-highest level ever, 
according to the Ministry of Finance. The 
surplus, a 63% increase above the year- 
ago level, was exceeded only by the 
US$89 billion figure recorded six years 
earlier. Exports rose 8.1% to US$320.6 
billion, while imports declined 4.2% to 
US$232.2 billion. The surplus with the US 
rose marginally to US$38.5 billion, while 
that with Europe rose 34% to US$28.4 
billion and that with Asia increased 38% 
to US$34.1 billion. 


Taiwan's foreign investment 
dropped 63% in first quarter 
> Taiwan's overseas investment in the 
first quarter of 1992 fell 63% from a year 
earlier to US$281 million, according to the 
vernment's Investment Commission. 
Analysts attributed the drop to domestic- 
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investment needs and to a diversion of 
investment funds to China, which is not 
included in the commission's figures. 
Malaysia, the main destination for Taiwan 
investment in Asia after China, saw its 
share plummet 93% to US$24 million. 


Banque Indosuez 
(o open Vietnam branch 


> Vietnam's State Bank on 10 April 
granted Banque Indosuez of France the 
first licence to open a branch in the 
country. Five other foreign banks — 
Australia & New Zealand Bank, Bangkok 
Bank as well as Banque Francais du 
Commerce Exterieur, Banque National de 
Paris and Credit Lyonnais of France — 
are expected to receive licences soon. 
Indosuez is to open the branch in Ho Chi 
Minh City this month. 


Business indicators g 
Ec 






TL 
Bis TeS m. 
r aa — [dIS€ 
egit 


n 
Ia ot / on 
- npa? MESA 


E 
Ae - - ASSUM Pn 
E at une CFE 


d 
- 


ER SER MUR. UTR e | 

S.Chin: |! trade. 1991 X , t 
y ad “> -- ' rd nel abt ith aie xa TP» "eret um. 

MITT "-— 9 S 


Prt TE eat LES A x. ry ANT ¢ T i yoe ¢ i 1 
Vas EE RU UE NS en 
ic" ] e z ° 


i U » Md m A > " « Ps 199 T 
BN roe oot ucc ee Stree Pad - 


l Rpa T HE Al L pF T LI P 
J ue a tat Non SA ig 


mr — 
bd 


Cereal its 


fiz » © m t 


TT 


C 

ee) = —— foie Stoo NO 
* er Source: US information Se : 
* *é F Ky SE è W: L : > 3 i^ x b E d 


Kuala Lumpur reduces 
Telekom Malaysia holding 


> The Malaysian Government reduced 
its direct shareholding in privatised 
telecommunications company Telekom 
Malaysia to 75% from 78% following a 
placement of 60 million shares with 
foreign investors. The block of shares, 
placed by brokerage Rashid Hussain, 
fetched M$639 million (US$248 million). 
The shares were sold to US, European, 
Japanese and other Asian institutional 
investors at M$10.65 a share. 


Toyota’s Taiwan venture 
plans to increase output 


> The chairman of Toyota Motor Corp.'s 
joint venture in Taiwan, Kuozui Motors 
Corp., said on 13 April that the 
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automaker will spend US$800 million to 
raise production to 200,000 cars and 
trucks by 1997 from 40,000 vehicles last 
year. Su Yann-huei also said that the firm 
will build a second plant in Taoyuan 
county in northern Taiwan. Established in 
1984, Kuozui is 51%-owned by a 
consortium of Taiwan component 
manufacturers and 49%-owned by Toyota, 
its truck-making affiliate Hino Motors and 
trading company Mitsui. 


Yamaichi president leaves 
post to become chairman 


> Yamaichi Securities, the smallest of 
Japan's Big Four brokerages, said its 
president, Tsugio Yukihara, is leaving the 
post and will be replaced by vice- 
president Atsuo Miki. Yukihara will 
become chairman of the company, and 
the current chairman, Yoshio Yokata, will 
become a director-adviser. Yamaichi 
reportedly suffered a major loss in the 
final quarter of the financial year that 
ended on 31 March. The presidents of all 
the Big Four brokerages — Nomura, 
Daiwa and Nikko as well as Yamaichi — 
have been replaced in the past year, 
largely in connection with securities 
scandals. 


Thai Government awards 
third mass-transit concession 
> The Thai Government awarded 
property-developer Tanayong a 30-year 
concession to build and operate a 14.5-km 
mass-transit railway system in Bangkok. 
Newly formed Bangkok Transit System 
Corp. said the Baht 18 billion (US$703 
million) elevated system will be 
operational by 1996. The government has 
awarded other mass-transit concessions in 
Bangkok to Hongkong’s Hopewell 
Holdings and to Canada’s Lavalin group. 
Neither Hopewell nor Lavalin has begun 
construction. 


Indonesia announces move 

io cut clove supply 

> Indonesia said it will lower the 
purchase price of cloves paid by a trade 
monopoly in a bid to reduce supply. The 
monopoly, set up in 1990, will drop prices 
by 25-50%, depending on quality. On 9 
April, the government said the BPPc 
monopoly will hand over some 
responsibility for procuring cloves to 
farmers' cooperatives. It is unclear, 
however, when the monopoly's selling 
price to makers of clove-scented cigarettes 
will fall or whether BPPC's outstanding 
loans of US$380 million will be 
transferred to cooperatives. 
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PRICES & TRENDS 


Commodities Currencies 














Last sale to 13 Apr. Latest week ago ago 
Gold — Lodo 3030 33930 35390 35985 
Copper New York (3) 
Current delivery (May) 99.90 103.05 9420 108.70 Britain : 
July delivery — 100.05 Brunei ~ dollar “1.6555 1.658 1635 1754 
Aluminium London (7) Burma’ kyat | o E.. SSA- 1 om 
Current delivery (Apr.) 133850 .— 129950 1,5050 140500 Canada doliar 1184 o — 11891 — — 1149 1.148 
Tin Kuala Lumpur (1) 14.66 14.57 1453 14.68 France rane pus a b _ 
New York (3) dollar 77392 71738 17895 1795 
Current delivery (May) 5835 — 849 — 578 8849 A m — Gu Hu 
-— 7 : Indonesia rupia 201900 — 201800 199800 193300 
Lumpur Japan 133.15 133.00 12703 13425 
Current delivery (May) zoo 2200 2150 22650 ee Ju E 7 447 3197 E 
iy EU Malaysia dolar — 2545 — 2545 27155 2775 
dute Dhaka (11) — 36500 — 36500 — 36500 — 41000 Nepal” rupee 46.63 46.63 42.691 31.10 
Kuala Lumpur (4) New Zealand dolar — 18315 — 18365 1.8362 16923 
Current delivery (Apr.) 963.00 947.00 910.00 — 75500 Pakistan rupee 24.95 2495 — 246053 23.1268 
dune deb Ben Papua N.G. kina 0.9551 09450 0.9592 0.9469 
New York (3) Philippines peso 25.60 — 2570 255% 28.085 
Current delivery (May) 9.56 9.18 8.56 8.71 Singapore dollar 16555 — — 1658  — 1635 175 
| delivery STONE LL South Korea won 779.70 — T7580 762.40 726.10 
Singapore (9) Sri Lanka rupee 41.983 41.95 4261 40.44 
Sarawak Asta blk 100% 190.00 195.00 20750 257.50 Switzerland franc 1522 1493 140388 14185 
Wheat Chicago (5) Taiwan NT dollar 25.30 — à à 2546 — 1 252275 2725. 
Current delivery (May) 36100 — 36720 40300 28820 Thailand “baht 2555 25.80 5% 25.45 
dy ae Su Communist China US$-Amb 5.4675 HK$-Rmb 0.70525 Laos USS=Kip 710.0 
Chicago (6) countries: Vietnam US$-Dong 11,320.00 Cambodia USS«Riel 700 
Current delivery (May) EE MM M SOMMA Other: Commonwealth of | Mensis aj en US$-Rouble 100.00 
"sg ; k > SDR1=US$1.37098 ECU1=US$1.2379 S$1-M$1.5389 


Rice Bangkok (7) - i : 8 
5% white fob 282.00 282.00 28200 305.00 Official rate tMiddie rate Source: Telerate tor spot rates, Dao Heng Bank Ltd for official rates 

















Current delivery (May) s 571.00 576.20 56140 58760 Currency deposit and bond yields 
delivery 578.20 

= New York (7) j " 3 "s 6 "a 10 
Current delivery (May) «ere 371.00 — 120500 1,099.00 13 Apr. month = months months months bonds yield 
Coffee — New York (3) US$ 400 — 4A A434 ee 713 
Current delivery (May) 68.90 71.40 79.35 91.55 Sterling 104375 10.25 . 10.1875 10.125 — 9.09 
July delivery — 71.30 | Yen — 4625 — 45605 4.5625 4.5625 5.50 
Piet Swiss Fr. 8375 =» 83/5 83125 8125 — ~ 
Sumatran light Tokyo (10) 17.60 17.35 1780 — 1745 Dm 9.625 9.625 9.5625 9.5625 7.88 
Bre — London (10) 18.93 19.03 1793 20.50 AS $295 SA 1855 6.25 9.78 
(1) MS a kg (2) US$ anoz (3) USe ab (4) MS a tonne (5) USE a 60 Ib bushel Ki i seors » " E 
(6) USe a 56 Ib bushel rao Aadat Me akg (9) S$ a 100 kg (10) US$ a barrel - $< —__ = 
(11) BWD, Chittagong/Mongla, US$ Source: Telerate, International Jute Organisation fOffered rate Source: Telerate, Salomon Brothers 
Economic indicators, selected Asian countries 

-: Australia = China . Mongkong India Indonesia | Japan Malaysia 
Economic Growth % (real) (1) 
1991 2 45-7 39 3.5-4(4) 7 3.8 8.6 
1992 TL S 3.75 n M 5.5-7 5 4/4) 55 U bt 3.5 Pa As 85 
Intemational Reserves 5 
Latest US$14.73b (Jan) US$43.06b (Nov) n.a. US$3.90b (Jan) US$9.50b (Jan) US$71.71b (Jan) US$10.22b (Nov) 
Year earlier — US$16.15b US$26.98b n.a. US$2.73b US$7.33b US$79.08b  US$944b 
Trade Balance (tota! merchandise) 
Latest 3 months +US$1.40b (Dec-Feb) «US$1.90b(Nov.Jan)  -US$0.B0b(Dec-Feb)  -US$0.38b (Nov-Jan) «US$0.79b(8) (Oct-Dec) — «US$24.07b (Dec-Feb) -US$0.24b (Nov-Jan) 
Previous 3 months «US$0.06b +US$2.47b +US$1.14b -US$0.58b +US$1.43b +US$23.65b -US$0.34b 
Year earlier — |.  — 4US$046b +US$3.40b -US$0.52b -US$2.34b. «US$132b —  «US$11.47b .. -US$001b — H 
Exports © 
Latest 3 months US$10.30b US$20.15b Pra 98b US$4.15b US$7 52b/8) US$81.58b US$9.04b 
% change previous 3 months +0.9 +6.4 +16 +15 2.0 -2.0 
% change year earlier - +63 pyre Wo «13 kr -10.7 4.3 ae «88 y. | $96. Ma rS 
Imports 7) 
Latest 3 months US$8.90b US$18.25b US$25.78b US$4.53b US$6.73b/8) US$57 51b US$9.28b 
% change previous 3 months 12.4 +10.8 -2.8 -2.8 +125 -3.4 -3.0 
% change year earlier 38 b «4186 «21.8 = “962 | 44 ; 95 — +126 
Consumer Prices 
Base Jul 80-Jun 81=100 Jan 1991=100 Oct 89-Sept 90=100(2) 1982-100 Apr 88-Mar 89=100 1990=100 1990=100 
Latest 3 months index average 217.7 (Oct-Dec) Hs 5(11) (Jan) 119.9 (Dec-Feb) 227.3 (Dec-Feb) 129.7 (Jan-Mar) 104.0 (Dec-Feb) 105.6 (Oct-Dec) 
% change previous 3 months +0.9 +2.2 41.9 413 0.2 +0.8 
% change year earlier =H 55 4103 +13.1 +98 m UN EL ERI 
Money Supply °°) 

T 14b/9) (Jan) ico or Een ^r alae (Feb) i - (Jan) ue 98.66t (Jan) ¥506.96t (Jan) rg (Nov) 

* change previous month 0.2 
% change year earlier ai a8 Ma 495 169 |. «8B DO? 








(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore | (6) fob (ot — 


68 FAR EASTERN ECONOMIC REVIEW 23 APRIL 1992 








uus Tokyo claws back from new lows a a a New York drifts in cautious trading m m m 
Hongkong, Straits bourses move sideways a m a Bombay bull run continues a a a Seoul 
buoyed by bargain-hunting in Hyundai scrip in week ended 14 April aa 
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— ELM m ess PRIN —————— e 13 Apr. lending 1 month? 3 months! 6 months? 
0 67 B4 7 79 Australie tt. 73081 7 72034 
3-3.5 6 78 7 7585 ——-—- is M = si x 
IPA T E P a mi an PD EMI. CT Britain 1050 — 10375 10.25 10.0625 
US$3.25b (Dec) US$32.88b (Nov) US$13.99b (Jan) US$82.40b (Dec) US$18.06b (Jan) FR] 
US$0.990 — | US$29b —— US$1448 — 5 US$724b — à US$13.99b Hongkong 8.50 4.50 450 4.6875 
USSO8ib(OckDec|  -US$iS4b|DecFeb)  -US$375b(JanMa)  +US$2.56b (Jan-Mar) — -US§1.88b (Oct Dec) — mec 
-US$0.69b -US$1.04b -US$0.02b +US$3.67b -US$0.32b Japan ‘5.00 
U OOR m c—— 
1 eq yi "525 — 4.75 46875 — 46875 
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Divide and conquer 


commissioner of the Philippine Secu- 
rities and Exchange Commission 
(SEC), is a lawyer and not a journalist. 
| She would be out of a job for sure. Twice, 


I t is a good thing that Rosario Lopez, 


| she has missed her own deadlines — set a 
| year apart from one another — to force the 


—— M M ————H E HÀ Usa ne 


| 


unification of the Manila and Makati stock 
exchanges. Progress is being made, but the 
realities of the stockmarket are behind the 
positive movement, not Lopez’ six-year 
campaign. 

The stock exchanges took a tiny step 
towards becoming one entity in the wake 
of factional infighting this month among 
board members of the Manila Stock Ex- 
change. Roberto Lorayes, president of the 
Manila exchange, submitted his resignation 
in protest at a gratuitous slap against unifi- 
cation delivered by Robert Coyiuto Jr, the 
body’s godfather. (Lorayes’ resignation has 
yet to be accepted; he is currently on leave, 
according to exchange officials.) 

At Coyiuto’s urging, the Manila ex- 
change withdrew its sup- 
port for the Capital Mar- 
kets Development Council, 
which was formed last year 
with representatives from 
the financial community, 
the two exchanges and their 
regulators. The council was 
established partly to break 
the deadlock on unification, 
but the Manila exchange 
withdrew from it ostensibly 
in protest at its choice of 
chairman, George Uy-Tioco. 

Uy-Tioco, who is presi- 
dent of Philippines Asia 
Equity Securities and is 
widely respected by local 
and foreign institutional in- 
vestors, has been spear- 
heading the Makati Stock Exchange's drive 
towards computerised trading. He knows 
as well as anybody the need to improve 
clearing and settlement procedures, to cur- 
tail rampant insider trading and to update 
anachronistic securities regulations. He 
hears about it from his clients all the time. 

Uy-Tioco appears to be the perfect per- 
son for the job. But Coyiuto loathes him for 
bolting from the Manila exchange two 
years ago in favour of the fast-blooming 
fields of Makati, where most foreign bro- 
kerages have set up shop and where trad- 
ing volumes have overtaken those of its 
counterpart. 

When Uy-Tioco left the Manila ex- 
change, his seat was sold without permis- 
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Lopez: progress. 


sion, and he subsequently filed a claim 
with the SEC. The exchange replied with a 
claim of its own, saying Uy-Tioco had for- 
feited ownership of the seat by failing to 
give proper notification of his departure. 

Shroff does not believe the legal debate 
is the real issue, a view underlined by 
Lorayes' action. The problem is that small 
brokerages on both exchanges are against 
unification because it would remove lu- 
crative arbitraging opportunities between 
the exchanges, which list and trade the 
same securities. 

Nonetheless, they are on the losing end 
of a historical trend. Both stockmarkets are 
increasingly dominated by institutional 
business, and the Makati exchange is par- 
ticularly benefiting because of the percep- 
tion that it is easier to get involved in a bad 
trade on the Manila exchange. 

In fairness to Lopez, she has long made 
the point that unless the exchanges unify 
and become more professional, they will 
continue to lose ground to emerging mar- 
kets elsewhere in the region. 
Also, the SEC is toothless in 
the face of wily operators 
such as Coyiuto or Makati 
exchange boss Eduardo 
Lim, who is not keen on the 
idea of his empire being 
carved up. 

An in-house Asian De- 
velopment Bank (ADB) 
study on the SEC makes this 
point clearly. The ADB says 
in the report that the com- 
mission has a poorly moti- 
vated and qualified staff. 
Further, the bank criticises 
the body for its ad hoc style 
of handling policy issues as 
well as for its outdated leg- 
islative and regulatory tools. 
It also notes that the SEC has too much to 
do, regulating everything from companies 
to unit trusts. 

Money is being dangled by the ADB and 
the US Agency for International Develop- 
ment to help fix these problems. But Shroff 
believes that before the money is spent, the 
next president of the Philippines, who will 
take power after the May elections, should 
consider doing away with the rule that 
demands any SEC chairman be a lawyer. 

This stipulation usually results in a chief 
that comes from the commission’s own 
ranks. The best person to unify the stock 
exchanges, however, would be a person 
from the securities community, preferably 
a broker familiar with changes wrought in 
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other regional markets. 
It would also help if the person is strong 
enough to bang heads together. 
m Jonathan Friedlanc 


The collapse of takeover negotiations be- 
tween the Malaysian financial conglomer- 
ate MBf and Malayan United Industries 
(MUI) has brought another corporate player 
on to the stage. Step forward Lee Ming Tee, 
a Malaysian-Chinese entrepreneur based in 
Hongkong whose sensitive antennae have 
picked up many an opportunistic deal. 

MUI chairman Khoo Kay Peng officially 
insists that he is not negotiating with any- 
one to sell his direct or indirect stakes in 
MUI, which together may represent as 
much as 51% of the company. This state- 
ment contrasts curiously with a recent as- 
sertion by MBf group chief Datuk Loy 
Hean Heong that he met Khoo but was 
unable to agree on a buyout price for his 
MUI shares. 

According to well-placed sources, Lee 
recently met Finance Minister Datuk Seri 
Anwar Ibrahim to discuss securing the 
regulatory approvals that would be neces- 
sary for a takeover of Khoo's portion of the 
company. 

Lee has some financial muscle to flex. 
He has steered his Hongkong flagship — 
Allied Group — into the black, and has 
taken stakes in two Malaysian companies: 
Pilecon, a construction counter, and 
Mulpha, a revived trading company which 
once belonged to the huge Malaysian con- 
glomerate Multi-Purpose Holdings. 

But whether Lee will be any more suc- 
cessful than Loy in loosening Khoo's grip 
on MUI remains to be seen. Sources say Lee 
envisions using Mulpha as the vehicle for 
a takeover which would be largely fi- 
nanced by convertible unsecured loan 
stock and other paper instruments. Lee's 
biggest problem appears to be finding a 
sufficient number of bank guarantees to 
back his manoeuvre. 

The 10-month battle for MUI started 
with a takeover bid from Berjaya Group 
chief executive Vincent Tan Chee Yioun. 
When Tan effectively bowed out, MBf and 
other companies entered as suitors, but 
equally to no avail. Tan, who still controls 
30.8% of MUI and is eager for a face-saving 
exit, is considering selling at least 10% of 
his stake to Lee at a small premium. 

How Khoo will react to Lee's overture 
is unclear. Despite his disavowals, the MUI 
chairman is still said to be informally inter- 
ested in a deal. But with 51%, he can afford 
to keep Lee waiting. m Doug Tsuruoka 
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onda-powered racing cars do 
not often cross the finishing line 
in second place, but the 1990 
World Solar Challenge Race in 
Australia was an exception. In the 3,000- 
km race between Darwin and Adelaide, 
Honda's entrant was pipped at the post by 


| the Spirit of Biel, a car built by students 


from Basle University. 
The Japanese car had better rolling re- 


| sistance, but the Swiss entry's solar cells 
| generated 25% more power. The cells were 


. however, are four-or five-times more 











| tovoltaic effect. That is, when light 


made by Telefunken System Technik of 
Germany under licence from the Centre for 
Photovoltaic Devices and Systems at the 
University of New South Wales in Sydney. 

The centre calls its devices green cells in 
recognition of its director, Martin Green. 
But the name is also a reminder that solar 
cells are a prime example of an environ- 
ment-friendly technology. 

Unlike conventional forms of 
power generation, solar cells do not 
produce greenhouse gases, acid rain 
or radioactive wastes. The cells, 


expensive than conventional tech- 

nologies, and more work is needed 

if they are to become competitive. 
Solar cells are based on the pho- 


strikes a semiconducting material 
such as silicon, it causes an electric 
current to flow into the material. 

French physicist Edmond Bec- 
querel is generally credited with 
discovering the photovoltaic effect in 
1839. But it took another 100 years 
for Russel Ohl, an AT&T Bell Labo- 
ratories’ chemist, to discover that a light 
shining through a fan on a piece of silicon 
produced a correspondingly choppy volt- 
age on an oscilloscope. And though the 
first modern silicon cell dates back to 1954, 
governments and companies refused to 
take photovoltaic technology seriously un- 
til the oil crises in the 1970s. 

The solar cell’s place in the political sun 
did not last much past the discovery of 
new oil fields and the subsequent drop in 
oil prices, Photovoltaics have become what 
Stuart Wenham of the Centre for Photo- 
voltaic Devices and Systems describes as 
an unusual industry, one in which most 
players are not interested in making 
money. Rather, major producers are mostly 
concerned with keeping themselves in 
readiness for the day when oil runs out. 

Last year, worldwide production of so- 
lar cells amounted to around 55 MW. That 
is not much, considering that the output 
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capacity the average power station is about 
1,000 MW. US and Japanese companies 
accounted for about one third each of 
photovoltaic production. 

Unlike their competitors, however, 
Japanese companies are interested in 
making money from solar cells. Sanyo 
Electric and Sharp Corp. account for more 
than one third of Japanese photovoltaic 
output. 

Sharp began making solar cells in 1963, 
and much of the company’s output goes to 
power satellites. In January, the company 
said its cells had been selected for use in 
the panels of two new Intelsat orbiters. 

Sanyo makes cells from amorphous 
silicon, a material that lacks the ordered 
crystalline structure of conventional silicon. 
This has proved ideal in applications such 
as watches and calculators. But stick an 
amorphous silicon solar cell out in the sun, 





Sanyo’s solar-cell powered car. 


and watch it wilt. Within one year, cell 
output can drop off by as much as 40%. 

Sharp's satellite cells offer a light-to- 
electrical-energy-conversion efficiency of 
almost 14%, which the company says is the 
best for space-grade cells. The secret is 
using microchip-style lithography to lay 
down thinner metal gridlines than on con- 
ventional cells, leaving more silicon avail- 
able for soaking up the sun's rays. 

Sanyo's best effort so far is just above 
18%. But the company admits that it can 
only do this in tiny, 1 cm-square cells. 

Meanwhile, licensees of the Centre for 
Photovoltaic Devices and Systems such as 
BP Solar and Telefunken have long since 
achieved efficiencies of 18%. And the latest 
laboratory versions of the centre's cells are 
pushing towards the 24% mark. Green be- 
lieves that efficiencies of up to 26% are 
feasible before "changing the rules of the 
game." 
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Solar solutions 


The centre has led the world in energ 
conversion efficiency since 1983. It h 
taken photovoltaic technology throu; 
four generations of improvements to bc 
device structure and production proce 
Its solar cells, however, are not viable coi 
mercially because they are expensive 
produce. Nonetheless, the cells are still i) 
portant as research tools because they he 
researchers gain a better understanding 
physical processes as they push the tec 
nology closer to its limits. 

Not that the centre is uninterested 
commercialising its developments. It jr 
lacks an Australian manufacturer to ta 
on its ideas. Although the centre's license 
include four of the world's six-largest sol: 
cell producers, the companies do most 
their manufacturing elsewhere, using o 
technology. 

Consequently, the centre finds it dif 
, cult to transfer technology to tl 
: factory floor. Together with Ur 
search Ltd, an offshoot of the U1 
versity of New South Wales th 

handles technology transfer to t 

private sector, the centre has set 1 

an informal joint venture to man 

facture green cells. The venture 
aiming at a niche where its techn 
logical superiority has already be 
demonstrated: solar-vehicle races. 

Spurred on by, among oth 
things, California's draconian zer 
emissions legislation, the automa 
ers are getting more involved wi 
solar-car racing. The venture has ¢ 
ready agreed to provide a maj 

Japanese automaker with green ce 
for Australia's next World Solar Challen; 
Race, which is scheduled to take place 
December 1993. 

Unisearch business manager Dav 
Hogg says negotiations are under wi 
with six other solar-car competitor 
"There's been an amazing amount of i 
terest,” Hogg says. The venture beg: 
manufacturing cells at a pilot plant abo 
three months ago. 

Each car is allowed 8 m°? of solar pane 
which amounts to about 15,000 cells. Pr 
ducing that many cells will severely tax t] 
joint venture's production capacity. 

But it will also give the venture man 
facturing experience that could transla 
into respect on the part of potential lice 
sees. "Before, [companies] were able to se 
"What the hell do you know? You're ju 
university researchers'," Hogg says. "No 
they've got to look at us in a differe 
light." m Bob Johnstoi 
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seminar in Seoul when 
















the plane stopped 


a E 
in Taipei but 
your luggage 
went all the way 
to New Delhi, isn’t it wonderful to 


be staying somewhere that never misses a beat. MANDARIN ORIENTAL 
MANILA 















Mitra assessed 
After reading your pieces on Front runner 
Mitra {19 Mar.], one is hard-pressed to un- 
tand. your soft treatment of the “Man 
from. Palawan.” 










calls “his trademark long-sleeved, ranch- 
er's checkled] shirt,” Ramon Mitra might 
as well advertise his role as deforester of 
his country. The link between ra inching and 
destruction of the rain forest, in the Phil- 


ippines no. less than in Brazil, is too strong | 
to overlook. Further, you note Mitra's fa- — 
ther’s tenure as overseer of a penal colony 


in Palawan in the 1920s. Why no refere: 


to the land-grabbing that this facilitated T 
and on which the family's wealth. was. i 


originally based? 











ding his role as Aquino’s original min- 


ister of agriculture and food. To do so Auc 
would, of course, only call attention to his 
utter ineffectiveness on behalf of his« coun- | 


In wearing what your correspondent 


to ' Singa i 





describing Mitra as relatively. dn. 
vn to. Filipinos, you also fail com- . « 
aly to mention the self-promotion at- 1 


emigrating parents has not deterred Sin- 
gaporeans. However, many parents have 
circumvented the bond liability by emi- 


grating before their sons turn 11. Once 


settled overseas, they promptly take up 
foreign citizenship when eligible and re- 
nounce their Singaporean ties. 

Their sons might subsequently commit 


an offence under the Enlistment Act be- 
cause of ie bond default or by not return- 
ing at the age of 18 to do their national 


service. But they would be stupid to return 
ore after the age of 21 (as they 
to renounce their Singapore citizen- 
y return to Singapore, a jail term 
in e will await them before they can 
















ny is that 1 many y of Singapore s 
xploring ways of getting their 
of the country by asking for 
friends and relatives. already 
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try's vital but bedraggled agricultural sec- ] Uk I^ dO 


tor. 
_ Filipinos seem doomed yet again to süf- 
leadership far inferior to that which 






“of heigh ened elitism. Children, how- 





over bright and diligent, have less than a 
576 chance of entering a local university as. 
standards. are raised ever higher to sharpen. 











ore’s competitive edge. 


eir university qualification is both 
d unimaginative. It is unimagina- 
se they will still suffer the com- 





settled comfortably in upwardly mobile 
>ositions in Singapore. | 
_ Emigration is the only option, especially 
or families whose children are still young. 
Ince overseas, and without the hassle of 
tary service and the longer study pe- 
1 Si ngapore' s secondary school sys- 
3 ildren could save five to six 
ir prime life for career deve- 









he: requirement of a minimum 
$70,000 (US$42,000) bond for a passport 
or a. | male. child who accompanies his 
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they deserve. Your a aaah treatment. 
: unting Singapore, the spec- 


parents, sending children overseas 


sadvantage of having to do na- 
service. Frustrating cries have been 

Yard from Singaporean male graduates S. 
iged 26-27 struggling to look for their first - 
ob, while 22-23-year-old immigrants from . 
dongkong and elsewhere were already 





2 write regarding Fields of dreams [20 
Feb.], which briefly mentioned some UN 
agencies in the context of the heroin trade 
on the China-Burma border. 
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INTERNATIONAL POT 


The EAP MBA Programme 


The EAP full-time MBA programme in Paris enhances your potential for a 
management career in the rapidly changing European and international 


business environment. 


With management learning centres in Paris, Oxford, Berlin and Madrid, our 
credentials are truly international. The joint expertise.and resources of 


these centres enable us to develop your cross-border management 


skills and perspectives. 


The strengths of the EAP MBA programme are: 
* European and international faculty members 


* European and international student body — ..— 


* European-oriented curriculum 
* European project work 





: CHAMBRE DE COMMERCE ET D NDUSTYE DE PARS 


EAP OXFORD AND EAP MADRID OFFER PART-TIME MBA PROGRAMS 












Leadership skills 


— irarrita i aea 
| Team player attitude 
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For details, please contact: 
MBA Admissions Office, EAP Paris 

108, Boulevard Malesherbes, 75017 Paris 
Tet: (1) 47 54 65 00 Fax: (13 42 67 46 19 
Telex: EAPFRAN 6406 | | 
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ces on our First Class menu. For example, not only award-winning creations from our own chefs, but also a unique 


T choices abound. Whatever you choose, our gentle hostesses will serve you as only they know how. 
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Swiss move moun- 
tains in business. 
Thats one reason we play such a 
major role in business-related in- 
surance worldwide. 

But maybe you didn't know just 
how close we are to you right now. 
Swiss Life is the world's leading in- 
ternational network of life insurers. 
1992? We're represented throughout 
the EC. 

We provide multinationals with 
first class employee benefit 
plans as well as the information 
you need to control benefit levels 
and achieve significant financial 
savings. And we're there 


at once when vou need 


us. THE RIGHT DECISION 


You'll find your Swiss 


t 


Hh "nm v9» 


"n nini 





Life Net- 


n work 


- 


Partner under- 

stands the pres- 
sures you face. He'll meet your most 
demanding insurance needs with 
solutions backed by our immense 
international expertise and the 
local, personal and flexible re- 
sponse you expect. Plus, highly 
competitive investment returns. 
Thats when the Swiss Life Feeling, 
the quiet certainty that you've 
chosen the right insurance partner, 
begins to grow on vou. 


Why not perform a little business 






miracle? Call Swiss 
Life Zurich (+411/ 
284-3797) or your 
local Network Part- 
ner - and see how fast 


the mountain moves, 
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Group Department 
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Iclephone: «852/561 4000 
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ASSURANCE LTD 
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$ KOREA LIFE 


KOREA LIFE INSURANCE CO. LTD. 
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FAR FACTERN 


In reference to A cure yee snoring [RE- 
SEARCH & INNOVATION, 2 Apr.], the article 
implies that the ResCare respirator is the 
only cure for snoring. Not so: Swedish pro- 
fessor Bjorn Petruson has, after many years 
of research, developed an ingenious device 
made of medical grade plastic called 
Nozovent which dilates the nostrils and 
allows for the air intake to increase by 
some 50%, thus eliminating or dramatically 
reducing snoring. 

Nozovent has been on the market in 
Europe for about a year where there are 
now more than 4 million users. It has been 
clinically tested in more than half a dozen 
countries and has a proven track record. It 
will soon be available throughout the Far 
East. Nozovent cures most snorers and 
certainly quietened Guinness Book of Records 
snorer Melvyn Switzer, who snored at an 
amazing 87.5 decibels. 


Sydney 


A. HILLERSTROM 








History of Taiwan 

Paul Mooney's review of A Tragic Begin- 

ning [BOOKS, 27 Feb.] is unfair to your 

readers and the authors. Firstly, he does 

not clearly and logically describe the book, 
and secondly, he still does not understand 

what the book is about. 

We tried to explain an historical puzzle 
which has cast a large, dark shadow over 
Taiwan until the present: namely, why did 

-the urban people of Taiwan revolt against 
the Na aist HE u ans while the ur- 





comy ex analysis of that puzzle. 
. Instead of searching for the villains re- 
y ble for 8-10,000 deaths as Mooney 
| believes we should have done, we showed 
that all the actors in this tragedy were vil- 
lains and shared a responsibility for the 
disaster. Mooney should realise that the 
task of the historian is to explain relevant 
events of the past in terms of their signifi- 
cance for today’s concerns, not to tempo- 
rise the writing of history. 
Stanford, oe 





RAMON H. MYERS 


Less aredi please — 
I was once an avid reader of the REVIEW. 
But in the past several months it has be- 
come a staid publication. 

Like many readers, I used first to turn 
tO TRAVELLER’S TALES for some humour. 
Sadly, it has become a boring page filled 
with old news and details of the private 
lives of REVIEW associates. _ 

I used to be able to find half a dozen 
stories of interest before es on to one 
of the heavy pieces. Now all i 







triguing < as ever, X 
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REVIEW pages for something that cai 
read and understood in under 20 minut 
A small piece that I read in the 19 Mai 

issue [Parlous parlours! stated : 

pachinko in Japan is a “¥15 trillion [U ; 
million] a year” business. Simple men 
arithmetic tells us ¥15 trillion is equal 
billions of US dollars. I turned the page. - 
As a longtime reader, | ask that the. 
REVIEW either get back to what made i : 
popular — interesting stories — ort resen x 
"serious" stories with accurate statis | 
Seoul IAN McCAUG: 



















> Apologies, The pachinko figure should dua 
read US$115 billion. 


In the cover package; Cainbedis 
UN: Mission Im 
Thayer correctly points out t 

ability to assert its authority cai 
sumed until the full forces of tt 
tional authority are deployed. Howe 
the dangers of open warfare among ; 
factions wil not be. red ; uced x the pe 
























Danae io desc militarily i in: 
of serious ceasefire violations or: 
properly equipped to do so. | 

Governments receive USSI a 
each of their soldiers: emp loye 
keeping operation. While mi 
ments are prepared. to lend : 
nancial reasons, few will be. pre 
risk the lives of those troops in these 
cumstances. 

In the event of a serious vio 
ceasefire, the UN sold j 
their commanding o officer i 
who will then. contact the € Set 
in New York for instructior 
do. Clearly, this is no way t 
Ee Kener Bou pe on, es 
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for publication 3 
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President Suharto 
7. has earned the 
V^ accolade "father of 
development" in 
Indonesia, but he is coming under 
increasing criticism for allowing his 
-children to enjoy the fruits of an array 
of monopolies and preferential trading 
o arrangements. Economists grumble that 
the spectacular rise of Suharto-linked 
business groups is not only pushing up 
-costs to consumers, but is also 
jeopardising the success of future 
ulation. Jakarta correspondent 
| Schwarz looks at the family 
ess empire and examines the 
t is having on reforms pursued 
government since the early 





























Afghanistan : After Najibullah 
^n uneasy calm descends on Kabul 

s President Najibullah's attempt to 

lee the country is thwarted. Large 

weas of the country have fallen to the 
ebel mujahideen while guerilla leader 
Masud consolidates his hold with a 
coalition of minority ethnic tribes — 
ising the spectre of a backlash from 

e Pashtuns, the largest ethnic group. 
he continuing power struggle, 
-akistan and its ally, guerilla chieftain 
ekmatyar, appear to be losing out. 

ran strengthens its ties with the Afghan 
ninority groups 10 
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INTELLIGENCE 


... Security Check 

-Proposals were put forward to formalise 
| "a new degree of security integration 

— among the six Asean countries when 

senior officials from the regional 
grouping gathered for a low- key 
meeting in Manila recently. The officials 
were preparing an agenda for their 
foreign ministers, who will hold their 

annual meeting in Manila in July. 

Security in the region, in the wake of a 

US military withdrawal from the 

-; Philippines and a reduction in the 

Russian military presence, was discussed 

at the Asean summit in Singapore in 

: January. It was agreed then that security 

'ould be a routine issue on the agenda 



















Foreign Relations : US-Vietnam 

Japan helps the US to extract concessions 
from Vietnam over the missing-in-action 
issue 12 


India : Congress Plenary 

Prime Minister Narasimha Rao 
consolidates his hold by introducing 
intra-party democracy and winning 
support for his liberal economic 
reforms 13 


Thailand : Suchinda's Team 

The new Thai prime minister picks a 
carefully balanced cabinet as new 
challenges to his authority emerge from 
among the opposition and on the streets 
of Bangkok 17 


Defence : Singapore-Malaysia 
The two neighbours appear poised to 
acquire advanced military aircraft, 
reinforcing concerns that an arms 
race may be developing in the 

region 18 


Philippines : US Withdrawal 
Acrimony over US 

military equipment at 
Subic Bay and a lack of 
policy coordination by 
Manila mar the 

American withdrawal 
from Philippine 

bases 19 


Philippines : Religious Vote 
The Catholic Church and a 
leading Protestant group 
have advised their 


of Asean's annual talks with its dialogue 
partners, including the US and Japan. 


Petty Cash 


South Korea's Samsung group, one of the 
country's two largest chaebol, is appealing 
a Seoul District Court decision to award 
a foreign woman Won 2,887,371 (about 
US$4,000) in severance pay. The woman, 
who taught English at the Samsung 
training centre, asked for the severance 
pay due to her under South Korean law. 
Samsung, which had combined group 
sales of more than US$25 billion last 
vear, has long tried to avoid giving 
severance pay to foreign employees. 


Recognition Factor 

Bangkok-based diplomats were taken 
aback by a request from the Ministry of 
Foreign Affairs that they pay their 
respects to Suchinda Kraprayoon within 
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members how to vote in May's 
presidential elections 19 


Vietnam : Constitution 

The constitution is amended to create 

stronger political institutions, 

Offsetting the power of the communist 
party 20 


Foreign Relations : CIA Role. 

Economic intelligence offers a tempting - 
target to a CIA in search of fresh roles 1 in 
the post-Cold War era 20 b 


North Korea : Birthday. Celebrations - 
Pyongyang uses the 80th birthday of 
President Kim Il Sung to try: to ‘impress | | 
foreigners with the regime's | 
achievements 22 


South Pacific : Test Freeze 

France's decision to suspend nuclear 
tests fuels uncertainty in its Pacific 
territories 22 





New Thai government comes under fire 


hours of his confirmation as prime 
minister. Some 50 diplomats arrived at 
Suchinda's residence for a reception on 
8 April, less than a day after he was 
appointed. The following evening, 

the diplomats were invited to another 
reception. Analysts believe the 
unusually swift sequence of events was 
intended to imply international 
recognition for Suchinda before local 
and international opposition forces coulc 
be mobilised. 


Fast Learners 

Hongkong police have learned that the 
four-engined, 60-knot dai fei boats used 
to smuggle goods from the colony to 
China are being manufactured in a 
factory owned by a unit of China's 
People's Liberation Army. The factory is 
located in Weiyang county in 

B provine which Hongkong 
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1 Asia : Nuclear Rivalry 








probable, both countries are under 
mounting pressure from concerned 
foreign powers to roll back their 
programmes 23 


South Korea : Assassination 


The revelation that military intelligence 


was behind the post-war killing of an- 
independence leader who favoured a 
: North Korea has | 
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tan's Sultan E 
antan, the youngest o 








efine Malay nationalism in Malaysia: 
mee xd iN | | 


‘he Asian property boom is dead, 
with the odd exception of Hongkong 
where, for hotly debated reasons, 
»rices of real estate are dramatically 






er y and land prices could 
own, there are distress 
ales of real estate. Even though the 
igns are gloomy, many believe it 

s à necessary and healthy adjustment 
o an ‘overheated market. REVIEW 








aw-enforcement officials say has 
'ecome a refuge for criminals involved 
n cross-border crime. 


‘aster Uprising 


he Philippine military took seriously 
eports that rebels planned to stage a 
oup during the Easter holiday 
veekend. Although there was no 

ublic announcement, troops in 

fanila were put on alert and six 

pecial forces companies and some 
farine units mobilised. The reported 
oup threat involved members of the 
eform the Armed Forces Movement 
RAM) group of military rebels, who last 
aged a nearly successful coup in 
lecember 1989. While the reports 
roved false, senior military officers say 
4M leaders have been contacting army 
ficers to join them in a coup after the 
| May presidential election if they 





concern about the army's s E 


aditional rulers, has 1 
g point in a debate over =- 
nonarchs and how to o > 


1 ne ability of India and Pakistan to x boda: 
build and use nuclear weapons now _ 
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 refocusing on its core business after a 
heavy diversification binge 59 










Region : Companies 
Hewlett-Packard shows that 
persistence pays off for computer 
maker 63 : 


x China : Projects 
OA Japanese-led foreign consortium 


has been given the go-ahead to 
develop a free-trad e zone on Hainan 


. Island 64 | 


judge the poll to have been marred by 
fraud. 


Strange Customs 


A letter has been sent by Malaysia's 
Customs Department to the Sultan of 
Kelantan apologising for its role in a 
controversy over his imported 
Lamborghini sports car. The letter, 
which hints that authority for the 
apology came from the finance minister, 
apparently follows a cabinet-level 
decision not publicly to say more 

about the issue that highlighted 

some M$2.1 million (US$823,500) in 
unpaid duties on the sultan's car. 

Senior officials in the dominant United 
Malays National Organisation 
acknowledge that the controversy, which 
angered many Kelantanese, has 
backfired and may have damaged 

their chances of toppling. the state’s 
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Philippines : Companies 
San Miguel slips from Eduardo ES 
Cojuangco’: 5. grasp- for the moment pa ^ 
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opposition Islamic government. 
Loaded Magazine | 
Vietnam's communist partv's ideology 
Department called in the editor of the 
labour union's often independent- 
minded Lao Dong magazine in early 
April to resolve a dispute with three 
government ministers who claimed 
they had been defamed. Lao Dong 
recently published three articles 
charging State Bank governor Cao Sy 
Kiem and Energy Minister Vu Ngoc Hai 
with incompetence and accusing Health 
Minister Pham Song of illegally 
occupying a villa in Hanoi. Editor Tong 
Van Cong refused to back down from 
his reports during the meeting, insisting. 
instead that questions about the i 
ministers performance and behaviour 
should be reviewed by the country’s 
National Assembly. 
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AFGHANISTAN 


Masud give in or precipitate an ethnic war? 


"Á Det 
Sh we. 


Scramble for the spoils 


Guerillas close in on capital as Najibullah tries to flee 


By Ahmed Rashid in Kabul 


he forced resignation of President 

Najibullah has plunged Afghani- 

stan into renewed tension and 

possible upheaval as the regime 
and the rebel mujahideen groups attempt 
to patch together a new government in 
Kabul in order to avoid street battles in the 
capital. 

From the initial rounds of negotiations 
it has become amply clear that, for the first 
time in Afghan history, the dominance of 
Pashtuns, the major ethnic group based 
mainly in the south of the country, has 
been badly shaken by smaller ethnic 
groups from the north. 

Ahmed Shah Masud, the Tajik military 
commander who has welded these lesser 
ethnic bands together has emerged as the 
most powerful figure in the new power 
equation — a fact acknowledged by the 


LEA 


mujahideen, the army and Kabul's ruling 
Watan Party. This new scenario will have 
far reaching implications in Central and 
West Asia. 

When the northern city of Mazar-i- 
Sharif fell last month to a coalition of mu- 
jahideen, disaffected army units and local 
ethnic militias — many of whom had pre- 
viously been paid from Kabul's coffers 
the writing was on the wall for the demise 
of the Najibulllah regime. 

Since then a similar pattern of events 
has been repeated across the country, 
leading to the regime surrendering power 
in all major cites to complex ethnic and 
tribal coalitions in which the mujahideen 
play a dominant role. 

All the towns along the Salang high- 
way from the former Soviet border to Ka- 
bul are now in the hands of such coalitions, 
as are Herat and some key cities in eastern 
Afghanistan where the Pashtuns dominate. 
FAR FASTFRN 


FCONOMIC REVIEW 


The powerful arbitrator of all these coa 
litions is Masud, who has been encampe 
for some time just 60 km north of Kabu 
Masud has contacted all rebel field com 
manders to encourage them to join hi 
newly formed Islamic Jihad Council. 

All the permanent members of thi 
council so far are northerners: Gen. Abdt 
Rashid Dost who commands the ferociou 
Uzbek militia; Gen. Mansour Naderi th 
[Ismaeli leader from Baghlan province; Ger 
Abdul Momin, commander of the 70th Br 
gade in the north who was the first arm 
general to rebel against Najibullah; an 
Masud himself. 

As the head of this council, Masud he 
already held long meetings with Kabul 
Foreign Minister Abdul Wakil, who hé 
flown twice in his helicopter to Masud 
headquarters outside Kabul. It is a sign « 
the times that every notable Afghan's de: 
tination in recent days has been wherew 
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Masud is camped and that everyone's aim 
has been to cut a deal with him. 

In typical Afghan fashion, the fall of 
most of the regional capitals has come 
about with a minimum of violence. There 
has been a de facto ceasefire across the 
country and Masud has promised that he 
will not attack Kabul. He has also urged 
other commanders to refrain from attack- 
ing any other cities. 

At Kabul airport the result of this un- 
declared ceasefire can be seen. Hundreds 
of helicopters, gunships and transport air- 
craft sit idle, parked on the tarmac. These 
aircraft have been brought here from other 
airbases in Afghanistan and now they have 
nowhere to fly to and nobody to fight. 

However, the ease with which major 
cities have peacefully fallen to coalitions 
representing all the local tribal and ethnic 
interests of the region cannot be repeated 
in Kabul. Here the situation is much more 
complex. First, there is the army. Under 
Kabul's new strongman Gen. Moahmmed 
Nabi Azimi, the Kabul garrison is still 
holding together, but this is largely because 
Azimi is a Tajik and is happv to deal with 
Masud. 

Kabul airport is controlled by a strange 
mixture of Tajik, Uzbek and Pashtun ir- 
regulars, army troops, agents of the Khad 
intelligence agency and the capital's militia. 
However, no aircraft takes off or lands 
without Masud's permission from his base 
camp far outside the city. 

The army can do a deal with the muja- 
hideen because, as professional soldiers, 
they respect commanders like Masud. 
However, hardline Pashtun generals in 
eastern Afghanistan are fearful of this 
coalition between the Tajik-Uzbek elements 
in the mujahideen and the army. The 
Pashtun generals could become the crucial 
destabilising factor if they link up with 
hardline Pashtun fundamentalist Gul- 
buddin Hekmatyar who has been ousted 
from any prominence in the battlefield by 
Masud. 

The second problem is the Watan Party, 
which is deeply divided not only along 
ethnic lines but also because every senior 
party member is trying to cut his own deal 
with Masud, either to escape the country 
or to be accommodated within the future 
government. The party is temporarily led 
by Fareed Mazdac, a Tajik, who is opposed 
by Pashtun hardline communists who still 
believe they can grab a share of power in 
the future. 

There are also dozens of minor mujahi- 
deen commanders in the Kabul region who 
would have to be accommodated in anv 
future broad-based government. And there 
are heavilv armed milita units, tribal 
groups, businessmen and smugglers who 
form a powerful community in Kabul itself 
and will be desperately needed by any re- 
gime to keep the economy going. 

Masud is adamant that a mujahideen 
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ats for the Watan Party, the army and 
er factions, though his plans show no 
is of accommodating the main Pashtun 
mmanders. 
However, he has started intensive ne- 
gotiations over the wireless network with 
some Pashtun commanders like Jalauddin 
Haqqani who is powerful in eastern Af- 
* ghanistan. Masud's search for allies among 
< Pashtun guerilla leaders is a clear attempt 
(to outmanoeuvre his bitter rival 
~~ Hekmatyar, who is backed by Pakistan and 
<- Saudi Arabia. 
| The formation of a strongly pro-muja- 
«> hideen government which would be 
broadly acceptable both in Kabul and 
across the country could clearly take sev- 
ral weeks, and Masud himself does not 
m to be in any particular hurry to settle 
issue. However, two crucial factors 
nt to the need for a speedy political set- 
ent. 
The first is the chaotic economic situa- 
tion in the country. Kabul is close to star- 
ation and the shipment of 10,000 tonnes 
" wheat donated by Pakistan has been 
uspended by Islamabad, which is waiting 
r the situation to stabilise. The import of 
jod from Central Asia into northern 
fghanistan has also stopped in recent 
nths because of the political uncer- 
inty. 
. Food shortages have resulted in spiral- 
ng inflation, causing the local currency, 
e Afghani, to plummet week after week. 
ny delay in forming a new government 
hich can command international cred- 
ility and consolidate an official ceasefire 
ill certainly worsen the food situation 
nd cause riots. 
. The second factor necessitating the 
quick cobbling together of an interim re- 
gime is the problem of what to do with 
ajibullah. After Masud's forces began 
closing in on the capital by mid-April, Na- 
jibullah — along with his brother and a 
few friends — "tried to flee but were 
Stopped by troops at the airport. Najibullah 
fas forced to seek refugee at the Kabul 
eadquarters of UN Special Representative 
Benon Sevan. 
— Hardliners in the Watan Party want 
D ajibullah to be handed over to the muja- 
hideen as a sacrifice to save themselves. 
Hardline mujahideen would also like to get 
their hands on Najibullah. Sevan, however, 
has refused to yield on this point and the 
S and Russia have asked that he be al- 
ved to leave the country. 
Najibullah would like to go to New 
Delhi where his wife and children have 
been staying for the past few months. The 
ndian Government is liaising with the UN 
nd is likely to approve Najibullah's tem- 
orary asylum, assuming the major parties 
the conflict agree on it. Ultimately, what 
opens to Najibullah could well deter- 
ne the fate c of the Watan Pasty. 
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É The comparative calm that followed 


Najibullah’s fall in Kabul and across the 
country — despite minor skirmishes in the 
south — could prove to be deceptive be- 
cause of growing frustration among Pash- 
tuns, especially in the group led by 
Hekmatyar. 

Pakistan has been lobbying desperately 
through the UN representatives and 
through Pashtun guerilla commanders 
controlled by its Inter-Services Intelligence 
agency to ensure that Hekmatyar's group 
is included in the planned interim regime 
in Kabul. This both a sense of loyalty to 
Hekmatyar's hard line faction and the 
feeling that he may be vital to a peace set- 
tlement. 

Any government that is formed without 
Hekmatyar could trigger off yet another 
power struggle between Pashtuns and 
other ethnic guerillas. In that event, the 
Pasthuns both in the army and the muja- 
hideen would rally around.Hekmatyar — 
who has been heavily funded and armed 
by Pakistan. 

Also worrying to the international com- 
munity is the remarkable rise in Iranian 
influence. Previously Iran had supported 
guerillas from the minority Shia sect, be- 
longing mainly to the Hazara tribe in cen- 
tral Afghanistan and forming about 10% of 
the country's population. But diplomatic 
sources say that late last year Iran changed 
its policy and began supporting all the 
ethnic minorities in Afghanistan against 
the Sunni Pashtuns, whose ties are with 
Pakistan and Saudi Arabia. 

The present configuration of forces in 
Afghanistan thus gives the Iranians im- 
mense political clout, much more than they 
have had since the days when Afghanistan 
was a small province of the old Persian 
Empire. 

Sources in the northern town of Mazar- 
e-Sharif confirm that Iranian money is now 
paying for the upkeep of the local militias 
and that Iranian Revolutionary Guards 
have arrived there to help with the heavy 
military equipment that is now under mi- 
liia control. Although Iran, like Pakistan, 
has been paying lip service to the UN 
peace plan, it has been consolidating its 
hold by buying support in all parts of Af- 
ghanistan. 

In this game, Pakistan has lost out badly 
and if a pro-Masud government is formed 
in Kabul, Islamic fundamentalist parties in 
Pakistan will want to extract their revenge 
against Prime Minister Nawaz Sharif. 
Masud's rise to power could also trigger a 
rebirth of the old demand for an inde- 
pendent Pakhtunistan to be formed from 
the Pashtun dominated areas of both Af- 
ghanistan and Pakistan. 

While, in the latest round of the power 
struggle non-Pashtun ethnic groups appear 
to have come out on top, a severe Pashtun 
backlash could plunge Afghanistan into 
chaos and civil war yet again. n 
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Decent 
interval 


Japan may pre-empt 
US on Vietnam aid 


apan has begun to play an active role 
as an intermediary between the US 


and Vietnam, urging Hanoi to cooper- 
ate more positively than before in account- 
ing for the so-called MIAs, or US personne 
missing during the Vietnam War. 

But while Tokyo is unlikely to move 
ahead of Washington on the question o! 
multilateral aid to Hanoi any time soon, i! 
will not wait for the US indefinitely and is 
considering resumption of bilateral aid. 

For most countries, Vietnam's coopera- 
tion in implementing a UN-designec 
Cambodian settlement was a sufficien! 
condition to end Hanoi's exclusion from 
the programmes of international financia 
institutions such as the IMF and the Worlc 
Bank. But Washington has had to grapple 
with the additional condition of account 
ing for MIAs — a condition so powerfully 
imposed by MIA families and their sup 
porters that it cannot be disregarded, par 
ticularly in an election year. 

On 13 April, responding to "positiv 
steps" Hanoi had recently promised te 
tackle the MIA issue, Washington decidec 
to lift the ban on direct telephone links be 
tween the two countries. Three days later 
the American Telephone and Telegrapt 
Co. and Vietnam's state telecommunica 
tions company signed an agreement ti 
pave the way for the first telephone servici 
since 1975. 

In contrast to its earlier lukewarm atti 
tude, Vietnam agreed to take the positive 
steps when US Assistant Secretary of State 
for East Asia and the Pacific, Richard Solo 
mon, visited Hanoi on 4-5 March. The five 
steps included granting the US greater ac 
cess to Vietnam's wartime archives, per 
mission for snap investigations of "liv 
sightings” of MIAs and cooperation witl 
the Laotian and Cambodian authorities. 

A day before Solomon arrived in Ha 
noi, a letter from Japan's Foreign Ministe 
Michio Watanabe was delivered to hi 
Vietnamese counterpart Nguyen Manl 
Cam asking Vietnam to respond favour 
ably to US requests and specifying the de 
sired steps. 

Watanabe's letter also underlined tha 
in order for Japan to assist Vietnam eco 
oe in future, Xdenindibts s under 











standing must first be gained, given the 
importance Japan places on its relationship 
with the US. Watanabe added that the 
Japanese people sympathised with the de- 
sire of Americans to have the fullest possi- 
ble accounting of the MlAs, and said he 
wanted Solomon's Hanoi visit to be suc- 
cessful. 

Solomon passed through Tokyo in mid- 
March on his way back to the US, and 
briefed the Japanese on what he had ac- 
complished in Hanoi and what more 
needed to be done. He said the Vietnam- 
ese must now implement the steps they 
had promised to take. When Japan's Vice- 
Foreign Minister Koji Kakizawa visited 
Hanoi a week later, he carried another let- 
ter from Watanabe. This letter, addressed 
to Vietnam's Premier Vo Van Kiet and his 
cabinet, urged them to implement their 
previous pledges if they wished to receive 
Japanese aid. 

How much influence Watanabe had in 
nudging the Vietnamese along is uncertain, 
though Japanese diplomats are giving their 
chief considerable credit — and at least 
some US officials and Congressional staff- 
ers agree. Watanabe's recent performance 
as foreign minister has been a pleasant sur- 
prise to many overseas Japan watchers, as 
well as Tokyo officials who had doubts 
about the earthy, blunt-talking politician. 

But Japanese cooperation with Wash- 
ington's policies in Asia is not uncondi- 
tional. If the US is hindered from pursuing 
normal ties with Vietnam — albeit princi- 
pally for domestic reasons — despite Ha- 
noi doing its reasonable best to cooperate 
on the MIA issue, Tokyo officials suggest 
they may part company with Washington's 
policy of maintaining an embargo. If this 
happens soon, Tokyo may decide to 
resume its bilateral aid to Vietnam first. It 
seems unlikely, for example, to rebel 
against US opposition to Vietnam clearing 
its US$140 million arrears with the IMF. 

The US decision to lift the telecommu- 
nications ban indicates that Washington 
has entered the second phase of its so- 
-alled "road map" for normalising rela- 
dons with Hanoi. Other elements of this 
»hase include permitting US firms to sign 
:ontracts to be executed when the embargo 
nds, lifting remaining restrictions on the 
ictivities of US non-governmental organi- 
iations in Vietnam and "[working] coop- 
atively with other countries . . . to help 
/ietnam eliminate its arrears in the IMF." 

Some US businesses and lawmakers are 
Jutting strong pressure on the administra- 
ion not to ease up on the IMF front before 
he trade embargo is lifted, arguing that 
his would put US businesses at a further 
lisadvantage vis-a-vis their competitors. 
[his pressure makes it difficult for Wash- 
ngton either to actively help Vietnam clear 
ts arrears with the fund or to signal to 
ther countries that they can go ahead and 
lo so. # 
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A turn in the south 


Hao strengthens his grip at Congress plenum 


By Rita Manchanda in New Delhi 


uge, garishly painted cut-outs of 
H the Nehru-Gandhi dynasty domi- 

nated the 79th plenary session of 
the Congress party in the south Indian 
temple town of Tirupati. And no speaker 
at the 45,000-strong jamboree in mid-April 
failed to pay obeisance to former premiers- 
cum-party-presidents Jawaharlal Nehru, 
his daughter Indira Gandhi and her son 
Rajiv Gandhi. 

But ritual incantation was all that it was. 
Tirupati was the first session of the Con- 
gress for a century when there was no 
member of the Nehru-Gandhi family 
present. Sonia Gandhi, Rajiv's widow, re- 





Rao: consultative democracy. 


mained in her self-imposed political 
seculsion. It was her refusal to succeed her 
late husband last year that paved the way 
for P. V. Narasimha Rao to head the party 
and government. 

Rhetoric apart, Tirupati marked a dis- 
tinct departure from the party's recent past. 
The Nehruvian model of socialism — so- 
cial equity, self-reliance and a command- 
ing public sector — was discarded in fa- 
vour of an open economy. 

For the first time in more than two dec- 
ades, elections were held for party posts. 
Debates at the plenary session were free 
and open, à direct contrast to the past when 
diktats from the top used to be dressed up 
as consensus decisions of the whole ga- 
thering. 

But the Indian penchant for sophistry 
in disguising irreconcilable contradictions 
remained intact. While Narashimha Rao 
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repeatedly asserted that the Nehruvian 
model was not being given up, the eco- 
nomic legacy was abandoned in the name 
of the man himself. 

With scant respect for historical accu- 
racy, party ideologues projected the about- 
face at Tirupati as the logical consequence 
of Avadi, the site of the 1955 Congress 
plenary which had spelt out the “socialistic 
pattern of society." Tirupati's endorsement 
of the capitalist swing in the economy 
was paraded as a continuation of the ear- 
lier socialist tilt. But the reality was cap- 
tured succinctly by the national daily, 
Times of India: "It will not be heads which 
will be tonsured in Tirupati [a common 
feature of the Tirupati temple ritual] but 
even ideas." 

But the new-found openness in the par- 
ty's culture made dissent not only possible 
but also heard, especially since the revival 
of the electoral process had enhanced the 
value of every delegate's vote. A former 
youth leader, Priyaranjan Das Munshi, led 
a blistering attack on the move to open up 
the country to multinationals. 

Arjun Singh, a senior minister and party 
heavyweight, took Munshi seriously 
enough to assure his party colleagues that 
"nothing will be done and nothing will be 
allowed to be done which will impinge on 
the country's sovereignty." 

However, the debates were overshad- 
owed by the voting for the 10 elective posts 
in the Congress Working Committee 
(cwc), the party's top decision-making 
body. Resisting pressures for the so-called 
consensus method, Narashimha Rao opted 
for free elections. It was a continuation of 
his effort to democratise the party, a proc- 
ess started with the election of all 950 
members for the Tirupati plenum by the 
party's rank-and-file. 

The 10 elective posts on the CwC have 
been bagged mostly by party power-bro- 
kers with their own provincial support 
bases. But Narasimha Rao can counter 
them by placing 10 of his own nominees as 
allowed by party regulations. 

Tirupati was designed to consecrate 
Narashimha Rao's hold on the party and 
the government. Because of his consulta- 
tive style, his minority government has — 
against all expectations — proved to be 
stable, enabling him to propel the country 
into accepting his sweeping decision to 
open up the economy. His success in 
checkmating Congress chieftains from 
scuttling party elections has given his im- 
age a substantial boost. 3 
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Malaysians eye 
bigger Vietnam role 


> Malaysian Prime Minister Datuk Seri 
Mahathir Mohamad, accompanied by 
officials and more than 100 businessmen, 
visited Hanoi for six days beginning on 20 
April to promote increased investment 
and trade between the two countries. 
During the visit, bilateral agreements 
were signed on telecommunications links 
and scientific, technical and economic 
cooperation as well as a memorandum of 
understanding on Malaysia's decision to 
assist Vietnam's rubber industry. 

_ Malaysian companies have been the 
largest foreign investors from Asean since 
Petronas, Malaysia's state-owned oil 
company, last year won two concessions 
to explore for oil in Vietnamese waters. 
Bilateral trade in 1991 totalled US$100 
million. 


Jakarta bans Democracy 
Forum meeting 


> A gathering in Jakarta by the Forum 
for Democracy to mark the end of the 
Muslim fasting month was banned by the 
government 30 minutes before it was to 
start on 19 April. The forum was set up a 
year ago by about 45 leading Indonesian 
intellectuals to help promote democratic 
values. Government officials said the 
forum failed to get the necessary permit, 
but forum leader Abdurrahman Wahid 
said that the permit had been applied for 
several days earlier. The forum's meeting 
in February was also banned. 


Taiwanese rally over 
presidential elections 

> Taiwan's opposition Democratic 
Progressive Party (DPP) rallied several 
thousand followers in support of direct 
presidential elections during generally 
peaceful street demonstrations in Taipei 
on 19-21 April. DPP deputies to the 
National Assembly also failed to break 
through police lines at the presidential 
office building in an attempt to meet 
President Lee Teng-hui to discuss 
constitutional reforms. 


Dhaka trial for rightwing 
Islamic party leader 

> The Bangladesh parliament resolved 
on 19 April to put on trial Golam Azam 
for heading a political party while his 
citizenship has been disputed. Azam, 
head of the rightwing Jamaat-e-Islami 
party, had supported the Pakistani army 
crackdown in 1971 and opposed the 
liberation of Bangladesh. He later fled the 
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country and his citizenship was revoked. 
He was allowed to return in the late 1970s 
and officially assumed the position of 
party leader officially this year. 
Opposition parties, which want him to be 
tried for anti-national offences, boycotted 
the parliamentary session. In the absence 
of the opposition, the ruling party 
resolved to try him for the lesser offence 
of indulging in politics without being a 
citizen of the country. 


Wellington bid to 
placate Chinese students 


> New Zealand's Foreign Minister Don 
McKinnon will attempt to settle 
grievances by Chinese students for 
refunds of fees from defunct private 
English-language schools in New Zealand 
during a visit to Peking later this month. 
However, he stressed that a settlement 
will not involve the government paying 
compensation because of difficulty in 
verifying claims against the schools, some 
of which never operated. The collapse of 
the schools, some owned by Australian 
and Hongkong interests, has been an 
embarrassment for a government trying 
to sell New Zealand-based education to 
Asians. Estimates of those who may have 
been affected range from 180 to 3,000. 


Social indicators 
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Grenade attack on 
Mindanao parade 


> At least five people were killed and 67 
others injured when grenades were 
tossed into an Easter Sunday religious 
parade in Iligan city, Mindanao. Police 
said they were hunting for two Muslim 
youths suspected of carrying out the 
attack. Iligan is a predominantly Christian 
city situated close to Muslim-majority 
areas. 
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Seoul factions pick 
alternative candidate 
> Ina decision 
reached on 18 April, 
leaders of major 
factions within South 
Korea’s ruling 
Democratic Liberal 
party (DLP) have 
chosen Lee Jong 
Chan, a fourth-term . 
legislator from Seoul Kim. 
campaigning on rapid 
political reforms, as their candidate 
against party executive chairman Kim 
Young Sam for the presidential 
nomination at the DLP convention on 19 
May. Lee, 55, has some support in the 
Cholla region as well as in Seoul and 
neighbouring Kyonggi province. Kim has 
strong support in the southern region 
near his native city of Pusan. Lee is a 
strong advocate of a generational change 
in leadership, arguing for the retirement 
of veteran opposition leader Kim Dae 
Jung as well as Kim Young Sam. 





A: , . 
Pyongyang puts 
out feelers to US 


> Ina lengthy interview with The 
Washington Times, published on 15 April, 
North Korean leader Kim Il Sung said he 
is ready to “bury the hatchet” with the US 
and wants to see a US embassy opened in 
Pyongyang soon. Kim also told the 
newspaper, owned by South Korean 
religious leader Sun Myung Moon, that as 
a sign of his country’s goodwill toward 
the US, Pyongyang would return more 
remains of US servicemen killed during 
the Korean War. Kim said the North did 
not need nuclear weapons and had no 
delivery systems. Suspicion that North 
Korea is developing nuclear weapons — 
and may even be on the brink of 
possessing one — is the main irritant in 
US-North Korean relations. 


Hanoi. Seoul clear 

way to full ties 

> Vietnam and South Korea have agreed 
to exchange liaison offices in preparation 
for establishing diplomatic relations, 
Vietnams Foreign Ministry announced. 
South Korean firms, which long ignored 
Vietnam out of deference to the US trade 
embargo against Hanoi, have become 
increasingly active in the country in the 
past two years. Most major South Korean 
firms have begun opening offices in 
Vietnam, and two-way trade in 1991 
reached US$125 million, up from US$77 
million the year before. 
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You'll Like 

Dur New Ff 
Dimensions : 
at the 

Port of 
savannah 


ur magnificent new bridge has a vertical 


Ş 
S 


earance of 185 feet, our harbor has 


2en widened to 500 feet, and plans are 


motion for the channel to be 
»epened. The Port of Savannah - suited 

your specifications. 

For further information contact : 
JKYO: Isao Togioka, Far Eastern 
irector, Tel: (81-3) 3214-3851/2. FAX 
11-3) 3211-1978. Telex: (781)29141. 
VANNAH: Richard Field, Director of 
ade Development, Tel: 912-964-3811, 
toll-free 800-841-1107. (In GA: 800- 


12-8012). FAX 912-966-3615. 
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Nine Queen's Road Central 
Office Tower Entrance 
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Of Arcues, and the enbancement of entranceways. 


Even before it was built, our entrance was already 


a classic. Searching for a suitable entrance, we found a classical 


post-modern solution that's all of two thousand years old. A solution, 


like the building itself, inspired by the past and designed for the 


future: the classic arch. Leading directly to the offices the arch pre- 


sents an exclusive entrance. Those on their way to a business forum 


use it, while the legions of 
shoppers go through another 
entrance. It’s simple consider- 
ations like this that are the 
hallmark of HoNcKonc 
Lanp. Our philosophy is 


to never rest on laurels. 





And the stature of our cli- 
ents, state-of-the-art facilities, 
and 24-hour management 
prove we live up to it. Now 
that the building is complet- 
ed, this is your chance to 


enter the portals of history. 


NINE QUEENS ROAD CENTRAL 


INSPIRED BY THE PAST, DESIGNED FOR THE FUTURE 


Nine Queens Road Central 
Hongkong Land 


Nine Queens Road Centr 
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THAILAND 


Win some, lose some 


ouchinda juggles cabinet to preserve coalition 





By Paul Handley in Bangkok 


ntense bickering over his cabinet line- 
|| up has given new Thai Prime Minister 

Suchinda Kraprayoon a taste of the 
difficulties he will have holding together 
his five-party coalition government. Even 
before his government took office, strug- 
gles for lucrative ministerships had ex- 
posed sharp factional rivalries within the 
coalition's two largest components. 

The 48-member cabinet Suchinda 
named on 17 April contained many of the 
same ministers who served in the govern- 
ment of Chatichai Choonhavan, which was 
overthrown by the military in the February 
1991 coup. Eleven of the returnees had 
been accused of corruption, and three of 
them found guilty, in a post-coup investi- 
gation. Because the army rationalised the 
coup as a blow against corruption, Su- 
chinda had fought to prevent the three 
from joining the cabinet. 

But the cabinet makeup, and Suchinda's 
appointments of personal advisers, re- 
vealed two things. First, despite being 
unelected and with no political party base 
of his own, Suchinda probably wields 
enough leverage to keep the fractious par- 
ties in line in the short term. Second, the 
former general does not intend to turn 
government policy-making over to politi- 
cians and the military, but will leave it to 
the same respected technocrats who have 
been the backbone of policy over the past 
three administrations. 

Suchinda was offered six cabinet slots 
for his own appointees. He asked for 10 
but later settled for nine, including himself 
serving concurrently as defence minister. 
From the outgoing government of prime 
minister Anand Panyarachun, he reap- 
pointed technocrats Sutthee Singhasaneh 
as finance minister, Meechai Ruchupan as 
deputy prime minister and government 
legal adviser, and Pridiyathorn Devakula 
as deputy commerce minister in charge of 
foreign trade negotiations. 

He also installed deputy air force chief 
Air Chief Marshal Anant Kalinta in the 
powerful interior minister's slot, and filled 
two of the four deputy positions in the In- 
terior Ministry with his allies. 

In the important position of foreign 
minister is Pongphol Adireksan. Pongphol, 
50, has not been in the cabinet before but 
has served in several positions in the bu- 
reaucracy, including the Export Promotion 
Department and the National Intelligence 
Agency. Pongphol told the REVIEW he had 
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no major new policy initiatives in mind, 
but planned to continue the popular 
Indochina policy of Chatichai of "turning 
battlefields into marketplaces." 

The business community, both Thai and 
foreign, was somewhat reassured by the 
return of Sutthee and Pridiyathorn. But 
many were dismayed by what Suchinda 
had to give away to the political parties in 
return. 

Many of the five par- 
ties’ representatives in the 
cabinet are businessmen 
who outsiders fear will use 
their new jobs to recover 
what they invested in get- 
ting elected. Most worri- 
some, many Thais say, is 
the naming of tycoon 
Banharn Silpa-archa as 
transport and communica- 
tions minister, and Sanoh 
Tienthong as one of his 
deputies. The ministry is 
involved in billions of 
dollars worth of projects 
crucial to Thailand's eco- 
nomic development. 

Both ministers have 
been associated with con- 
troversial business deals and in-office 
scandals. Sanoh was found guilty in the 
corruption investigation last year. 

Suchinda was also forced to re-admit 
Montri Pongpanich to the cabinet as 
deputy prime minister. Montri, communi- 
cations minister under Chatichai, was 
found guilty of corruption after the coup, 
but he had the political cards to back his 
demand for office. 

His Social Action Party (SAP) and its 31 
MPs are crucial to the coalition — without 
it, the Chart Thai and Samakkhi Tham par- 
ties would not be able to muster a parlia- 
mentary majority. Just as Suchinda was 
named prime minister, Montri blatantly 
pushed aside Suchinda’s allies in the SAP 
hierarchy and secured full control over the 
party. 

More reassuring was Suchinda's ap- 
pointment of a coterie of technocrats and 
academics as advisers. He named longtime 
confidant, military academy classmate and 
political scientist Tinnapan Nakata as a 
minister to the prime minister's office. 
Tinnapan h..s been critical of the army's 
role in Thai politics and the lack of progress 
in halting corruption. Believed to be un- 
popular among the rest of his military 
academy classmates, Tinnapan was a po- 
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litical adviser to former 
Prem Tinsulanond. 

Veteran government planner and lead- 
ing development economist Kosit Pan- 
piemras was made secretary-general of the 
prime minister's office, surprising many 
observers. Supplementing that was the 
naming of respected technocrats to an un- 
official economic advisory board led bv 
macro-economist Virabongsa Raman- 
gkura, who has guided Thai economic 
policy under the previous three prime 
ministers. The result is likely to be continu- 
ity with the economic policies of Anand's 
government and those before it. 

Suchinda, however, faces many more 
immediate challenges. The opposition, the 
press and much of the public have made it 
clear that the new prime minister can ex- 
pect no honeymoon. A 
pro-democracy demon- 
stration that called on 
Suchinda to resign and at- 
tracted some 50,000 pro- 
testers in Bangkok on 20 
April, is seen by some 
analysts as a foretaste of 
opposition attempts to 
confront the unelected 
prime minister. 

Criticism is also focus- 
ing on a hunger strike 
at Government House 
by former MP Chalad 
Vorachat, who began 
fasting on 7 April and 
has sworn to go on until 
he dies or Suchinda quits. 
Several others have now 
joined him. In addition, the press has 
rebuked Suchinda for censoring news 
critical to the government on several tele- 
vision stations, and for an incident in 
which his bodyguards roughed up some 
reporters. 

On a third front, the opposition, led by 
popular former Bangkok governor 
Chamlong Srimuang, has mounted a bar- 
rage of criticism against Suchinda and his 
cabinet. The opposition's attack at the 
opening of parliament on 15 April led to 
the session being cut short by House 
Speaker Arthit Urairat. 

With the pressure already mounting, 
says a Government House insider, 
"Suchinda has just two months to establish 
himself," before he becomes fully vulner- 
able. 

Analysts say, however, that Suchinda’s 
biggest difficulties will not come from pro- 
fessional politicians but from his own 
backyard: the military. Air Chief Marshal 
Kaset Rojananin, who replaced Suchinda 
as supreme commander, is expected to 
challenge the government to approve nu- 
merous military purchases vetoed by the 
Anand government. Rejecting Kaset's de- 
mands could sour Suchinda's following in 
the military. t 
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Measure for measure 


Malaysia, Singapore poised to acquire new arms 














By Michael Vatikiotis in Kuala Lumpur 


major escalation in arms acquisi- 
A tions is brewing in Asean, as Ma- 

laysia and Singapore both consider 
advanced multi-role fighter aircraft that 
would significantly improve the strike ca- 
pability of their respective air forces. The 
two governments are pondering several 
options, and waiting to see who will be the 
first to announce a deal. 

Malaysia is already looking seriously at 
the Russian MiG29M fighter aircraft. Other 
options include France’s Mirage 2000, the 
US General Dynamics F16 and McDonnell 
Douglas F/A18, and an unusual offer to 
lease the Anglo-German Panavia Tornado 
from the British Government. Less is 
known about Singapore's plans, but mar- 
ket rumours have focused on it acquir- 
ing a second squadron of Fl6s or buying 
F/A18s. All these aircraft are capa- 
ble of carrying out missions ranging 
from the fighter role to precision 
bombing, depending on what avio- 
nics are installed. 

Attracting most attention are 
Malaysia's negotiations with Russia 
for as many as two squadrons of 
MiG29Ms, making it the first coun- 
try in the region to seriously con- 
template buying equipment from 
the former Soviet Union. “The MiG 
option is a serious one, and it is be- 
ing pushed quite strongly both at 
political and operational levels,” 
a defence industry source in Kuala 
Lumpur said. Two MiG29Ms are 
currently being assessed by the 
Malaysian air force at a base in 
Kuantan. 

The prospective deal, though 
obviously no longer politically controver- 
sial, has nonetheless produced sharply di- 
vergent views in defence circles. Those 
against the MiG29M argue that the air- 
craft's short service life, tricky maintenance 
record and unfamiliar engineering will 
render it a logistical nightmare. Positive 
aspects include the aircraft’s sophisticated 
. design, handling and range specifications, 
while the “M” variant includes upgraded 
avionics. Most attractive from a Malaysian 
standpoint is that the aircraft are imme- 
diately available. 

A rumoured price tag of US$12-22 mil- 
lion also makes the MiG29M one of the 
cheaper options. And since the Russians 
have offered to accept part-payment in 
palm oil, the burden on Malaysia’s defence 





The multi-purpose F/A18, as used by the US navy. 


budget could be less onerous than existing 
options. According to Malaysian Defence 
Minister Datuk Seri Najib Razak, the com- 
mercial aspects of buying defence equip- 
ment from Russia using palm oil credits 
are among the most favourable. 

But if, as some speculate, the MiG29M 
option is being pursued to drive down the 
cost of competing offers, by far the most 
novel response has been the suggestion 
that Britain’s Ministry of Defence may be 
willing to lease a number of Tornado fight- 
ers to Malaysia. Kuala Lumpur rejected an 
earlier offer to buy Tornados on grounds 
the aircraft was too expensive and too ad- 
vanced for the country’s needs. 

Industry sources say operational leas- 
ing of combat aircraft is normally confined 
to times of conflict. However, from the 
leasor's point of view, it could pave the 
way for a purchase of similar, or more ad- 





vanced, aircraft from the same stable — 
and Malaysia's interest in the advanced 
European Fighter Aircraft (EFA) currently 
under development has been noted. 
Malaysia is also in a hurry to upgrade 
its armed forces. Najib told the REVIEW that 
Malaysia is willing to "buy equipment off 
the shelf, as long as the manufacturers 
specifications match our . . . requirement." 
This acquisitive urge is driven by need. 
Malaysia's armed forces are believed to be 
desperately short of transport aircraft, 
while most of the 30-odd French-made 
Alouette light helicopters in service are “on 
their last legs," according to a defence 
source. Another 30 or so Nuri 561 medium- 
lift helicopters date from the mid-1960s. 
“Malaysia has got to be one of the biggest 
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potential helicopter markets in the region,” 
said one defence sales representative in 
Kuala Lumpur. 

Helping fulfil this need is a comprehen- 
sive, albeit somewhat restrictive memoran- 
dum of understanding (MoU) with the 
British Government. This has already led 
to the purchase of two modern frigates 
from British yards which, after delivery in 
1996, will be more sophisticated than any 
other warship in an Asean navy. Upgraded 
versions of the British Aerospace Hawk 
fighter /ground-attack aircraft are expected 
to be delivered from 1994. 

Casting a somewhat wary eye on these 
developments is neighbouring Singapore. 
With an 11.5% effective increase in defence 
allocations this year, analysts confidently 
predict new acquisitions are in the pipe- 
line. Close to the top of Singapore's list is a 
requirement for at least one new squadron 
of combat aircraft, though the final order 
may be for as many as 40 jets. 

Although it is generally assumed that 
Singapore will opt for another batch of 
F16s — possibly the more advanced “CD” 
variant — Malaysian defence planners, to- 
gether with regional defence sales repre- 
sentatives, suspect that Singapore is con- 
sidering a multi-role option. “This would 
be a logical step,” argued one de- 
fence expert in Singapore. “All the 
aircraft used at present are mission- 
specific. It makes sense to move on 
to a multi-role capability.” 

Singapore defence officials have 
denied that the heavier, multi-role 
F/A18 is under consideration as a 
step up from the F16. However, 
other sources are convinced this 
may be the case, and suspect it may 
be linked to the granting of logistical 
and training facilities to the US un- 
der a November 1990 MoU. 

Both parties are guarded about 
the longer-term implications of the 
agreement. The issue is sensitive in 
Asean, which has yet to unambigu- 
ously endorse US redeployment in 
the region, under whatever guise, 
following the closure of US military 
bases in the Philippines. This could explain 
why the US naval logistical facility, sche- 
duled to start operations in July, recently 
altered its designation from "Command 
Task Force" to "Command Logistics Group 
WestPac." 

Singapore's decision to bind itself closer 
to the US, rather than any other Asean 
country, may result in a defence pro- 
gramme which has more bearing on US 
strategic planning. Although undoubtedly 
favourable in terms of granting Singapore 
access to more advanced equipment, it i: 
likely to be viewed with concern by Singa 
pore's larger, but comparatively under 
equipped, neighbours. Defence analyst: 
say this in itself will sustain the region's 
already buoyant arms market. n 
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Sour leave-taking 


Wrangle over navy facilities mars US withdrawal 


By Rodney Tasker in Manila 

hen the US navy started to tow 
W away its remaining third float- 

ing dock from Subic Bay naval 
base on 19 April it was symbolic not only 
of the US military's forced withdrawal 
dock from the Philippines but also of the 
diplomatic shambles characterising the end 
of an era. Unfortunately for the economi- 
cally depressed Philippines, the country is 
likely to be the biggest loser whatever the 
exercise does for its nationalist credentials. 

The US withdrawal from its massive 7th 
Fleet base at Subic Bay, northwest of Ma- 
nila, followed a September 1991 decision 
by the Philippine Senate not to agree to a 
10-year renewal of the US military pres- 
ence in its former colony. President 
Corazon Aquino’s government subse- 
quently expedited the process 
by terminating the amended 
1947 bilateral military bases 
agreement and giving the US 
navy until the end of this year 
to leave Subic. 

Ironically, Aquino had pre- 
viously made it clear she 
wanted the US military pres- 
ence to continue, with the 
promise of US$3.2 billion over 
10 years in what Manila called 
compensation. The US air force 
had already been forced to 
leave Clark air base, which was 
wiped out by debris from the 
June 1991 volcanic eruption of 
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Mount Pinatubo. President George Bush 
wrote to Aquino in December, pointing out 
that the withdrawal period could be legally 
extended if she wished. But the letter did 
not stop Malacanang Palace from announc- 
ing the one-year termination period shortly 
afterwards. 

The two sides had earlier discussed a 
three-year withdrawal period — which 
even anti-bases senators appeared to go 
along with. But that proposal was sunk 
when Manila asked for conditions that the 
US found unacceptable. For political rea- 
sons, Manila wanted a detailed departure 
schedule, in order to show the US was seri- 
ous about leaving; and it wanted new as- 
surances on nuclear weapons which went 
beyond the 1988 US-Philippine agreement, 
which said the US would not store or in- 
stall nuclear weapons in the country with- 





Sailors of the USS Independence in valedictory mood. 


Divine intervention 


Organised religion has joined the Philip- 
pine political fray, adding a further twist 
to the last rounds of the 11 May general 


election campai 


pagn. 

On 19 April, Easter Sunday, Arch- 
bishop of Manila Cardinal Jaime Sin 
used his pastoral letter — read in Catho- 
lic Churches across the country — to ask 


Catholics to repudiate “o and 


lunderers” identified with the past 
arcos dictatorship and candidates 
“who will oppose Catholic principles in 


their public acts.” 
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The first target was widely viewed as 
referring to Ferdinand Marcos' widow 
Imelda and the former president's politi- 
cal heir Eduardo Cojuangco. The second 
has been interpreted to mean two Pro- 
testant candidates, Fidel Ramos and Sen. 
Jovito Salonga. In a country where 81% 
of the population are Catholics, Sin's call 
will almost certainly make an impact on 
voters' decisions. 

Sin's statement in effect advised 
Catholics to choose among only three 
candidates: House Speaker Ramon 


car M Amma Qc 8 3|. 3 nd d el 


out Manila’s permission. The US wanted 
its navy to withdraw in its own way, and 
felt its pullout plan was being held hostage 
to Manila's base-conversion plan 

Soon after the US navy announced ear- 
lier this year that it hoped to have most of 
its removable equipment and 5,500 defence 
personnel out of Subic by August, Aquino 
belatedly wrote to Bush saying she hoped 
the US would leave some of its ship-repair 
equipment, including one of the three float- 
ing docks. She said US navy access to Subic 
could continue, with its ship-repair facili- 
ties in the hands of the private sector — 
thus surmounting any contentious sover- 
eignty issue. But Washington had appar- 
ently had enough of Manila's lack of co- 
ordination and insisted that removable 
equipment at Subic could, by US law, only 
be offered to the Philippines if it was not 
needed by a US agency. As a result, the US 
is pulling out just about all of its remov- 
able property, including the floating docks. 

The US navy is also issuing severance 
notices to some 40,000 Filipino workers 
at the bases, giving Manila a new unem- 
ployment headache on top of the mass 
displacement in central Luzon caused by 
the Pinatubo eruption. 

Malacanang Palace now ap- 
pears to have accepted that the 
US will not go out of its way to 
tailor its naval withdrawal to 
Philippine plans to convert the 
base into a maritime industrial 
complex. In any case, this mas- 
sive project has hardly got off 
the ground. Although the Phil- 
ippine Congress passed a bases 
conversion development au- 
thority bill, Aquino only re- 
cently signed it and has said 
members of the authority will 
not be named until a new ad- 
ministration takes over after the 
11 May election. ^ 


Mitra, Vice-President Salvador Laurel 
and Miriam Defensor-Santiago. 


Ramos' camp reacted quickly to Sin's 


letter and issued a press statement say- 
ing the former defence minister will be 
getting Protestants’ votes. This was in- 
terpreted as a retaliation against a re- 
ported move on 11 April by the Christian 
sect Iglesia ni Cristo (INC, or Church of 
Christ) to back Cojuangco and his run- 
ning mate Joseph Estrada. 


The INC — with an estimated 1.2-1.7 


million members — is viewed as a highly 
disciplined organisation that votes as a 
block. In the 11 May election, in which 
only an estimated 7 to 8 million ballots 
are enough to win the presidency, the 


INC vote could now prove decisive. 
m Rigoberto Tiglao 
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e new charter 


-Economic freedom offset by party's political role 


"jetnam's National “Assembly, 
forced into four days of overtime 
by unexpectedly intense debate, on 
15 April passed a new constitution that 
overhauled the state's administrative 
structure by creating the new post of presi- 
dent and strengthening the positions of the 
premier and the assembly. 
The new document also 
guarantees wide-ranging 
economic freedoms, while 
ensuring the communist 
. party retains its leading 
~ political role in the coun- 
etry. 
“ The assembly abolished 
"the collective Council of 
State, which had served as 
the parliament's standing 
committee and whose 
‘chairman acted as the cer- 
^ emonial head of state. It 
~ has been replaced by a sin- 
= gle president, who will 
~ have real administrative responsibilities. 
^ The new president, who must be elected 
« from within the National Assembly, has 
< the right to nominate candidates for pre- 
. mier, chief justice of the Supreme People's 
Court and head of the Supreme People's 
Inspectorate. Each of these appointments 
must be approved by the assembly. 


Ut 





Vo Van Kiet: premier in waiting. 


The head of state will also be com- 
mander of the armed forces and chairman 
of a newly established Council on National 
Defence and Securitv. Le Duc Anh, a 
former defence minister ranked second in 
the ruling politburo and who has played 
an increasingly active role over the past 
year in setting the country's defence, secu- 
rity and foreign policies, is widely tipped 
for the post. 

Under the new consti- 
tution, the party will con- 
tinue to guide state policy, 
but it is no longer r allowed 
to interfere in the day-to- 
day running of the gov- 
ernment or to operate out- 
side the law. “People are 
used to the idea that the 
party is the most clever, 
but the new constitution 
stresses government based 
on the rule of law,” says 
Ngo Ba Thanh, who chairs 
the assembly’s judiciary 
committee. She was allud- 
ing to a common complaint among Viet- 
namese that party members act as if they 
have special rights. 

The new constitution also abolished the 
cumbersome Council of Ministers and re- 
placed it with a cabinet headed bv a pre- 
mier. The premier, who will have increased 
authority to run the government, has the 
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right to nominate and dismiss members of 
his cabinet — though such moves must be 
approved by the assembly. Further, while 
the premier must be a member of parlia- 
ment, his ministers can be outsiders. 

Vo Van Kiet, the outgoing chairman of 
the Council of Ministers, is widely ex- 
pected to be elected premier, but most ob- 
servers believe he will carry out a radical 
shakeout of the cabinet after elections for a 
new National Assembly scheduled for 19 
July. 

Of the new constitution’s 148 articles, 
only 10 remained unrevised from the 1980 
constitution. The new decree ratified the 
party's six-year economic reform pro- 
gramme, allowing private citizens to en- 
gage freely in business and to own the 
means of production. 

For most Vietnamese, 75% of whom are 
farmers, the question of land use is more 
important than government reorganisa tion. 
Some of the most heated debates in the 
assembly centred on the question of farm- 
ers bequeathing land, which remains the 
property of the state, to their children. 
Many delegates wanted to include the right 
of inheritance but, following last minute 
pressure from the party, the assembly 
voted only to allow farmers to “transfer 
the right to use land,” which can include 
the right of inheritance. 

"Many people understand the right to 
inherit as meaning land ownership. If peo- 
ple have this understanding it will lead to 
a lot of land disputes because people will 
demand back the land whic h their families 
farmed a long time ago," a government 
lawyer explained. The politburo is cur- 
rently reviewing the country's agricultural 
and land policies, and is expected to re- 
lease a new resolution within the next few 
months. a 
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For more than a century and a half, Patek Philippe has been known as 
the finest watch in the world. The reason is very simple. It is made 
differently. It is made using skills and techniques that others have lost 
or forgotten. It is made with attention to detail very few people would 
notice. It is made, we have to admit. with a total disregard for time. H 





| 2 particular Patek Philippe 


p 


movement requires four 
vears of continuous work to 
bring to absolute perfection. 
we will take four years. The 
result will be a watch that 
is unlike any other. A watch 
that conveys quality from 
first glance and first touch. 
A watch with a distinction: 
generation after generation 
it has been worn. loved and 
collected by those who are 
VCI difficult LO please; 
those who will only accept 
the best. For the da that 
vou take delivery of your 
Patek Philippe, you will have 
acquired the best. Your watch 





will be a masterpiece, quieth 
reflecting your own values. 
A watch that was made to 
be treasured. 


PATEK PHILIPPE 
GENEVE 


HONG KONG Service Centre: FAIRFIELD ENTERPRISES LTD (DISTRIBUTOR AND GENERAL AGENT), Room 809, Wing On Plaza, Mody Road. Tsirmshat 
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Road to nowhere 


Pyongyang marks great leader's birthday 


By H Hans Vriens in Pyongyang 


he 80th birthday of North Korea's 

President Kim Il Sung, celebrated in 

Pyongyang on 15 April, gave the 
North a chance to impress 4,000 carefully 
selected foreign guests with the alleged 
amenities of life in Kim's worker's para- 
dise. 

The visitors, who included a delegation 
from what remains of the Romanian com- 
munist party, a large group from Equato- 
rial Guinea and strong showings from the 
Danish and British communist parties, 
toured a lavishly stocked Pyongyang de- 
partment store and viewed recently com- 
pleted prestige projects around the capital 
— usually from a distance. 

Not all the guests seemed to be aware 
that "customers" in the department store 
had been paid by the day to throng its 
counters, and that virtually the only goods 
actually on sale were soap and a special 
consignment of notebooks available to cus- 
tomers holding coupons issued to celebrate 
Kim's birthday. The long queues of tired 
and shabbily dressed Koreans waiting at 
the soap and notebook counters probably 
Offered a truer picture of life in Pyongyang. 

The displays at the department store 
appeared to be part of a government effort 
to turn Pyongyang into a modern version 
of a Potemkin village, as constructed by 
Stalin to portray dreams of a communist 
Utopia. But, unlike the original Potemkins, 
North Korea also aims to impress by the 
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to suspend its nuclear test programme 

= was mainly aimed at a domestic audi- 
. ence, the move will have obvious reper- 
cussions for the Pacific island states — 
.. most of whom have been long-standing 
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opponents of the tests 
= While w the decision, Iremia 
. Tabai, | of the South Pa- 


cific Forum — which represents the re- 
.. gion's 15 independent countries includ- 
. ing Australia and New Zealand — made 

_ it clear the ban should be 
In French Polynesia, where the tests 





Ryugyong Hotel: monolithic statism. 


sheer size of its achievement. 

In addition to the department store, 
guests were shown the uncompleted — 
and possibly uncompletable — 105-floor 
Ryugyong Hotel. Another landmark, built 
to commemorate Kim's 70th birthday, is 
billed as the world’s tallest free-standing 
stone structure in the world, and 1 m 
higher than the Washington Monument. 

Outside Pyongyang, by far the most 


are carried out, the possibility that the 
programme would be permanently 
halted after the end of this year when the 
moratorium is due to be reviewed, re- 
ceived a mixed response, not least be- 
cause of the financial crunch of a ban. 
However, those who believe the tests 
had been the major obstacle to independ- 
ence for the territory welcomed the deci- 
sion. Three of the opposition parties in 
French Polynesia's Territorial Assembly 
sent a joint communique to Paris calling 
for fresh elections to pave the way for 
what they described as the “emancipa- 
tion” of the territory. The three party 
leaders — Emile Vernaudon, Oscar 
Temaru and Boris Leontieff — together 
control 16 of the 41 seats in the assembly. 
Territorial president Gaston Flosse 
has called on Paris to spell out how it 
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ambitious project unveiled during Kim's 
birthday week was the four-lane Reunifi- 
cation Expressway running south from 
Pyongyang to the demilitarised zone with 
South Korea. Constructed by the North 
Korean army under the "personal supervi- 
sion" of Kim's son and heir apparent Kim 
Jong Il, the highway is an impressive piece 
of engineering. Although officials declined 
to reveal the construction cost or any other 
details, observers were struck by the fact 
that the road cuts a straight path through 
mountainous terrain with 21 tunnels and 
23 bridges on the 168 km route to 
Panmunjom. 

Access to the highway is said be strictly 
limited to senior cadres and military offic- 
ers, who have to pass five military check- 
points on the way to Panmunjom. Even 
with free access, the limited number of cars 
in the North make its construction a doubt- 
ful commercial proposition. A party of for- 
eign tourists who made the journey to 
Panmunjom two days after the opening 
celebrations passed only four other vehi- 
cles, two of them driving on the wrong side 
of the road. 

According to government sources, the 
North boasts a fleet of 6,000 Mercedes Benz 
limousines for the use of senior officials. 
Private car ownership is rare among ordi- 
nary people. Owning a bicycle was until 
recently forbidden, but is now possible 
with "an invitation" from the ruling Ko- 
rean Workers' Party. 

The Reunification Expressway is there- 
fore likely to be of little use, except in the 
unlikely event of renewed hostilities with 
the South. While North Korea's 3,000-tank 
army would get off to a flying start to the 
border in the event of another war, given 
the huge arms imbalance that now exists 
in the South's favour, the highway could 
equally well serve military traffic coming 
the other way. a 


will handle the economic, social and fi- 
nancial consequences of the decision to 
suspend testing. Flosse said a delegation 
was likely to travel to Paris in order to 
remind the French Government of its 
“responsibilities” towards the territory. 
About 1,600 people are employed under 
the testing programme, and their wages 
have long been recognised as a major 
boost to French Polynesia’s economy. 
However, if France chooses to resume 
testing, it may find that regional opposi- 


ing ties in Pacific, wrecked in 1985 
when French agents blew up the Rain- 
bow Warrior in a New Zealand harbour, 
Paris may find opposition in the region 
stronger than the protests in the past. 

m Mary-Louise 
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SCC CIA Jis mpm 
sprin of 1993, relations between India and Palio have bern 

severely tried by an u round of massacres, bombings and 

attacks on Indian security 

mir, Punjab and New Delhi itself As the insurgents’ use of in- 


creasingly sophisticated arms sparks concern and outrage in India, 
pressure grows on New Delhi to directly punish the Pakistani insti- 


gators. 
| A series of incidents serve as the final straws for New Delhi's 
patience, which snaps after an Indian Airlines jet is downed by a 
Stinger missile near Srinagar and a populist leader of the Hindu- 
ightwing Bharatiyc Janata Party — on which the Congress govern- 
ent depends for t of its economic reforms — is assassinated. 
India mo ises massive forces along the Pakistani border, while air 
strikes are launched against alleged terrorist bases and training camps 
: n Palíttencsimed Kashmir ttd norther Pakistan. 
— The humiliated Pakistani military feels it has no alternative but to 
order air and artillery strikes against Indian targets along the border. 
_ Fighting becomes general, and India steps up the pressure by mar- 














by Pakistan-backed groups in Kash- | 


shallin huge armoured formations in the western Rajasthan desert 
along lines rehearsed in the 1987 Operation Brass Tacks. 

Ee oera anid we coed ania aa Ne HE For: 
example, Pakistan invites foreign observers to an airbase not far from 
its Kahuta nuclear complex, and shows them F16 fighter-bombers — 
armed with bombs that Geiger counters indicate contain nuclear 
material. The two sides agree to a truce, but the Subcontinent's nu- 
clear arms race has taken the last step into the open. 

An alternative, and much grimmer, scenario sees the conventional 
war escalate to a point where the bulk of the Pakistani army has been 
destroyed. As New Delhi is about to declare itself the victor in the two 
countries’ fourth war, an Indian radar unit detects a number of Pa- — 
kistani F16s streaking towards forward Indian positions. Just short of 
a major Indian armoured formation in the desert, one of the jets 


climbs sharply and lobs a bomb up and before abruptly 
turning and retreating at high speed. Although Indian MiG29 

ers intercept and destroy the intruder, the ı is done. Behind — 
them, a mushroom-shaped cloud billows into the sky. " 
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Destroyer of worlds 





Concerns grow over nuclear arms potential 





By Hamish McDonald in New Delhi — 
T he military balance between India 





and Pakistan, which have fought 

three wars since independence in 
1947, is undergoing a qualitative change. 
The previous traditional emphasis on 
purely conventional combat has now been 
replaced by calculations of when, and how, 
fighting would “go nuclear.” 

While the nuclear dimension remains 
only a threat by Pakistan, and 
an implied counter-threat by 
India, the drift towards open 
acknowledgment of nuclear 
weapons in the Subcontinent is 
worrying many foreign gov- 
ernments. These governments 
want to limit the spread of nu- 
clear arms, and think the end of 
the Cold War presents an his- 
toric opportunity to achieve this 
goal. India and Pakistan are 
under intensifying pressure to 
match this mood. 

Since September 1990, US 
military and civil aid to Paki- 
stan has been cut off under the 
so-called Pressler Amendment, 
which sets a precondition that requires the 
US president to certify Pakistan does not 

nuclear weapons. In a series of of- 
ficial exchanges, Washington has been 
urging New Delhi to join talks on building 
confidence in South Asia and “nuclear is- 
sues.” Noting India’s longstanding objec- 
tion to the Nuclear Non-Proliferation 
Treaty (NPT) on the grounds that it dis- 
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criminates in favour of the five powers that 
acquired nuclear weapons before the treaty 
came into effect in 1968, the US is asking 
both India and Pakistan to come up with 
“workable” alternatives. 

The US also points to the trend of re- 
gional non-proliferation agreements, nota- 
bly between Argentina and Brazil and be- 
tween the two Koreas, and the unilateral 
renunciation of nuclear weapons develop- 
ment by South Africa, Along with the 





Middle East, South Asia is starting to stick 
out as a bastion of nuclear escalation. 
Both India and Pakistan have been sus- 
pected of developing nuclear weapons for 
two decades or more. After the first Chi- 
nese atomic bomb test in 1964, India — 
under the Soviet-leaning Indira Gandhi — 
secretly developed its capability and car- 
ried out a “peaceful nuclear explosion” be- 
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neath the Rajasthan desert in 1974. The de- 
vice, notes a senior Pakistani official, was 
small enough to be lowered down a steel 
pipe and thus could easily be put inside a 
bomb casing. 

Some Western analysts think India has 
accumulated enough plutonium to build 
up to 200 bombs by reprocessing spent fuel 
from its civilian reactors not subject to in- 
ternational inspection, and believe key 
bomb components have already been pro- 
duced. "The assumption in Islamabad is - 
that if India has not actually assembled 
bombs, it could do so in a matter of weeks 
or days," one senior Pakistani official said. 

Although India has aircraft which could 
deliver a nuclear bomb in the "toss-up" 
manoeuvre described above, it has been 
developing the Agni 1,200-km range ballis- 
tic missile. The Agni makes no military or 
strategic sense unless it carries 
a weapon of mass destruction. 

Pakistan's nuclear pro- 
gramme began soon after In- 
dia's, and was accelerated un- 
der Zulfikar Ali Bhutto in the 
wake of Islamabad's humilia- 
tion in Bangladesh. During the 
1970s and 1980s, piecemeal evi- 
dence from clandestine pur- 
chases of high-technology 
equipment and safeguard 
lapses in its civilian reactors 
suggested Pakistan was deve- 
loping a nuclear weapon based 
on enriched uranium 

From the mid-1980s, Paki- 
stan began dropping hints that 
it knew how to make the bomb. This 
caused periodic embarrassment in relations 
with the US, leading to temporary aid cut- 
offs, but Pakistan's importance as à 
frontline state in the Afghan conflict al- 
lowed compromises to restore assistance. 

According to sources in Washington, by 
late 1988 the US administration was find- 
ing it difficult to certify to Congress that 
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Pakistan did not have a 
nuclear device. However, 
the US hardly dared greet 
Pakistan's return to 
elected civilian govern- 
ment under Benazir 
Bhutto with an aid cut-off. 
In secret agreements 
with Washington, Bhutto 
agreed to contain the nu- 
clear weapons program- 
me behind two thres- 
holds. 

Under this comprom- 
ise, Pakistan agreed not to 
enrich uranium beyond 
the 5% needed for its 
power reactors. Further, it 
would not convert its ex- 
isting stock of more highly 
enriched uranium from a gaseous state 
(uranium hexafluoride) into solid metal 
which could be shaped into nuclear bomb 
cores. 

In early 1990, an Indo-Pakistan confron- 
tation built up over Kashmir. The US was 
alarmed enough to send the then national 
security adviser, and now CIA Director, 
Robert Gates on a peace-making mission. 
According to leaks from the then V. P. 
Singh government in New Delhi, Gates 
was told by Pakistan's President Ghulam 
Ishaq Khan that in the event of a war with 
India, Pakistan would use nuclear weapons 
at an early stage. Gates subsequently re- 
layed this to New Delhi. 

In August 1990, Khan dismissed Bhut- 
to's government in a way that favoured 
the rise of a rightwing government under 
Nawaz Sharif. Evidence later emerged that 
Bhutto's thresholds had been crossed, and 
in September that year US President 
George Bush refused certification. 

In mid-1991, Sharif proposed a five- 
power conference involving the US, China, 
the then Soviet Union, India and Pakistan 
in a South Asian nuclear free zone. Al- 
though US officials insist this proposal 
originated in Washington, Sharif's backing 
brought what many Indian commentators 
saw as a "knee-jerk" rebuff by New Delhi. 
Russian and Chinese agreement to the 
conference further isolated India. 

In February 1992, Pakistani spokesmen 
took the debate a significant step further 
into the open. During a visit to Washing- 
_ ton, Pakistan's Foreign Secretary Shahryar 
Khan said Islamabad now had "elements 
which, if put together, could become a de- 
vice." 

These "elements" included nuclear 
cores. In 1991, Pakistan claimed to have 
permanently frozen production of highly 
enriched uranium and cores in response to 
US wishes. But it would not dismantle 
existing cores — a further condition for 
restoration of US aid — unless there was a 
matching gesture from India. 

New Delhi's eagerness for Western aid 
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Ghulam Ishaq Khan: warning. 


and investment since the 
break-up of the Soviet Un- 
ion has encouraged India 
to talk with the US about 
nuclear issues, most re- 
cently during External Af- 
fairs Secretary J. N. Dixit's 
visit to Washington in 
early March. Although the 
Indian Government has 
not agreed to the five- 
power conference idea, it 
has not rejected it outright 
and will talk again when 
US officials visit New 
Delhi in May. 

Senior officials in New 
Delhi said India feels Iran 
and Kazakhstan should 
also be brought into the 
picture. Iran is suspected of having its 
own covert nuclear weapons programme, 
and former-Soviet strategic missiles are 
located in the central Asian republic. 
While this attempt to broaden the issue 
may be seen as a form of stonewalling by 
New Delhi, US Ambassador to India 
William Clark sees it as progress. “A year 
or two ago we stated our positions, and 
like good soldiers we did not move from 
them,” he said. “Now there is some 
movement.” A senior Russian diplomat 
agreed: “Dixit is not rejectionist. This is a 
step forward.” 

However, other Russian sources insist 
that fears of nuclear arms and material 
transfers from former Soviet republics are 
being overplayed by the Indians. India ap- 
pears to be playing for time because it has 
not yet worked out whether the new inter- 
national setting, and relations with Paki- 
stan, require policy changes. 

The logic of India’s nuclear weapons 
policy has always been inscrutable. To 
prominent defence analyst K. Subram- 
anyam, a long-term proponent of overt nu- 
clear weapons, the latest developments 
have been baffling. “I am not able to un- 
derstand the very bizarre behaviour of my 
own government,” he said. “I find our 
politicians are more inter- 
ested in not signing the 
NPT than in the Pakistani 
threat.” 

The benefits of declar- 
ing a nuclear capability, 
without actually building 
the weapons, have long 
been recognised as ob- 
taining a measure of de- 
terrence without attract- 
ing the penalties of pos- 
session. But the nuclear 
equation is evolving into 
unfamiliar territory for In- 
dians and Pakistanis, and 
there are divergent views 
about which country has 
the current advantage and 
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Benazir Bhutto: thresholds. 


what dangers are posed. 

New Delhi's analysts tend to see Paki- 
stani policy as one of building a credible 
nuclear deterrent to fend off India, but not 
taking a step that would bring foreign 
sanctions. “Each time there has been an 
Indo-Pak crisis, Pakistan has leaked a bit 
more,” said Jasjit Singh, who heads the In- 
dian Institute of Defence Studies and 
Analyses. 

India’s slowness to react either way — 
towards arms control regimes or by ad- 
vancing its nuclear weapons programme 
— may be partly prevarication and indeci- 
siveness. But it may also be based on a per- 
ception that Pakistan, in particular its 
military, will soon have to accede to US 
pressure without gaining any concessions 
from India. 

On the other hand, the Indian position 
also contains diplomatic and economic 
pitfalls. Clark described the non-pro- 
liferation issue as a “poison pill” that 
undermines the efforts of both countries 
to integrate with the global market. India 
is also suffering from restricted access 
to Western high technology. For example, 
the US continues to hold up the sale of 
a Cray supercomputer to India because 
New Delhi has not agreed to conditions 
aimed at preventing it being used on nu- 
clear weapons or ballistic missile develop- 
ment. 

Although the US still stands by the NPT 
as the best solution, few diplomats really 
expect India to become a signatory. What 
may emerge on the agenda for discussions 
is a series of confidence-building measures 
intended to “cap” the nuclear arms race 
around present levels. India and Pakistan 
have already ratified an agreement not to 
attack each other’s nuclear installations, 
and have exchanged lists of facilities. Fur- 
ther steps could conceivably include the 
capping of fissionable material stockpiles 
and verification of steps towards manu- 
facture of nuclear arms. 

Might not nuclear deterrence be ad- 
vantageous, if pegged at existing levels? 
Stephen Cohen, a leading US academic 
expert on South Asian 
military affairs, thinks it 
may make India and 
Pakistan more willing to 
accept a rundown in con- 
ventional military spend- 
ing — already being forced 
on both countries for dif- 
ferent reasons — and 
which both economies 
desperately need. After a 
cap on the nuclear arms 
race, outside pressure may 
well serve the two coun- 
tries by getting them to 
work constructively on 
such perennial sources of 
conflict as the Kashmir 
dispute. E 
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Atomic absurdity 


Pakistan rides the nuclear tiger 


By Charles Smith in Islamabad 


akistan is torn between its urge to 
P normalise relations with the US — 

particularly with regard to arms 
supplies — and its conviction that it has in 
some way checkmated India by develop- 
ing a nuclear bomb of its own. 

The conflict will probably be resolved 
in the end by diplomatic fudging: the nu- 
clear know-how which Pakistani scientists 
working at the Kahuta complex outside Is- 
lamabad managed to beg, borrow or steal, 
during the 10 years when the US was look- 
ing the other way because of the Soviet 
invasion of Afghanistan, is too complete 
for Islamabad ever again to be able to go 

"non-nuclear." But even à diplomatic solu- 
tion, involving a symbolic reversal of Paki- 
stan's nuclear programme to 
pre-1990 levels, looks like a tall 
order for Prime Minister Na- 
waz Sharif's government. 

Pakistan's official position 
on the bomb, as spelled out in 
February by Foreign Secretary 
Shahryar Khan, involves a 
frank admission of the ability 
to make the weapon, coupled 
with a show of willingness to 
do anything to defuse the dan- 
ger that it might be used. Sen- 
ior Pakistani officials told the 
REVIEW that the government 
favoured: mutual inspection 
(with India) of nuclear facilities, 
signing of the Nuclear Non- 
Proliferation Treaty (assuming India does 
too), and the holding of a five-nation con- 
ference to discuss the creation of a nuclear- 
free zone in South Asia. 

But officials clearly do not expect any of 
this to happen in the near future. All Paki- 
stan is willing to do until India agrees to 
attend a five-nation conference is to freeze 
its Own programme at current levels, 
which means within spitting distance of 
being able to manufacture at least one 
bomb. So long as this remains the Paki- 
stani position, the US will continue to in- 
voke the Pressler Amendment under 
which civil and military aid to Pakistan is 
withheld unless the US president can cer- 
tify the absence of a Pakistani nuclear 
weapon. 

A basic problem contributing to the nu- 
‘lear impasse, says a senior Foreign Minis- 
ry Official, is that India knows it can “ex- 
icerbate US-Pakistan relations” by refus- 
ng to make the moves that might allow 
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Pakistan to back down on its nuclear 
programme. India can afford to play 
tough, say the Pakistanis, because its own 
relations with the US are too distant to 
afford Washington the kind of leverage 
which the US has been able to apply to 
Pakistan to make it reverse its nuclear 
programme. However, there are signs that 
this could be changing. There are now 
more areas than there were two years ago 
where the US may be able to apply pres- 
sure on India. 

Pakistan's claims about Indian intran- 
sigence may be accurate enough, but many 
observers in Islamabad doubt whether its 
leadership has the ability or will to do 
much about the nuclear issue, even if India 
retreats. One problem, says Syed Zakir Ali 
Zaidi, head of the Islamabad Institute of 





Brasshats for the bomb: compromise mooted. 


Strategic Studies, is the widely held belief 
that the bomb has prevented India from 
"browbeating" Pakistan as it had done 
other smaller South Asian states. 

Bashir Ahmad, a defence specialist at 
the Institute of Regional Studies in Islama- 
bad, claims Pakistan has done the region a 
service by acquiring a nuclear know-how. 
“Without it there would have been no re- 
straint on India's nuclear ambitions. They 
were forced to stop at certain level of pro- 
duction while we stopped at acquiring 
know-how,” he argues. 

Another widely held Pakistani convic- 
tion is that India was actually deterred 
from attacking Pakistan in the spring of 
1990 during a flare-up in Kashmir by the 
fear that Pakistan might use the bomb 
against it. “[Former US national security 
aide] Robert Gates told the Indians that we 
were mad enough to use the bomb and 
they believed him,” says hawkish defence 
writer Mushahid Hussain. 
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The history of the Pakistani nuclear pro- 
gramme helps to explain why a bomb 
mentality is embedded both in the national 
psychology and in the country’s political 
power structure. The programme was 
launched in the early 1970s by then prime 
minister Zulfikar Ali Bhutto, in response to 
the blow of the 1971 defeat when East 
Pakistan became Bangladesh. 

The man responsible under Bhutto for 
the nuclear programme was the then de- 
fence secretary, now president, Ghulam 
Ishaq Khan, who still firmly believes that 
nuclear weapons are essential to Pakistan's 
security. Ishaq Khan's conviction on this 
point led to a bitter exchange with US Un- 
dersecretary of State Richard Bartholomew 
in November 1991, when Bartholomew is 
said to have walked out of the president's 
office after Ishaq Khan accused the US of 
having helped Israel to develop nuclear 
weapons. 

The president’s power to dismiss the 
prime minister — already exercised against 
Zulfikar Ali Bhutto's daughter Benazir in 
1990 — explains why Nawaz Sharif is 
hardly likely to stick his neck out on the 
nuclear issue. Sharif's supporters claim that 
the opposition Pakistan Peo- 
ple's Party (PPP), headed by 
Benazir, is another obstacle. 
Any move by Nawaz Sharif to 
roll back the country's nuclear 
capacity would probably have 
to be preceded by a political 
deal with the PPP that would 
give the opposition party a 
share of cabinet posts, and pos- 
sibly provide for Nawaz Sharif 
himself to hand over the pre- 
miership to a compromise 
leader. 

This is despite the fact that 
Benazir appears to have used 
her own limited powers as 
prime minister to try to keep 
the programme under control. When Paki- 
stan crossed the nuclear threshold in the 
spring of 1990 by upgrading the purity of 
the nuclear enrichment programme be- 
yond levels that had tacitly been agreed 
with the US, Benazir was either not con- 
sulted or not informed by the president 
and the army leaders who made the deci- 
sion. 

Western diplomats in Islamabad, who 
have been exploring the possibilities for 
changes in Pakistan's nuclear stance, claim 
to have documentary evidence of Benazir's 
attempts to slow the nuclear programme 
while she was prime minister that could be 
publicised in order to prevent her from in- 
terfering as leader of the opposition to 
block a reversal of the programme. But 
public opinion in favour of the bomb 
would still probably be too strong to pre- 
vent an elected prime minister from back- 
ing down on the issue. Nawaz Sharif has 
said his government would fall if he tried 
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to roll back the programme to where it was 
before spring 1990 — the minimum US 
condition for restoring aid. 

The place where nuclear compromises 
may now be possible is the military, once 
seen as the bomb's most unyielding advo- 
cate. According to Mushahid Hussain, 

"part of the air force and navy" now fa- 
vours backing down on the nuclear issue 
in order to uncork the flow of US military 
assistance, which is seen as being far more 
vital than civil aid. 

The most painful effect of the military 
assistance ban has been to block the 
delivery of 60 Fl6 fighter aircraft which 
Pakistan ordered before the Pressler 
Amendment was triggered in September 
1990, and some of which are now ready for 
delivery. Pakistan is thought to have 
considered selling its frozen Flos to a 
third country and buying other aircraft 
such as the French Mirage 2000 but the 
air force, which already has some F16s, is 
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not happy with this idea. 

If the government simply decides to 
wait until the ban is lifted, it will have to 
pay storage costs for any completed air- 
craft that are ready for delivery. In the 
meantime sticking to the nuclear pro- 
gramme means that conventional military 
capability is being undermined. 

The wild card in the nuclear game 1s 
the attitude of the US, which seems to have 
softened markedly since the beginning of 
1992. Until the end of 1991, US officials 
were apparently trying to apply psycho- 
logical pressure on Pakistan's leaders, as 
well as sticking rigidly to the terms of the 
Pressler Amendment. Since the beginning 
of the year this has changed. 

The recent US statement that commer- 
cial sales of militarv spare parts are not 
covered by the Pressler Amendment was a 
conciliatory move, say Pakistani observers 
— though the US claims spare sales were 
never in doubt. Other signs of change have 
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been a series of high-level meetings be- 
tween US and Pakistani military leaders 
and the suggestion, in a draft Pentagon 
paper on the international role of the US, 
that it may be time to rebuild the relation- 
ship with Pakistan. 

To hawks like Mushahid Hussain, the 
changed US posture is a sign that the US 
has re-evaluated Pakistan's strategic im- 
portance in the aftermath of the 5ovie! 
Union's collapse and the emergence of c 
fluid situation in former Soviet Contra 
Asia. But Pakistan seems prone to overestt- 
mate its strategic importance to Washing, 
ton — most recently after the Iraqi seizure 
of Kuwait, when it was assumed that the 
US would not use force but would rely or 
friendly nations to restrain the Iraqis. The 
question is whether the Afghan and Cen 
tral Asian situations may have succeedec 
where Saddam Hussein failed in puttin; 
Pakistan back on the list of essential US 
allies. i 
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Bringing SLORC to heel 


he exodus of hundreds of thou- 
sands of Arakanese Muslim refu- 
gees into Bangladesh over the 
past few months has made clear 
the urgent need for UN involvement in 
seeking an end to political repression and 
in reversing the precipitous economic and 
social decline taking place in Burma. 

The plight of the Muslims has rightly 
led, for the first time, Burma's Southeast 
Asian neighbours to criticise the military 
regime in Rangoon. But the plight of the 
Arakanese Muslims should not be viewed 
in isolation. Their persecution is only part 
of the legacy of 45 years of civil war and 
army rule, including four years of a brutal 
campaign by the ruling State Law and 
Order Restoration Council (SLORC) to crush 
Burma's democratic revolution. 

The Arakanese Muslims are only one of 
several Burmese refugee populations. 
About 100,000 Burmese refugees live in 
Thailand, another 10,000 in China's 
Yunnan province, and thousands more in 
India's northeast. In addition, up to 1 mil- 
lion others are believed to be displaced 
within the country. It is unlikely that any 
of the refugees will volunteer to be repat- 
riated as long as the SLORC stays in power. 
It is, however, likely that thousands more 
will flee in the near future. 

The SLORC regime can no longer argue 
that Burma's affairs are exclusively its own. 
The refugee exodus is only the most visible 
example of the effects the regime's repres- 
sion and resultant economic and social 
problems are having on the region. 

The SLORC’s links to narcotics traffick- 
ing armies in the northern Shan states has 
led to a surge of the flow of heroin to the 
rest of the region as well as North America. 
Drug addiction is on the rise in both Burma 
and in neighbouring countries. So is AIDS, 
which can be passed on by drug addicts. 
Burma and Thailand have the highest in- 
cidence of HIV infection in Asia; AIDS is also 
spreading from Burma to India and China. 
Other SLORC policies, such as the sale of 
huge logging concessions to foreign firms 
to finance arms purchases, have led to 
wanton destruction that may have long- 
term implications for the ecology. 

The decision by the UN Secretary-Gen- 
eral Boutros Boutros-Ghali to send Under 
Secretary-General for Humanitarian Af- 
fairs Jan Eliasson to Burma in early April 
could be an important first step towards 
international action aimed at a peaceful 
transition to democracy. 

On the surface, the SLORC is firmly en- 
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By Thant Myint-U 
trenched in power, following its success in 
putting down the 1988 pro-democracy 
demonstrations and decimating opposition 
groups in the country. But the SLORC’s 
success against dissent should not be con- 
fused with an ability to address any of 
Burma’s problems, or even to stabilise the 
political situation in the long run. The 
SLORC is, in fact, trying to desperately hold 
on to authority in a country still in the 
midst of revolution, a country undergoing 
social and economic changes beyond the 
military's control or comprehension. 

The regime was shaken to its very 
foundations during the 1988 uprising. Al- 
though the uprising failed, it forced the 
military to abandon its "Burmese Way to 
Socialism," abolish the | 
civilian structure through 
which it had ruled for 25 
years and enact "econo- 
mic reforms" which in- 
volved not genuine re- 
structuring but a capitu- 
lation to black-market 
forces it could not longer 
contain. 

The SLORC has shown 
itself incapable of dealing 
with the root causes of 
civilian protest. The re- 
gime's repudiation of the 
1990 elections has under- 
mined what little legiti- 
macy it had left. The 
army's deepening in- 
volvement in the local 
economy, mainly in the 
form of increasing infor- 
mal taxation and partici- 
pation in the narcotics 
trade, has led to the dilu- 
tion of central control 
and the development of 
personal fiefdoms held 
together only by the mili- 
tary's common fear of ci- 
vilian unrest. Burma's 
problems are now the 
concerns of the interna- 
tional community and cannot be solved 
without a change of regime in Rangoon. 
These problems can only worsen. 

UN involvement should be at once hu- 
manitarian and political. First, the UN 
must stop the forced repatriation of all 
Burmese refugees. Burmese Foreign Minis- 
ter U Ohn Gyaw is expected to visit Ban- 
gladesh soon to resolve the refugee crisis. 
The UN must ensure that any bilateral ar- 
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rangement will involve only voluntary re- | 
patriation and that the UN is able to closely 
monitor this >. The new Thai gov- 
ernment should also be persuaded to end 
forced repatriation of Burmese refugees. 
Second, the UN should discuss the pos- 
sibility of humanitarian assistance to Bur- | 
mese civilians in Burma, on both sides of | 
the conflict. Cross-border aid could be or- | 
ganised for displaced populations. All non- 
humanitarian aid should end. | 
Third, the UN should aggressively 
work to end human-rights abuses in | 
Burma. The new UN Human Rights Com- | 
missions Special Rapporteur on Burma | 
should try to visit not only areas under | 
SLORC control, but also border communi- 1 
ties and refugee camps 
and speak directly to 
members of the armed | 
opposition. | 
Finally, the UN| 
should consider ways of 
ending the fighting and | 
repression and assist in | 
the transition to demo- |. 
cratic government. The | 
regime is not impervious | 
to foreign pressure. Sanc- | 
tions, including an em- | 
bargo on the sale of arms 
and other goods critical | 
to the regime, will weak- | 
en the SLORC hold and 
help create a situation 
conducive to a negoti- 
ated end to the armed | 
conflict. Given the grow- | 
ing international dimen- | 
sions of the crisis, it is not | 
unreasonable for the in- 
ternational community to _ 
apply sanctions until the | 
SLORC regime is at least 
willing to release its po- 
litical opponents from 
prison, agree to a cease- 
fire with the armed op- 
position and begin a dia- 
logue towards the for- 
mation of a new government. Only with a 
popular government in Rangoon can the | 
international community expect any of |. 
Burma's problems to be resolved. "o 








Thant Myint-U, a consultant on Burma to Asia 
Watch and the US Committee for Refugees, is 
currently researching Burmese history at Cam- 
bridge University. He is a grandson of former 
UN secretary-general U Thant. 
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Travellers Tales 


f there is any Thai national ideology, 

it is sanuk. Usually translated as fun, 

the word means more than that to 

most Thais. It means most of all to the 
people of Isarn, the hot, arid northeast of 
the country, where sanuk has been ele- 
vated to an art and a religion without 
which there is no life. 

So people in Isarn were not particularly 
enthralled with the national elections held 
on 22 March. One northeastern farmer 
summed up the campaign simply but 
crushingly: “It’s boring.” 

He was reacting to the all-out national 
effort to clean up the election proceedings. 
This year, laws were tightened so that 
candidates could not pass out T-shirts or 
stage massive Chinese banquets for sup- 
porters. They could not even provide 
trucks to carry villagers through the 38°C 
election-day heat to their local polling both. 
And there was the constant presence of 
volunteers from Poll Watch, a national or- 
ganisation formed to stop vote 
buying. 

Worst of all was a new law 
declaring not only that alcohol 
could not be sold for 24 hours 
around election day, but that 
even supplies of the stuff ob- 
tained in advance could not be 
drunk either. 

In Isarn, all that was decid- 
edly not sanuk. After all, if 
you have been paid Baht 50 
(US$1.95) for your vote, what 
better way to spend it? 

Isarn is poor: water is in 
short supply and the soil is 
miserable. Most people barely 
subsist on their land, relying on 
wages they earn as hired labour 
elsewhere. This can mean farmwork in 
other rural areas; working in Bangkok fac- 
tories or brothels or on construction sites; 
or going abroad for jobs. 

Poverty makes elections in Isarn a 
synonym for selling your vote. People 
from central Thailand laugh at Khon Isarn 
(Isarn people), saying they are too stupid 
to vote on their own. But maybe they know 
more than others. 

A native of Chaiyaphum working in 
Bangkok had a few insights to offer this 
correspondent: "Election? All the candi- 
dates are corrupt." 

"Since you are in Bangkok I suppose 
you cannot vote?" | asked. 

“No, I am going back to Chaiyaphum 
for a couple days to vote. Khun S. [the in- 
cumbent MP] promised my wife the Baht 
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300 bus fare, just like last time, so I will 
return and I, my wife and my daughter 
will all vote for him. 

"But you said you hate the corrupt 
MPs. Before the coup the whole parliament 
censured Khun S. for corruption." 

“Oh, what do I know?" he smiled. “1 
am just a poor farmer from Isarn who does 
not understand anything." 

The enjoyment of a normally unaf- 
fordable trip back home to see family and 
friends was as much as this man could 
expect from politicians — but that was 
sanuk enough. Without the trip, he was not 
interested in the elections. “After the elec- 
tions, we never see the MPs again any- 
way," is a constant refrain in Isarn. “So 
why not take the money while it's there?" 

Isarn is populated by people of Lao and 
Khmer stock. Most central Thais sneer at 
the region, and few have actually visited it. 
Until recently they even looked down on 
spicy regional staples such as som tam (raw 





Ballots for baht, and fun in the sun. 


papaya salad) and gai yang (barbecued 
chicken). Foreigners, on the other hand, 
seem to appreciate the Khon Isarn more, 
for their earthiness and bawdiness. Perhaps 
it was because foreign tourists have 
seemed so taken with som tam and gai yang 
over the past few years that Isarn food has 
become peasant-chic in Bangkok. 

In Sri Saket province on election day, 1 
took the granddaughters of my host Khru 
Nikhom to nearby Khao Phra Viharn, an 
ancient Khmer temple straddling the cliffs 
of the Thai-Cambodian border. Known in 
Cambodian as Preah Vihear, the temple 
was built between the 9th and 12th centu- 
ries and predates the better-known Angkor 
Wat inside Cambodia. 

It is a central link in a long stretch of 
Khmer monuments which stretch into cen- 
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tral Thailand as far west as Kanchanaburi, 
near the Burmese border. Some Khmer 
temples in Isarn have already been taste- 
fully reconstructed by the government. 

But none is as stunning as Khao Phra 
Viharn. The temple rests atop a 500-m 
precipice overlooking the Cambodian 
plain. To the east and west can be seen the 
long range of still forest-covered Dongrek 
Mountains which form a natural border 
between Isarn and Cambodia. The temple 
has not been restored at all but there is 
much intact to see. 

The Thais lost their claim to ownership 
of the monument 30 years ago when the 
International Court of Justice ruled that it 
was in Cambodian territory. But after years 
of fighting that have kept the temple 
closed, the Thais have found a way to 
make up for their legal defeat. This con- 
sists of charging foreigners Baht 100 for the 
right to traverse a corridor set up by the 
Thai Army. The corridor was set up when 
the temple reopened at the start 
of the 1992 and is the only safe 
way of getting there. At the 
gate — the moment of entering 
Cambodia — the Cambodians 
hit you for another Baht 100. 

There was a disappointment 
in store when we returned to 
Khru Nikhom's house: the vil- 
lage's favourite candidate had 
failed to win in the three-seat 
constituency, defeated by can- 
didates who bought more 
votes. The winners had the 
added support of the several 
thousand soldiers based in the 
area, who voted according to 
orders. 

The poor farmer /campaign 
workers peppered me with questions 
about the world at large. Was there 
vote-buying in America? (Not so long ago, 
I replied). How much can you get for a 
vote there? Can you get me a job in 
America? 

They were not so poorly informed. One 
old fellow chimed in with the question: "Is 
it true that America owes money to the 
Japanese and can't pay it back?" 

I had to answer yes. “Then America lost 
to Japan!” another squealed with glee. That 
was the funniest thing they had heard in a 
while. And then someone said, “Yeah, 
America is just like us; we lost too and we 
owe lots to the moneylenders and can't pay 
it back either!” To which everyone laughed 
and drank toasts to debt, vote buying, 
soklak and, most of all, sanuk. R 


an APRII 19Q¢ 





ARTS & SOCIETY 


MALAYSIA 





Sultan at the wheel 


Debate over Malay nationalism centres on the role of traditional rulers 


By Michael Vatikiotis in Kota Bharu 


hey came in their thousands to 

pay respects to their king. Under 

a scorching sun, they streamed 

through the gates of the Sultan 
of Kelantan's private pe on the first 
day of the Muslim Aidil Fitri Holiday. By 
day's end, about 4,000 people had come 
to bow before their sultan, some lower 
than others, some lightly kissing the royal 
hand. 

But the occasion was far from routine. 
It was an organised, deliberate gesture of 
defiance. For the ruling sultan of this north- 
eastern Malaysian state has be- 
come a rallying point in an in- 
creasingly bitter debate over the 
role of Malaysia's traditional rul- 
ers and how to define Malay na- 
tionalism these days in Malaysia. 

His Royal Highness Tuanku 
Ismail Petra Ibni Al-Marhum Sul- 
tan Yahya Petra of Kelantan, at 
42, is the youngest of the coun- 
try's nine rulers — and the most 
politically controversial. Soft- 
spoken and congenial, he and his 
very active consort, Tunku Anis, 
have found themselves at the 
centre of a confrontation between 
Kelantan and the Federal Gov- 
ernment in Kuala Lumpur; and 
by extension, embroiled in the 
broader controversy over Malay 
nationalism which pits common- 
ers against aristocrats, and divides urban 
middle class Malays from their rural cou- 
sins. 

The sultan is under attack for taking 
sides in the battle for political supremacy 
in the state of Kelantan, an accusation 
which is fuelling a national debate over the 
role of the sultans, who constitute the 
world's largest concentration of monarchs. 

Leaders of the United Malays National 
Organisation (Umno), which dominates 
the ruling National Front government, 
have hinted there may be moves to amend 
the constitution to royal authority more 
sharply. Under the constitution, rulers re- 
tain immunity from the courts, and a jeal- 
ously guarded role in state-level affairs. 

There are elements within Umno who 
see the party's economic success in improv- 
ing the lot of Malays as now a more legiti- 
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mate claim to Malay leadership than the 
cultural and religious traditions symbol- 
ised by the monarchy. They would prefer 
to see the monarchy retreat from the politi- 
cal arena. 

In Kota Bharu over the Muslim New 
Year holiday the sultan of Kelantan 
showed no signs of retreat. At one small 
neighbourhood mosque, worshippers 
overflowed into the street as residents 
flocked to be near the sultan as he mixed 
with his people for Friday morning 
prayers. The scene attests to his consider- 
able mastery of the symbols of his posi- 
tion. And it captures why the battle lines 
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are being drawn in Kelantan. 

The sultan is no stranger to controversy. 
Soon after ascending the throne in 1980, 
the sultan, with all the rulers, rallied 
against the government's plan to curb the 
sultan's right to assent to legislation 
through a constitutional amendment. 

By the mid-1980s, strains in the relation- 
ship between the palace and Umno, which 
then governed the state, contributed to the 
party's defeat in Kelantan by the Islamic 
Party (Pas) in the 1990 elections. Umno's 
loss, and the sultan's supposed inclinations 
towards the opposition, branded him in the 
eyes of some Umno politicians as a politi- 
cal foe. But as the sultan's s organised show 
of support over the Muslim holiday was 
intended to demonstrate, it may not be so 
easy to sweep this ruler under the carpet 
of history. 
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Since Pas came to power, the Kelan- 
tanese, who are proud of their distinctive 
culture and dialect, have felt besieged. The 
state government complains of limited ac- 
cess to federal funds, and is constantly un- 
der fire from Kuala Lumpur where Kelan- 
tan is depicted as a place on the verge of 
Islamic statehood. 

On a more earthly plane, a Lamborghini 
sports car and a hefty sum in unpaid im- 
port duties have armed the politicians in 
Kuala Lumpur with the means of targeting 
the sultan himself. “They are trying to 
make out that our sultan is a car dealer, 
complained his private secretary, Haji 


His Royal Highness Tuanku Ismail Petra Ibni Al-Marhum Sultan Yahya Petra of Kelantan. 


Fuad bin Haji Hassan. 

Drawn together for the holiday at the 
end of the fasting month, many Kelan- 
tanese saw their sultan’s subjection to the 
indignities of the federal bureaucracy as a 
provocation. “Once they touch the ruler, 
they will force people to resist,” said a re- 
tired civil servant. 

Evidence of this, undoubtedly organ- 
ised, were banners unfurled on the streets 
of Kota Bharu, the state capital, proclaim- 
ing loyalty to the sultan and branding key 
Umno leaders in Kelantan as traitors. 

“You see, the people love their sultan,” 
said Tunku Feisal, who carries the fittingly 
arcane title of the sultan’s “master of cere- 
monies.” In the heat of a Kelantan after- 
noon, Feisal and members of the sultan's 
family were gathered at the palace to serve 
boxes of chrysanthemum tea and meat 
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curry with rice to those who came. As peo- 
ple pressed forward to meet their sultan, 
one of the sultan's ruling circle remarked: 
"Most politicians outside the state find our 
deep cultural heritage difficult to grasp." 

It is true that many politicians in Kuala 
Lumpur are reluctant to treat Kelantan dif- 
ferently from the other states. Yet, privately 
Umno sources have said that misunder- 
standing Kelantan may have cost Umno 
the chance of regaining the state. 

Further attacks on the sultan's dignity 
could turn a party struggle into a more se- 
rious confrontation with the federal au- 
thorities, some Kelantanese politicians say. 
"|t is now a question of 'us' Kelantanese 
versus ‘them’ in the federal government,” 


edly modest by the standards of other 
Malay rulers. He is involved in property 
development, but a senior state official said 
the sultan demands no land from the state, 
and it was recently disclosed that he was 
the only one of the nine rulers who refused 
an allocation of 100,000 shares of a com- 
pany that has recently been listed on the 
stockmarket. 

One weakness, court officials admit, is 
a passion for cars. In a family photograph, 
the sultan as a young boy grins, posing 
proudly beside his pedal car. Today, nes- 
tled in a double garage behind his resi- 
dence, a cluster of luxury cars attests to the 
survival of this boyhood fascination. In a 
similar vein, the sultan is keen on military 





They came by the thousands to greet their sultan. 


said a local politician. Kelantan is one of 
three states which threatened secession 
from the Federation of Malaysia in its early 
years, and has a strong tradition of radical 
populist politics which has overturned 
three state governments since 1955. The 
question is, whether in the 1990s the dig- 
nity of a ruler matters all that much? 

Apparently so, for probing the bonds 
between the Kelantanese and their sultan 
reveals a remarkably close relationship as 
well as the survival of royal authority. Dis- 
entangling the sultan from politics would 
not be an easy task. 

^We cannot deny that among Malay 
rulers, our ruler is much respected by the 
people. He does not contravene the reli- 
gion, does not drink or womanize,” said a 
senior Pas official. If he has hidden vices, 
they are extremely well hidden. 

Shunning the somewhat gaudy official 
palace built by the state government in the 
1970s, and rarely using the five other pa- 
laces provided by the government, the sul- 
tan prefers to live in a three-bedroom 
house, the size and design of which differs 
little from the homes of wealthy business- 
men and senior officials. 

His involvement in business is report- 
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hardware, owns a collection of weapons 
and light military vehicles, and is an avid 
reader of military and aviation literature. 

If Kelantanese perceptions of their sul- 
tan verge on the hagiographical, history 
helps explain why. Kelantan's ability to 
fend off direct external rule first from Thai- 
land in the 19th century, and later under 
the British, ensured that most of the ruler's 
absolute powers remained intact until a 
decade before independence in 1957. Even 
then, “it was the British who redefined his 
powers, we would not have dared,” said a 
senior state official. 

The ritual obsequiousness of contempo- 
rary court etiquette betrays little change in 
popular perceptions of their ruler. 
Kelantan’s remoteness helped keep change 
at bay. While rulers in other states ab- 
sorbed Western styles of administration 
from the British, the sultans of Kelantan 
reacted by enhancing their role as spiritual 
leaders to their devoutly Islamic subjects. 
And they presented themselves as the cus- 
todians of Malay culture. 

Today a relatively homogeneous so- 
ciety acts as a further barrier to change. 
Kelantan is considered the Malay heart- 
land, and non-Malays constitute less than 
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5% of the total population of the state — a 
stark contrast to Malaysia as a whole with 
more than 40% of the population made up 
of non-Malays. Homogeneity has played a 

role in preserving the cultural bonds of loy- 
alty to the ruler which may be weakening 
elsewhere on the peninsula. 

The w eight of historical continuity 
easily felt in Kota Bharu. Dominating the 
centre of this sizeable town of half a mil- 
lion inhabitants is a cluster of royal palaces 
ringing the main square. The most promi- 
nent, the Istana Balai Besar, dating from 
the mid-19th century, is a rare and delicate 
wooden structure which is still used as the 
formal throne room. Sharing the square is 
the main mosque. The layout closely ap- 
proximates the traditional geometry of the 
ancient Malay kingdoms. 

Vestiges of traditional Malay rule also 
survive in the modern administration of 
the state. In matters of religion the sultan 
exercises considerable power. While this is 
notionally the case for other Malay rulers, 
specific circumstances have conspired to 
enhance the sultan's role in Kelantan. 

Early this century, Sultan Mohammad 
IV introduced reforms which tightened the 
ruler's grip over key areas of administra- 
tion — a move facilitated by the indirect 
nature of British rule. These survive in the 
form of a powerful religious council 
headed by the sultan and control over the 
state public service, which is dominated by 
members of the ruling family and their 
supporters. 

Through the religious council, or Majelis 
Ligama, the present sultan controls the ap- 
pointment of all the imams or religious 
leaders, funding for the building ot 
mosques, the amount of the mandatory re- 
ligious taxes, and decisions pertaining tc 
religious questions. 

Senior council member Datuk Nik Ishak 
said that the sultan plays an active role 
contributing his own money to mosque 
building programmes, deciding on way: 
to improve religious tax collection, anc 
frequently consulting with a group o! 
Muslim teachers and intellectuals. "Every 
week, the sultan prays in a differen! 
mosque. His contact with the people i: 
very close," said Datuk Haji Ayoub Bin 
Zakaria, who works with the sultan on so- 
cial welfare projects. 

Helping to preserve this power in the 
modern period has been the extension o! 
the royal family's bloodline. Prof. Shahri 

Talib of the University of Malaya points tc 
a unique Kelantanese tradition of intermar- 
riage between the ruling family and the 
Muslim clergy. Even the populist preache: 
turned chief minister, Nik Aziz Nik Mat 
has traces of royal blood. On the adminis 
trative side, said Talib, "the royal family i: 
entrenched in the civil service. Until the 
1970s, members of the ruling circle fillec 
all the district officer posts." 

Neither the religious nor the secular rok 
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the sultan plays would be considered con- 
troversial were it not for the current rift 
between the state and the federal govern- 
ment. Here there are clearly more than cul- 
tural differences at stake. 

In the wake of the 1990 election, it is 
difficult not to conclude that the sultan has 
been drawn into politics. Pas officials ad- 
mit to exploiting the sultan’s unhappiness 
with Umno in the 1990 election. The major 
factor, however, was the decision by 
Tunku Razaleigh Hamzah, a close uncle of 
the sultana, to mount a challenge to the 
leadership of Prime Minister Datuk Seri 
Mahathir Mohamad. 

Tunku Razaleigh represents a reaction 
to the new direction which Malay nation- 
alism is taking under Mahathir’s leader- 
ship, argues Shahril Talib. “The Mahathir 
group represents Malay professionals who 
have arrived,” he said; the new middle 
class which is trading refuge behind cul- 
tural symbols for a brash new confidence 
in their ability to compete on equal terms 
with the Chinese. Theirs is a vision of a 
more muted constitutional monarchy. 
Most of this group, including Umno vice- 
president and Finance Minister Datuk Seri 
Anwar Ibrahim either come from mixed 


Fighting a royal fight. 


ethnic backgrounds, or from ruler-less 
states. 

Mahathir is the first prime minister 
without a trace of blue blood. Tunku 
Razaleigh, the aristocrat turned politician, 
is part of a legacy bequeathed by Malay- 
sia’s first prime minister Tunku Abdul 
Rahman who sought to safeguard the 
monarchy by encouraging their families to 
enter politics. 

The confrontation between these con- 
flicting strands of Malay nationalism has 
placed Kelantan and its ruler in the firing 
line. The fact that the sultan is younger, 
and never enjoyed the partiality of Malay- 
sia’s former prime minister's towards the 
rulers, has also shaped his attitude, say 
members of his circle. 

There is another factor; what many Ma- 
laysians refer to as the "K" factor — the 
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extensive network of Kelantanese who oc- 
cupy top military, civil service and execu- 
tive positions at the federal level. By one 
estimate, at least one quarter of the Malay 
population in Kuala Lumpur comes from 
Kelantan. They are successful in business. 
The network extends to Singapore, where 
many of the expatriate Malaysians work- 
ing there are from Kelantan. Like the 
Minangkabaus of West Sumatra, the 
Kelantanese are compulsive migrants. 

The Kelantanese are also growing per- 
ceptibly impatient with their political 
pariah status. Umno denies that Kelantan 
is victimised because of its opposition 
government, but some Kelantanese feel 
they are being denied access to power. 
“Kelantan is the only major Malay state 
which has not produced a prime minister. 
We feel deprived and blame Mahathir for 
this,” said one Kelantanese politician. 

This regional competition for power — 
similar to the aspirations of Johor politi- 
cians — may help explain why Kelantan, 


for all its parochialism and remoteness, has | 


become a stronghold of opposition to the 


Mahathir government. Kelantan's distance | 


from the centre, its economic languor, and 
by extension limited access to the cornu- 
copia of patronage dominated by the 
Umno establishment, permits this hostility 
to ferment. 

It is easy to see how the sultan gets 
sucked in, because strong ties to the home 
state overlap with feelings of loyalty to 
their ruler, which gives the sultan ac- 
cess to a considerable pool of professional 
talent. Many of them are in the opposition 
camp. 

If indeed, Malay nationalism has 
reached a new watershed into which the 
rulers are being drawn, there are some who 
feel that once Malaysia's constitutional 
monarchy is questioned, the whole archi- 
tecture of Malay privilege will be threat- 
ened. Another fear is that if the sultans 
eventually go, the politicians themselves 
will assume the prerogatives and privileges 
Malay culture has traditionally granted to 
the monarchs. 

This perhaps helps explain why the 
young, active sultan of this predominantly 
Malay state, has begun to acquire impor- 
tance as a symbol, and as a prism through 
which Malay cultural uncertainties are be- 
ing reflected. 

At a royal banquet in Kota Bharu, the 


royal couple presided with an air of stu- | 


died regal indifference. Yet, as they 
watched the evening's entertainment — a 
mix of religiously inspired songs and 
bawdy traditional dances — it was evident 
that they represent a soothing sense of or- 
der amid the apparent contradictions in 
Malay society. As sultan, he oversees a re- 
ligion that demands piety and austerity. At 
the same time he is the custodian of a cul- 
ture which in its fullest expression is any- 
thing but pious and austere. a 
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Pilerimage to higher maths 





The Man Who Knew Infinity 
by Robert Kanigel. Charles Scribner's Sons, 
New York. US$27.95. 


Until Robert Kanigel came along with 
this splendid biography, the name of In- 
dia’s Srinivasa Ramanujan stood little 
chance of being recognised outside the 
world of mathematics. Even within that 
world his name is not always immediately 
familiar, for his work has daunted all but 
the most accomplished of his profession. 
“India has from time to time possessed 
mathematicians of great 
power,” wrote the Scots 
mathematician Herbert 
Western Turnbull some 
years ago, “but judged by 
absolute standards of 
greatness, among math- 
ematicians of the East, the 
genius of Ramanujan ap- 
pears to be supreme.” 

Ramanujan died in 
1920 at the age of 32, after 
a life that began in obscu- 
rity, was crowned with 
glorious achievement, and 
yet was marked by deep 
personal sadness. His 
early faith in himself, 
against tremendous odds, 
was such that he was able to attract the 
attention of G. H. Hardy, a fellow at Trin- 
ity College, the mecca of numbers at 
Cambridge University. Hardy brought 
Ramanujan to Britain, where for five years 
they engaged in mathematical work of 
such creativity that it is held in awe to this 
day. 

Kanigel’s achievement in telling 
Ramanujan's story is awesome in itself. He 
is not dealing here with the inventor of 
machines. As he describes it, Ramanujan 
worked in a “cool, ethereal plane beyond 
the passions of human life,” a plane ac- 
cessible only through “a language in which 
most people are unschooled.” Kanigel does 
not pretend to know this language, but he 
knows how to approach it and why it is 
worth knowing about. 

Obviously it is impossible to write 
about a mathematician without including 
a fair amount of maths. As a result, a 
reader comfortable with formulas and 
equations will enjoy a dimension of this 
book denied those who barely made it 
through algebra. But it does not matter. 
Not only has Kanigel the ability to impart 
in words the satisfactions of a mathemati- 
cian's work, he writes with great sympa- 
thy about Hardy and Ramanujan as ordi- 
nary people. Mediocre numbers crunchers 
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will not feel left out. 

Ramanujan was born in 1887 in the 
South Indian state of Tamil Nadu, into an 
impoverished Brahmin family with no 
known history of mathematical prowess. 
But his own talent emerged early and his 
course was set when, at the age of 16, he 
came upon an English textbook in pure 
and applied maths. The beauty of higher 
mathematics so enchanted him that he was 
thenceforth unable to focus properly either 
on getting through college or keeping jobs 
as a tutor; instead, he filled notebook after 
notebook with his own 
theorems and set about 
finding patrons, first in 
India and then in Eng- 
land. 

In 1913, after two other 
Trinity mathematicians 
turned him down, Ra- 
manuan was accepted by 
Hardy, who brought him 
to England after a year of 
correspondence, on the 
eve of World War I. While 
the short, squat Ramanu- 
jan and the lean ice-blue- 
eyed Hardy must have 
looked like the odd cou- 
ple in Cambridge, intel- 


lectually they were at home and Hardy did 
all he could to champion Ramanujan and 
advance his mathematical legacy. 

It is a mark of Hardy's own austere life 
that some years after Ramanujan’s death 
he wrote: “I owe more to him than to any- 
one else in the world with one exception 
[not identified, but believed to be another 
mathematician], and my association with 
him is the one romantic incident in my 
life.” For Ramanujan, his years in England 
were a mixed blessing. While he revelled 
in his professional association with Hardy, 
he did not find him companionable and he 
was often lonesome, cold and homesick. 
His determination to eat only South Indian 
food probably contributed to the deteriora- 
tion of his health. Ultimately he contracted 
tuberculosis and went back to India to re- 
cuperate, but he died in 1920 having been 
home only a few months. Hardy survived 
him by 27 years. 

The nature of their relationship can be 
encapsulated in the story Hardy told about 
the time he went to visit Ramanujan in a 
nursing home in Putney. Taking a cab, he 
noticed its number, 1729. The number was 
on his mind when he entered the room 
where Ramanujan lay in bed, and, with 
scarcely a hello, he blurted out his disap- 
pointment with it. He said to Ramanujan 
that he thought it “rather a dull number,” 
and he hoped it wasn’t a bad omen. “No, 
Hardy,” said Ramanujan. “It is a very in- 
teresting number. It is the smallest number 
expressible as the sum of two cubes in two 
different ways.” m Eleanor Schwartz 





Tokyo prose 


A Poet Could Not But Be Gay by James 
Kirkup. Peter Owen, London. £14.95 
(LIS$26.15). 

Gaijin on the Ginza by James Kirkup. Peter 
Owen, London. £13.30. 


“I had this passion for make-up, for the 
creation of a mask that would reveal yet 
hide my feelings," says James Kirkup in A 
Poet Could Not But Be Gay, the second vo- 
lume of his autobiography. He certainly 
lives up to that passion. Every means at 
the poet's disposal are used to divert the 
reader from contact with the real Kirkup. 
Starting with the title, lifted like a naughty 
schoolboy from Wordsworth, and continu- 
ing through chapter headings like "Some 
Day My Prince Will Come," "Those Span- 
ish Eyes" and "Swedish Exercises," Kirkup 
takes us on a course of literary maquillage 
that soon has the reader thoroughly bored 
with gay poets. 

Kirkup, however, has taken steps to 
deal with such readers. In his Foreword, 
he claims that readers of his first volume, I, 
Of All People, took him far too seriously, 
because he is essentially a farceur, and a 
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mythomane too. Fair enough, many writ- 
ers are such. However, Kirkup does not 
become a brilliant farceur simply by 
wishing it. He has to earn it — both by 
experience (he seems to have lived with 
his parents until he was 39 in a Glouces- 
tershire village) and by language. Sadly, 
neither are much served by this tedious 
volume. 

Everything Kirkup writes, sees or de 
sires turns to one overriding concern: how 
his tragic genius, driven from country tc 
country on account of his homosexuality 
(there was a blasphemy trial in Britain, not 
mentioned here), could survive. For not 
only was he driven from his homeland, it 
appears that he was "driven" from any- 
where else he set his head. 

Including Spain, about which he write: 
very badly. Sweden and Denmark also ge! 
a mauling, but Spain is rendered in par- 
ticularly third-rate prose. (Kirkup quote: 
Don Quixote with enthusiasm: "I can't helg 
saying right off what comes to my 
tongue.") Everything that the poet sees i: 
included, inevitably revealing his stature 
as — you guessed it — a tragic genius. 

The book is at best fitfully edited. Poet 
ry collections from the late 1960s and 1970: 
get thrown together with narrative se 
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around 1950, while really interesting bits 
(like the reason for his Spanish lover's 
arrest) are omitted. Every poem that 
Kirkup wrote also appears to be included 
or referred to, giving the impression that 
the book is a last chance to get them pub- 
lished. One chapter contained over 30 ref- 
erences to the great corpus of Kirkupiana, 
along with a grudging few to other poets 
(all of whom, sans dire, reflect Kirkup’s 
stature). 

However, despite the asides (“I never 
listen to other people for more than a few 
minutes”), the vamping and the rib- 
nudging, there is a way to finish the book. 
Since Kirkup is such a fan of the “right” 
cultural people — Bowles, Pasolini (an- 
other unexplained pick-up, or name- 
drop), Pessoa ("my poetic other self") 
and Nabokov — one might read it as 
the autobiography of a fictional nut-case. 
In Nabokov's Pale Fire, a character fanta- 
sises a mad pursuit through poetry. Is 
Kirkup doing the same with his one 
skilfully drawn love object, Dana, and his 
possible connections with the British lite- 
rary mafia and the CiA? Dana, met at Sala- 
manca University, begins (thankfully) to 
infiltrate Kirkup's poetry. Suddenly the B- 
movie prose and the awkward lurches into 
the present tense come into focus. Just in 
time, too, since the only touching parts of 
the book come towards the end, when 
his father dies and Kirkup forces him- 
self to leave Dana behind. These last 
chapters are a relief, suggesting that even 
a master-banalist can finally acknowledge 
reality. 

Not so in Gaijin on the Ginza, Authors’ 
titles are often revealing. Kirkup's 
"autobiography" shows how imprecise 
they can be. “A Fatal Encounter” does not 
involve anyone’s death, nor are his bio- 
graphical meanderings in any sense “leg- 
ends.” This “novel” is not about a gaijin 
“outsider” nor about the Ginza as such; still 
less does it mirror “that love-hatred which 
lends such intensity to existence,” as 
Kirkup claims in his author-as-critic Fore- 
word. Lorelei Thrillingly and Major Sitfast 
(pronounced with an initial “sh” by the 
Japanese students who can’t say “s,” get 
it?) pursue young studs in a iot that 
doesn't matter, with the sudden addition 
of drugs and a complex-revealing Great 
Leveller in the form of AIDS. 

But then plot is not Kirkup's interest. 
This is a revenge tragedy, in which he gets 
back at Japan, where he has lived for many 
years, and all the nasty foreigners who 
have made life difficult for him. The "Bri- 
tish Cultural Society" condescended to him 
in Spain, and so they frequent the British 
Cunts All bar in Tokyo. One might have 
had some sympathy with Kirkup's experi- 
ences in the Cold War and pre-liberation 
years, but this kind of "fiction" is of inter- 
est to very few people, or perhaps only 
one. u David Clive Price 
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E Spectacular in every flight 


Our 18-hole pets golf course will elevate 
your game to new highs. The views and vistas from 
the site will make for certain a golf experience few 
courses in the world can equal. It truly is a 
masterpiece in the City By The Sky 


E A touch of Baguio 


Lo and behold, the postcard view of the world famous 
TAAL LAKE from the highlands. With the cool and 
refreshing mountain air, it is the nearest thing to the 
City of Pines. 











E There's room at the top 


A lodge will offer golfers and their 
guests five-star amenities in a warm, 
casual, homelike setting. 





B What's for lunch? 


Tagaytay is known for a wide variety of organically 
grown vegetables and fruits. Crisp and fresh, the 
vegetables, together with juicy, sun-riped pineapples, naue fireplace at the Clubhouse 
make great salad delights that can be enjoyed daily will provide warmth and welcome 


| ini en d user d j i relief from the nippy mountain air, 
at the Clubhouse dining area all year rou and an unmistakable sense of home. 


B Home is where the hearth is 





T 
B The air is free 
Up in the highlands of Tagaytay, 


it's pollution-free and smog-free, too. B Kiss the sky hello 
A place where children can 


run free, pick f rs. The Philippines' first cable car system — romantic gondolas of the 
unl Gan Meier Nature. sky — wil offer a scenic route that's hard to top. As you travel along 
this heavenly route, you will get a breathtaking view of Laguna 

de Bay to the northeast, Mounts Makiling and Banahaw to the east, 
and, on a clear day, you can see forever. 


















E Fragrant expression 


Whether it is orchids or 

tube rose, our garden beds 
around the course are by 
ives botanical wonders. 
Must really be the weather! 





TAGAYTAY HIGHLANDS 


STERNATI 


ABOVE THE RES Sf 


G/F MORNING STAR BLDG. 347 SEN, GIL J. PUYAT AVE. 
MAKATI, METRO MANILA 
TELS. NOS. 815-80-18 / 815-80-19 / 815-84-70 / 815-80-26 
815-8028 
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PROPERTY 


End of a dream 

The Asian property boom is over. With the exception of the Byz- 
antine p market prevailing in Hongkong in the run-up to 
the 1997 handover of the territory to China, the Asian property 
sector is suffering from severe digestion problems caused by a 
frenetic construction boom in the late 1980s which stretched into 
the g of the new decade. 

= Asia's developers and speculators have never been imbued 
with a long- or even medium-term view of the market and are 
resorting to slashing prices in order to meet commitments. Many 


1992 


were considerably over-geared. 
The famine on the developers’ front has caused a feast c 


tenants who are bargaining lease packages with long rent-free - 


periods and a myriad of incentives which ever-hopeful develop- - 
ers are offering to prop up paper rental values in the dream that - 
the halycon days are about to return. 

The comparative strength of Asian economies in general sug- 
gests that buyers, with a view to investment for the medium — 
may find some in the current fluid market. The caveat — 
emptor to that view is that the property market was so overheated _ 
that the upcoming correction will do little more than stabilise - 
prices at a more realistic level. * 


Politics and blind faith 


Hongkong property investors in a state of confusion 


By Michael Taylor in Hongkong 


he skyline of Hongkong is testimony to the ingenuity 
and purpose of both ferro-concrete and money. And few 
things exercise the minds of the territory's citizenry more 
persistently than the connection between the two. 

Tracking Hongkong's property markets has become ever more 
complex, as in the run-up to 1997 a series of extreme and conflict- 
ing economic, political, social and psychologial prompts are re- 
solved into a market price. Not surprisingly, different sectors of 
“the Hongkong property market" have performed in different 
Ways. 

In the past year, it is the mass-market residential sector which 
has produced the most startling swing. Prices rising between 53% 
(government estimate) and 62% (property consultant's estimate). 
Price rises of 929; were reported from some developments, such 
as Sino Land's Tuen Mun Town Plaza. 

The reasons for the price rise, and the extent to which it consti- 
tutes a financial bubble inflating menacingly over the territory's 
middle class, are hotly debated. The argument boils down to the 
extent to which the price rises reflect either the supply and de- 
mand situation, or the easy abundance of funding available from 
a banking sector rich with remittances from southern China, but 
reluctant to lend on China assets. 

Late last year, alarmed by a market spiralling out of control, 
the Hongkong Government attempted to curb speculation 
through a series of minor measures, such as the imposition of 
stamp duty on uncompleted sale and pur- 
chase agreements. More importantly, it co- 
opted the banking cartel into keeping mort- 


gage rates artificially high, and restricted Guangdong ......... 
new mortgage lending to 70% of the value China. usn 
of the property. Japan [cosas 
On the face of it, the available supply Indonesia ............ 
and demand figures provide clear testi- Thailand ............... 
mony for the financial bubble version of the Malavii 
property boom. The Hongkong Govern- DLL. ors, 
ment's Rating and Valuation (R&V) depart- MENU nem 
ment notes that 31,650 new flats came on Australia ............. 
the market during 1991, but only 21,900 New Zealand $m: 
were taken up, 26% less than 1990. The re Singapore ........... ^ 
sult was that by the end of the year, 29,451 South Korea ......... 
flats stood empty at 4.1%. 
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Conflicting reasons for growth in Hongkong. 


Corroborating evidence is seen in the divergence of residential 
prices and rents tracked by the R&V. According to the R&V 
department, "prices and rents for small units in the fourth 
quarter of 1991 were, respectively, 53% and 8% higher than the 
corresponding quarter a year earlier." The real stagnation of 
rents is precisely what one would expect with adequate 
housing stock lying unused. 

But if end-user demand for residential 
housing was actually lower last year than 


EE AA RA PEA ETZ 38 in 1990, demand for the flats was never- 
PS EIEE T Paige 40 theless extraordinary — even if the buyers 
I tive: m E d 42 were content to leave them vacant. And 
A Lees, Se 43 that demand was liberated by an abun- 
Oey e A NR, 44 dance of mortgage financing which has 
44 been growing for three years now. Last 
2 ee 45 year, mortgage financing grew by 34.9%, 

M i-e WES accounting for an unprecedented 24% of 
aor r aia aeien aiaiai da 46 the Hongkong banking system's loan port- 
e Anie Ali 46 folio. When loans to construction, property 
ette nenne nnne 48 development and investment companies 
Saad tants beds i 49 are taken into account, the property sector 


accounted for 40% of the banking sector's 
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loan-portfolio. 

Will the bubble burst? According to R&V, it might. It concludes: 
“With an abundant supply of 68,050 units forecast for the next 
two years and higher vacancies, the current high price levels may 
come under pressure during 1992.” 

If so, there is no sign of it yet. There is no evidence that mort- 


gage lending has been seriously slowed by the cartel’s clamp- 


down — it rose 5.1% in the last quarter of the year alone. 

On the other hand, investment demand may cool down. In 
February, for example, mortgage rates, at 12.5%, were substan- 
tially higher than the rate of inflation. Although the real cost of 


. capital is still negligible, the fact that it is at least positive may help 





curb the more dangerous excesses of speculation. More point- 
edly, as residential rents have not kept up with prices, vields on 
residential property must have fallen dramatically. 

When all these factors are put into the pot, and hefty slices 
of personal interest are thrown in, it is perhaps not surprising 
that there are as many forecasts of the state and direction of 
the market as there are analysts. Nicholas Brooke, of Brooke 
Hillier Parker, estimates residential property prices are now 
HK$3,200-3,300 a ft, and believes prices could rise to HK$4,000 
a ft by the end of 1992. It doesn't seem an unreasonable estimate 
for an unreasonable market. 

If the oversupply prevailing in the office sector is to claim 

victims among Hong- 
* kong's developers and 
= landlords, 1992 will be 

the year. According to 

R&V, 3 million ft^ of 

grade A office space last 

year, while only 1.6 

million ft? was taken 

up. By the end of the 
year, vacancy rates 

were running at 9.2%. 

If R&V's figures and 
statistics are correct, the 
imbalance of supply 
and demand remains 
daunting. During this 

year, according to R&V 

figures, 4.74 million ft 
of grade A office space will come on the market, with a further 
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. 124 million f£ next year. If last year's take up of 1.6 million ft 
. does not grow, vacancy rates will rise to 16.4% by the end of the 


year, and trim down to 14.9% by the end of 1993. Nevertheless, by 
the end of 1993, 5.78 million ft of grade A office space will be 
unoccupied. 

Consultants insist these figures present far too depressing a 


. view of market prospects: they point to the relative success 


-— 


~ that the major grade A office projects have already attained as 


proof that no collapse is waiting in the wings. Hongkong 
Land, for example, appears to have let 70% of its 9 Queen's Road 


Central project, and the enormous (just under 1 million ft?) Cen- 


. tral Plaza located on the Hongkong island waterfront claims 65- 
.—. 7096 of the first phase is let. 


Nevertheless, with an eye to the lack of new supply starting in 
1994, consultants are claiming that 1992 is the year when the most 
favourable rent terms will be available. According to R&V, rents for 


_ Grade A office space fell around 10% last year, though it certainly 


was not reflected in the results of Hongkong Land, the territory's 
leading commercial landlord, which chalked up a 1356 increase in 


gross profits last year. 
As further proof of the resilience of the market, consultants 


| point to the buoyant strata title market for office blocks. The high- 


est profile exponent of buying office blocks wholesale for retail 


. resale is the Indonesia’s Lippo Group, which has bought and 


» 


e 
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E piecemeal several office blocks, while raising their profile 
* 


territory by retaining naming rights. 
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No bargains 
down south 


By Elizabeth Cheng 

he property boom in China's southern regions has contin- 

i ued unabated despite government attempts to cool specu- 

lation. Fuelled by infrastructural development in Guang- 

dong province, chiefly the foreign-financed highway linking the 

Shenzhen Special Economic Zone (SEZ) to Canton, new residential 
complexes are sprouting up in areas to be fed by the highway. 

The residential markets of export processing centres such as 
Dongguan city and Panyu county are enjoying the spinoffs from 
the booming markets of Shenzhen and Canton. In trendsetting 
Shenzhen, prices of residential flats available to foreigners have 
shot up to an average HK$850 (US$109)/ft while in the down- 
town financial district of Luohu, prices have risen an average 50% 
over the past year to around HK$1,200/ft. 

Not all residential units in Shenzhen are available to foreign 
buyers. Most are reserved for employees of government units and 
locally based enterprises. Only those defined as "commodity 
units" are freely transferable. Foreign enterprises and overseas 
passport holders are allowed to invest in half of the available 
commodity units, says the government. But in practice, it is diffi- 
cult to draw the line between foreign and local buyers, particu- 
larly when many Chinese citizens have relatives living abroad. 

The government is intent on limiting the proportion of com- 
modity housing units to 20-30% of overall residential supply. Last 
year, gross supply of commodity units amounted to 3,500 units, 
giving a gross area of 3.7 million ft. 

Alarmed by the rapid rise in prices, Shenzhen authorities have 
tried to crack down on speculation since June 1991 by tightening 
requirements on ownership registration and raising down- 
payments on flat purchases. Ideally, price increases should be 
kept to around 10% each year, said Zhang Weiyi of the Shenzhen 
Construction Bureau. These measures have had little success 
largely because supply remains far short of demand. The govern- 
ment has promised to release more land for residential deve- 
lopment this year but by April, it has only announced the tender 
of 16,380 m°? out of the 400,000 m? planned for release in 1992. 

The widening gap between commodity housing and non-com- 
modity units is also a matter of concern. "The government does 
not wish to see Shenzhen residents becoming second-class citi- 
zens in their own city because they could not compete with rich 
Hongkong buyers for upmarket housing," said a property analyst 
in Hongkong. Prices of non-commodity flats, excluding govern- 
ment-subsidised units, range from HK$180-200 ft, a fraction of the 
prices for commodity flats, said Zhang. Profits from sales are re- 
stricted to about 5%, making them unattractive to speculators. 

However, it is doubtful if local authorities will be able to limit 
commodity housing, which is seen increasingly as a growth leader 
for the economy and a cash cow for the government as well as 
local enterprises. As communist taboos fall apart, the property 
market has gained acceptance as an essential pillar of economic 
development in Shenzhen, Canton and other dynamic centres of 
the Pearl River Delta. 

Property analysts estimate that 60% of the buyers of commo- 
dity housing are foreigners, the majority of whom are Hongkong 
residents and Hongkong-based companies. The rest are divided 
between enterprises from other parts of the mainland, who are 
not entitled to low-cost housing in Shenzhen, and a growing class 
of Chinese entrepreneurs who have become wealthy through stock 
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We Open The Door To The 
Largest Property Markets In Asia. 


Jones Lang Wootton manages some of the most prestigious properties in Asia. And with a comprehensive network 
of 13 offices located throughout 7 Asian countries, you'll discover that in-depth local expertise is complemented 
by total familiarity with all the major property markets in Asia, all backed up by the resources of a truly worldwide 
organisation. With coverage like ours, wherever you are you'll find a Jones Lang Wootton office right at your doorstep 
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and property investments or private business operations. 

More than 8,000 foreign and mainland enterprises now operate 
in the SEZ, growing at a rate of around 20% a year, officials esti- 
mate. This high growth puts pressure not only on the residential 
market but also on the office sector where the vacancy rate is 
estimated to be only 5% in contrast to Shanghai's 34%. 

Most of the office market is rental, prices of which have in- 
creased by 25-30% over the past year. The newly completed 38- 
floor Shenzhen Development Centre, owned by the Hongkong 
Macau International Holdings Co. (90%) and the Shenzhen SEZ 
Development Co. (10%), is asking for a top-of-the-market rate of 
around HK$20/ft for office space. Leasing agent Richard Ellis 
reports strong demand for the 17 floors still available for renting. 

The other older office buildings, the International Finance 
Tower and the Shenzhen International Centre are renting for 
HK$10-14/ft, up 30% on year ago levels. The quality of office 
space will further improve with the coming onstream next spring 
of the internationally managed Tian An International Building. 

In contrast, industrial prices have moved up slowly, rising by 
around 16% to nearly HK$20/ft at the end of last year compared 
with a year ago. Some 3.2 million ft of commercial factory supply 
came on to the market last year, enjoying a take-up rate of 75% on 
average, an analyst estimated. 

Shenzhen's property boom has spun off on Canton and as far 
as Xiamen in Fujian province. Xiamen's housing prices are esti- 
mated to have risen 20% over the past year partly as a result of the 
spinoff from Shenzhen and partly because of optimism over the 
prospects of direct flights with neighbouring Taiwan, the analyst 
said. 

Residential prices in Canton a ES 
city of 5 million people, have almost TTE 
caught up with Shenzhen, soaring 
by 58% to around HK$980/ft* in the 
downtown Yuexiu commercial dis- 
trict. Road expansion to dovetail 
with the superhighway as well as 
the electrification of the railway 
linking the provincial capital to 
Hongkong will bolster foreign in- 
vestment immensely. By 1994, tra- 
velling between Hongkong and 
Canton would be almost halved to 
90 minutes, developers enthuse. 

Amid the euphoria, however, 
. many wrinkles remained to be 
ironed out. Property rights are still a 
relatively new idea in China. Even 
in forward looking Shenzhen, su- 
pervision is lax even if rules and regulations exist to protect inves- 
tors. Hongkong consumers had a taste of what is to come when à 
Shenzhen property developer raised the prices of pre-sold flats by 
40% just as these become available for occupation. The developers 
claimed that the government had slapped a land premium on the 
project and that the consumers should pay. But a government 
official told REVIEW that it was the developers who should pay the 
land premium. 

Perhaps anticipating this problem, the developers had craftily 
included a clause in their contract with flat buyers which passed 
the onus of surcharges to them. With a booming property market, 
developers are easily tempted to renege on their obligations. Such 
scams could be avoided if potential homeowners could have easy 
access to land records. 

Many new developments in Pearl River Delta cities, such as 
Dongguan and Danshui, are promoted in Hongkong even though 
the Guangdong provincial government has explicitly warned that 
only Shenzhen and Canton have been authorised to sell to for- 
eigners. Perhaps riding on the usual rural practice of laying a 
stake first, many of these smaller cities hope official approval will 
follow to sanction its existence. * 
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Shenzhen's property boom has spread to Canton. 


CHINA 


Prolonging 
the agony 


By Lincoln Kaye in Peking 


hina's building cycle and business cycle is out of synch due 
C to the abrupt downturn in trade and investment after the 
1989 Tiananmen massacre. As a result, there have been 
overhangs of varying degrees of severity in all sectors of the prop- 
erty market: commercial, industrial, retail, residential and hotels. 

Just as business has begun to pick up, the market is now 
swamped with a batch of projects that had been frozen in 1989 
and revived only lately. The net effect is to prolong the agony. 
Oversupply is expected to persist well into 1993 or even 1994 
After that, though, the market might firm up, as few new projects 
have entered the pipeline. 

The China World Trade Centre in Peking claims good occu- 
pancy rates — about 80% — despite its rental prices of US$36-39/ 
m?/year. Yet the soon-to-be-finished Lufthansa Centre, just a few 
kilometres away, is still having trouble finding tenants, even 
though it is letting space at just US$25-29/mr. 

Lufthansa says its most promis- 
ing prospects are shoestring foreign 
representative offices that have been 
operating out of hotel rooms but are 
now ready to move into more estab- 
lished quarters since the China mar- 
ket seems to be coming round. 

The new Hua Wei building on 
Xidan (Peking's Champs Elysee) is 
finding greater demand for shop 
space rather than offices. Hua We 
has converted a couple of floors 
from commercial to retail tenancy, 
and says it is having no trouble fill- 
ing the space at US$150/nY / year. 

Occupancy rates remain de- 
pressed at hotels, especially during 
off season. China World currently 
has just over 30% of its rooms filled, 
and the Shangri-La is rumoured tc 
be running at barely 15% capacity. Still, at peak season, they have 
seen as much as 70% occupancy, and claim to be avoiding steep 
discounting. 

Peking's ban on new hotel construction remains in force, but a 
half dozen projects that had already been in the pipeline have 
come onstream to worsen the oversupply. It remains to be seen 
whether “China Tourism Year 1992” can turn the market around. 

Expatriate housing estates are improving in quality and are 
more widely distributed, with improved amenities — and headier 
price tags. A two-room apartment in the new East Lake Village 
goes for upwards of US$3,500 per month. On the other hand, the 
government's Diplomatic Services Bureau, which still holds a 
major (if antiquated) tranche of expatriate housing stock, has been 
running high vacancies and quietly discounting rates. 

Factory space leases are stabilising at 50-year tenures, A recent 
trend is for foreign developers to buy large tracts of industrial 
estate land at several hundred renminbi per m? and then 
repackage it for sale or let to individual foreign manufacturers. A 
pioneering development in Tianjin along these lines got into trou- 
ble due to the US banking crisis. But Japanese and Korean deve- 
lopers are now getting into the action in Tianjin and Dalian. E 
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are in the Far East. 
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JAPAN 


A strange new 
experience 


By Anthony Rowley in Tokyo 


he story of what has happened to land prices in urban 

i Japan since late 1990 is one that most Japanese would have 

regarded until recently as pure fiction. Japanese land prices 

could not fall, it was argued, because Japan is different. The laws 
of economics do not operate in the same way as elsewhere. 

Foreign observers who had heard it argued a couple of years 
ago that the Tokyo stockmarket could not fall — and that the real 
economy could not follow the financial economy down when as- 
set inflation gave out — were understandably somewhat sceptical. 

Such scepticism was justified when the National Land Agency 
(NLA) announced in March that land prices in Japan had in fact 
declined in 1991 for the first time since 1975. Like the Tokyo 
stockmarket, Japan’s land price bubble turned out to be a function 
of money supply as much as of uniquely Japanese influences. 

So far, Japan’s “second city” Osaka has led the land price de- 
cline with a 21% year-on-year decline as at 1 January 1992, com- 
pared with a more modest 8.4% in Tokyo and 5.1% in Nagoya. 

This suggests that land prices have escaped lightly from the 
end of the so-called bubble economy, the Tokyo stockmarket has 
crashed by 56% since the beginning of 1990. But land is a less 
liquid commodity than stocks and the lagged effects of the pro- 
longed Japanese money squeeze have probably yet to show fully. 

The NLA reported on 27 March that land prices in Japan de- 
clined by an average 5.6% for residential 
plots and 4.6% for commercial sites in 1991. 
This was the first decline in 17 years and 
represents a dramatic turnaround from the 
soaring asset prices of the late 1980s. 

The agency based its findings on a sur- 
vey conducted on 1 January in more than 
17,000 locations throughout Japan. The 
overall figures mask a sharp fall in land 
prices in metropolitan areas such as Tokyo, 
Osaka and Nagoya. Elsewhere, land prices 
continue to rise, though at a slower rate 
now. 

In central Tokyo, prices have now de- 
clined by around 30% compared with peak 
levels reached in the autumn of 1987, while 
prices in Osaka and Kyoto are deemed to 
be 40% down on their peak 1990 levels. 
This means that land prices in Japan's three = 
most densely populated regions are now = = = = = ç 
down 12.5% on average from their peak 
levels. Elsewhere, land prices increased on average by 2.3% in 
1991 over the figure one year earlier. 

Residential land prices fell in 15 of Japan’s 47 prefectures in 
1991 while commercial values dropped in 23 prefectures. In To- 
kyo's Setagaya district, the price of a one tsubo (3.3 nv) plot of land 
fell to around ¥4.5 million (US$30,000) in 1991 compared with ¥8 
million in 1987. 

The NLA's appraised figures are somewhat notional because 
they are based more on asking prices than on values actually 
realised. Transactions in land for commercial use have been at a 
very low ebb, especially in commercial areas of Tokyo. 

Independent analysis suggests that true market values are only 
60-70% of the land agency's figure in high-value areas and 80-90% 
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in other areas. One calculation suggests that land prices need to 
fall by a further 40% on average if they are to resume the relation- 
ship they had to the size of Japan’s economy before asset inflation 
took off in the mid-1980s, 

There are several reasons for believing that land prices will fall 
further. The principal ones are: the severity of the monetary 
squeeze in Japan and its impact upon real-estate developers and 
their creditors, changes in the rules governing land-related lend- 
ing and the impact of a new land tax. 

On 1 January the Ministry of Finance lifted controls on bank 
lending for land-related transactions. These controls, introduced 
at the height of the land boom in order to limit the direct exposure 
of the banking system, had the effect of restricting sales so that the 
market could not clear. 

The rate of transactions is expected to accelerate now that bank 
finance is again available to purchasers, but this may have the 
effect of establishing true market values well below asking prices. 

A 0.2% per annum tax levied on appraised values of land 
holdings, which was introduced last year, is also expected to in- 
duce some sales. The tax is also expected to reduce earnings for 
major land-holding corporations in Japan. Mitsubishi Estate, for 
example, estimates a ¥10 billion increase in its annual tax bill 
because of the tax. 

The biggest potential depressant for land prices in Japan, how- 
ever, is the prospect of further distress sales by real-estate devel: 
opment companies which need to realise cash into service debts. 

Japanese banks are offering support for developers where they 
judge the position to be viable in the long term — or where their 
exposure is simply too great to permit the failure of the debtor. A 
group of nine banks is currently working on a scheme to save the 
nation's biggest housing loan company, Nippon Housing Loan 
company. Nippon is one of eight such companies currently under 
the administration of the Finance Ministry. 

Non-bank lenders — finance and leasing companies — face 
the biggest threat of default on loans to property developers and 
on loans collateralised by land. They have 
made 45% of the Y120 trillion of loans out 
standing to the property market in one 
form or another. 

These non-banks in turn get most o: 
their funds from commercial banks, whc 
continued to use them as a conduit foi 
making property loans after the Finance 
Ministry curbs on direct lending were im: 
posed in 1989. 

Japanese commercial banks may have 
to write off as much as ¥5 trillion in loan: 
to non-banks. This is equal to just over 1% 
of their total assets. They may also have tc 
write off a further 0.5% to 1% of assets ir 
the shape of direct lending to property. 

If land prices were to spiral down more 
rapidly during 1992, however, the volume 
of bad debts on the books of banks anc 
non-banks could assume more serious 
proportions. The land price trends afforc 
some consolation to tenants of Japan's commercial office space 
and to some home buyers. 

Sanko Estate, which handles 14% of all office space in the To 
kyo metropolitan area, recently reported declines in actual rent: 
paid (including deposits and other non-rent payments) in 23 cen 
tral wards during the latter part of 1991. Despite a substantia 
amount of new office space coming on stream in the late 1980s 
the overall vacancy rate for Tokyo office space is still only 0.2%. 

Prices of existing houses and condominiums in the greater To 
kyo area are meanwhile estimated to be 20% down now on thei 
peak levels of April 1990. The number of completed condominiun 
sales rose by a very sharp 27.5% in February. This suggests tha 
house and condominium prices may now be bottoming out. 1 
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INDONESIA 


Tight money for 
new projects 


By Sally Gelston in Jakarta 


ight money continues to thwart developers' dreams for a 

l fuller Jakarta skyline. Bankers are reluctant to lend to real 

estate schemes because of restrictions on borrowing from 

offshore and the need to meet new capital to asset ratios. And 

foreign banks must allocate 80% of their loan portfolios to export- 
oriented business. 

Despite the many postponements of projects this has caused, 
construction remains so brisk in the office and retail sectors that 
developers have been offering new incentives to attract large 
tenants. 


Hotels lead the pack as the fastest-expanding sector. This con- - 


centration on visitor accommodation has 
not spilled over yet into projects for per- 
manent residents. Apartments and 
townhouses — in very short supply — 
present the most promising prospects for 
investors, says property consultants Col- 
liers International. 

The once-hot demand for prime office 
space has cooled considerably. Office oc- 
cupancy rates are on the decline as demand 
falls behind the growing supply. The oc- 
cupancy rate was 92% last year, down from 
98% in 1990. Lease rates dipped to US$14 
nv for new buildings but appear headed 
for US$15-20 nv, well below the peak of 
US$25 mv in 1989. 

This year, 280,000 m? of prime office 
space is coming on stream, with another 
200,000 m? expected in 1993, estimates 
property consultants PT Procon Indah, à 
Jones Lang Wootton partnership. Last year, 
another 219,500 m? was introduced, bringing total space to 1.3 
million m°. Consultants foresee a soft market through mid-1994, 
with vacancies hitting 15% before rebounding. 

Demand is dropping off as business expansions wait for easier 
credit. Office space taken up last year at 125,000 m*, was less than 
the 140,000 m? of 1990. But that still exceeded the historic annual 
average of 100,000 m? set in 1985-89. Procon Indah predicts the 
1992 take-up rate will slump back to the 100,000 nv level. 

Persuading tenants to pre-commit to new buildings is not easy 
in Jakarta. Wary of not getting enough phone lines or parking 
spaces, or other crucial services offered by established buildings, 
prospective tenants have found their resistance softened with new 
incentives. Starting last summer, several developers offered rent- 
free periods and to pay for fit outs. As a result, the effective 
monthly rent came to US$12 per m? in some cases, for tenants 
taking more than 100,000 m’, said Michael Williams, senior tech- 
nical adviser to Procon Indah. He said this practice has now been 
curtailed and developers are holding out for effective rates of 
around US$15 per m°. 

Shopping centres have become a way of life for a growing 
segment of the population. Indonesia, which had very few air- 
conditioned malls four years ago, has seen a mushrooming of 
glitzy centres with chrome atriums and escalators in Jakarta, 
Surabaya, Bandung, Medan and even in small towns. 

In Jakarta, where about 250,000 households have disposable 
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incomes of at least US$300 a month, five new centres will open by 
late 1993, bringing 215,000 m°? of new space, said Paul Schulte, 
vice-president of PT Jardine Fleming Nusantara. 

Of that, 91,000 m°? is expected to open this year, boosting Ja- 
karta retail space by 20%, Williams said. Still on the drawing 
board are Senayan Centre (60,000 m°), BNJ City (80,000 m?) and 
Chase Plaza Phase 2 (20-30,000 m°). 

Foreign retailers are following the lead of Sogo, despite its 
hostile reception in 1980. City officials had protested that the 
Japanese department store's debut violates a law banning foreign- 
ers from retailing. Yet Metro opened last year as an anchor tenant 


in Pondok Indah Mall. And now the new Centerpoint has lined _ 


up Isetan and Senin Atrium has signed on Yaohan. 

Occupancy rates at existing centres remain strong at 94%, 
Williams said. But for centres under construction, pre-commit- 
ments have slowed, he said. 

Terms have become more flexible for tenants unable to borrow 
money in the current climate. The traditional practice of paying 
20% up front and 80% over three years has given way to new 
rental structures. Owners have been known to trim upfront 
amounts, grant rent-free grace periods of three to six months, and 
absorb moving or fitting costs, he said. 

The hottest pent-up demand is for apartments and townhouses. 
Despite the sure success awaiting any well- 
located and well-run residential complex, 
however, developers have stalled. Either 


of apartments. It remains unclear whether 


Demand for new apartments and 
townhouses greatly exceeds the current 
supply of 1,700 units in Jakarta. Luxury 
high-rise apartments in prime locations, 
such as Hilton Residences, Park Royale and 
Palm Court, keep waiting lists. Procob 
Indah reports plans for an estimated 5,400 
units to be built over the next two to three 


Asia-Afrika in Senayan and Kemang Jaya 
Apartments in Kemang, south Jakarta. 
Rents, now ranging from US$1,912- 
6,200 per month, according to a Colliers 
survey, are expected to rise this year and next. No major new 
projects will open their doors until well into 1993. 
Hotels are headed for a glut that will pull down occupancy 


rates for four- and five-star rooms to the mid-60% range by 1995, — 


consultants say. The occupancy average at they close of 1991 was 
81%, and is projected to dip to 72% by late 1992. Room rates were 
US$160 to US$220 in five-star hotels, and averaged US$92 in four- 
star establishments. By 1995, the number of five-star rooms in 
Jakarta will increase by 54% from 2,977 to 4,577. Four-star rooms 
will increase by 73% from 2,958 to 5,120, Schulte said. 
About five five-star projects have been postponed or cancelled 
due to difficulties in obtaining financing or land titles. 
ing in 1991 were the Grand Hyatt with 400 rooms and Le 
Meridien with 245 rooms. This year has brought the 630-room 
Atlet Century Park Hotel in Senayan. Next year, the long-delayed 
Regent is slated to open its 400 rooms. In 1994, Hilton will open a 
500-room extension. That will be followed by Jakarta's largest 
hotel to date, the 700-room Shangri-La in 1995, In addition, Hotel 
Indonesia plans a 500-room five-star hotel on its Hotel Wisata site. 
The obvious need for a hotel near Soekarno-Hatta International 
Airport, west of Jakarta, could be fulfilled if plans move ahead for 
the 400-room four-star International Cengkerang Hotel. Partners 
are Salim, Bimantara and Cipta Bangun groups, Schulte said. 


years, including Jakarta Country Club, — 
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they lack access to financing or they con-  - 
tinue to wait for implementation of a con- 
dominium law that would legalise the sale — 
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Bali, overbuilt in 1989-90 and still recovering from the Gulf — 


War tourist scare, continued its clamp down on new hotels. — s 
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THAILAND 


Bloom is off 


the orchid 


By Paul Handley in Bangkok 
\ s property consultant Simon Landy puts it: “There is no 





longer any pretending that there is no over-supply.” Bang- 
kok’s office space market, at capacity just a year ago, is 
now clearly on the downhill slide. Residential, commercial and 
industrial space are roughly on the same curve. Hotels were al- 
ready in a slump, hit by a downturn in tourism that began a year 
ago, even before a mass of new hotel rooms hit the market. And 
in private housing, the market is buyers’ 
choice, with developers now publicly ad- 
vertising discounts and increasingly expen- 
sive gifts for new customers. 
The market to be hardest hit with over- 
supply is office space. By 1994-95, estimates 
Landy, who is the chief analyst for prop- 


Thai office 


‘000 m? 
2,100- 


erty consultants Richard Ellis (Thailand), ^ 4 ggg. 

the market should be looking at 30% va- 

cancy in prime locations. Others argue a 1.700- 

more depressed situation — 40% vacancy ' 

or more. 1.500- 
By the end of 1995, the numbers are 

hard to predict because no one can be sure 1.300- 

of the level of supply or of take-up by buy- j 

ers and renters: that will be a function of 1.100- 

the strength of the Thai economy and : 

whether new office towers delayed over the 

past two years will be started soon. 908 ‘91 '92 


Rental rates peaked last year, with the 
highest quality buildings getting Baht 800- 
850 (US$32-36) a m^ a month. Now, the best 
quality new buildings on the rental market, 


MALAYSIA 


No foreign fuel 


By Doug Tsuruoka in Kuala Lumpur 


A slowdown since last year in Malaysia's property sector has 
investors poised for a long-awaited fall in property prices. Signs 
of prime office, residential and industrial prices easing are still 
sparse. But the eventual fall should provide creative opportu- 
nities for businessmen who have exhausted the potential of a 
market where sale and rental values in most real-estate catego- 
ries are at record highs. The growing interest in buying more 
for less springs from a conviction that local property prices will 
rebound to their former glory once they undergo a cyclical 
correction. 

However, there is little else to cheer an otherwise cautious 
market. Although the aggregate value of all property transac- 
tions in Malaysia rose by 24% to M$3.68 billion (US$1.4 billion) 
in the first two months of 1992, there are widespread fears of a 
significant downturn by year's end. The market is also still 
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such as Diethelm Towers on Wireless Road, are asking rents in 
the Baht 700-800 range. Some lower quality buildings in the cen- 
tral Bangkok area have cut their asking rate from Baht 500-550 to 
below Baht 400. 

This is hitting slightly older buildings on tenant renewals. So 
far they are holding rents firm but offering incentives, such as 
rent-free periods, to keep from cutting the rate or losing tenants. 

Likewise, strata sales have drifted off their Baht 60-65,000 abso- 
lute peaks to more in the Baht 40-50,000 range. 

Overall, Landy does not see things going down much more. 
Or at least not uniformly. "Certain submarkets are still going to be 
undersupplied," he says. Unlike other cities with a clearly defined 
central business district, Bangkok has none. That is due to a lack 
of city planning and Bangkok's notorious traffic congestion. 

The result is any number of disparate areas which are able to 
attract prominent clients. Not even banks truthfully need to be in 
what is generally called the central business district on Silom Road. 

The submarkets which will continue to undersupply demand 
sketch out the so-called city centre: the Silom and Sathorn corri- 
dors, and Wireless and Rajdamri Roads 
Also increasingly important is Asoke/ 
Ratchadapisek Road extending past the 
new Queen Sirikit Convention Center. 

% Demand for these areas comes from 
-30 new companies entering Thailand. But 
Neil Roberts of First Pacific Davies points 
95 X Outthat there is also pent-up demand from 
rapidly expanding Thai corporations 
20 which are still crammed into second-class 
premises. Thev are beginning to make 


WH AXIS 


moves as the greater supply hits the mar- 


15. ( 
et. 
0 For instance, leading finance house Fi- 
1 nance One beat two tough competitors in 
5 April to take the whole of Christiani & 


Neilsen's 20-storey Sathorn Tower. The 
deal was worth an estimated Baht 43,000 a 
93 94 m? for the 35-year lease. Similarly, housing 
developer Ban Chang has just bought up 
the Plan group’s uncompleted Glas Haus 
tower on Sukhumvit Road. But outside 


Ri li i 
Source: Richard Elis these main areas other markets are more 


suffering from a November 1990 freeze by Malaysia's central bank 
on domestic borrowings by foreigners to finance local property 
deals, as well as a series of stringent rulings by the government's 
powerful Foreign Investment Committee which have rolled back 
foreign equity participation in joint property projects. 

The crackdowns are said to have “stabilised” average selling 
prices for choice office space at about M$600 per ft? in the first 
nine months of last year. 

With fewer foreigners in the market, sales of office and retail 
sites in cities like Kuala Lumpur have climbed down from the 
bullish levels seen in 1989 and 1990. In rentals, a 1991 Property 
Market Report issued by the government noted that actual take- 
up of office space in Kuala Lumpur had lagged behind the esti- 
mated supply of more than 2.6 million ft? available last year. 

Property boosters note that office occupancies are expected to 
remain firm — with high rises in Kuala Lumpur's upmarket 
“Golden Triangle” expected to enjoy rates of 90% or better — 
through to 1995. But office rents are expected to decline by 1993 or 
1994, after growing from 5% to 10% this year. This compares with 
1991, where the average rental for top-grade office space in Kuala 
Lumpur rose to M$5 per ft from M$4. The average rate also rose 
by 20% to M$2.80 per ft in older, second-class buildings. 

The restrained pace of dealings is evident even in outlying 
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questionable. The farther stretches of Ratchadapisek Road, Rama 
4 and Bang Na-Trat highway linking Bangkok and Pattaya are 
looking overbuilt. 

But even then, points out Landy, not all buildings will do 
badly. “In an oversupplied market people look for quality.” There 
are still not many top quality office towers. 

And Roberts adds that there could easily be more surprises 
such as on Bang Na-Trat, where in recent weeks several large 
businesses, including East Asiatic and Philips, have taken large 
chunks of buildings after having negotiated reduced rent levels. 
Many people previously had begun to think the prospects for 
property on the route were dismal. 

For investors, this situation means little likelihood of panic 

sales. Even in the hotel market, while there are new hotels quietly 
on the block, the asking prices are far too high to encourage bar- 
gain-seekers. Without a sharp downturn in the economy it is likely 
to remain that way. 
. One area which could see sharp drops in prices is in commer- 
cial/retail shop space. The sparseness of customers in some new 
malls and department stores, and the number of new ones on the 
way, suggests that certain complexes will have to offer retail shop 
owners very low rates to attract them in. The Thai consumer boom 
has not ended, but it has slowed in apparent reaction to sharp 
price rises over the past few years in shops and markets. These 
rises are a direct result of higher rents. 

. Overall, the situation is similar in residential properties. It is 
now a buyers' market. For new properties, discounts are being 
offered with abandon. Only a few top-level condominium apart- 
ment blocks going up in absolutely perfect locations — around 
Wireless and Rajdamri Roads, for instance — can continue to 
command high sales prices of over Baht 40,000 a mv. 

But whether prices for the scores of new condominium towers 
on Sukhumvit and elsewhere will fall very far is questionable. 
Estimates are in the upper-class market that residential vacancies 
will be 20% within 18 months. Many of the new units coming on 
line are owned by speculator-investors. Unless there is a sharp 
economic downturn and a credit squeeze, real-estate analysts do 
not expect the units to be put on the market at fire-sale prices. 

Asking prices have fallen 15% or more in recent months, 
and many units are on offer in the Baht 30,000 a n range. But in 
the worst case they would probably still not drop below Baht 
25,000. a 
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PHILIPPINES 


After the bull 


Is over 


By Frank Jiang in Manila s 
T he provinces adjoining Metro-Manila posted considerat 


























gains in residential lot values in 1991, suggesting that 

vestors could be positioning themselves for an econo 
expansion after the 11 May elections. But the continued lul 
overseas investments into luxury condominiums has dri 
Metro-Manila residential properties lower, which could meant 
the post-election pace of new developments will be slower: 
less expensive for the domestic consumer. 

Investors have been carefully taking stakes in the outskirt 
Metro-Manila hoping that the post-election boom that saw M 
residential values soar 350% in 1987-90 will be replicated: 
real estate consultant Ramon Cuervo: "Right now everyone 
taking a wait-and-see approach." 

Developers are awaiting the outcome for two reasons: to 
sure that business confidence will stabilise and to gauge the n 
administratior's intention on promoting rural development. [f ti 
new administration continues with the present development: 
gramme, then the provinces adjacent to Metro-Manila — Ci 
Laguna, and Rizal to the south and east of the capital — will like 
solidify their reputation as a formidable economic zone. 

Cavite's residential lots, in particular, surged 81% in 1991. A 
though gains range wildly from city to city, property prices in th 
area registered an overall 20% increase in 1991, still a health 
margin after adjusting for 15% inflation, according to Econote 
Inc. Residential, commercial, and industrial lots now cost on ave 
rage P1,200 per m’ in Cavite, P4,700 in Laguna and P475 in Riza 
Bulacan, the province to the north of the capital, had beenab 
prospect until the Mt Pinatubo eruption stopped its appreci 

In Laguna and Cavite, property values were driver 
emergence of 18 industrial estates where foreign firms like : 
Hyundai, Matsushita, and Precision Engineering have | 
themselves to start production in late 1992. The privatel 
industrial estates have basically supplanted the gove 
sored special export zones as destinations for foreign i 
because of their preferential property laws. Foreign. co: 
allowed to lease property for an indefinite period as 
area remains an industrial estate, says Robert Palusika o 
In addition, they retain land title and are allowed to s 
property at market value. And since most of the prc dü 
export-bound, the government levies little or no tax, 

Industrial estate property had originally been earmar ked 2 as 
government-sequestered land under agrarian reform, according 
to Cuervo. This meant large property owners could either lose 4 
acres of arable land or side-step reform by conv erting it into ani 
industrial estate. The first industrial estate opened in 1989, and. 
they are widely expected to be the engines for regional growth in 
the next few vears. : 

Following the industrial estates were new upper and middi 
class residential housing projects just outside Manila. “This mea 
that Manila is really expanding at the edges, mostly into the sou 
ern provinces." says Palusjka. 

Some of the boom south of Manila, however, can be redirect 
if the new administration decides to promote a "scatieri 
investments into the countryside. Analysts reckon areas o 
term potential include Batangas and Quezon provinces à 
Laguna in the south, the coast along the Babuyan Channel 
northern Luzon, and Davao City in Mindanao. The Tan Yu Gro 

























: oaie Luzon have is been men tioned as iid ced destina- 
s for development. But these areas are decades away from 
ipeting with the likes of Laguna, Rizal and Cavite. Either way, 

ebu, the so-called "pearl city" in Visayas will continue its climb 

as an industrial and tourist destination despite a 12% drop in 

-. residential lot values in 1991. 

With the spate of natural disasters, the value of Metro-Manila 

< residential lots posted a 1.2% gain in 1991, a sharp decline after 

.. adjusting for inflation. Makati, the financial district, kept pace with 

its 1990 value registering an impressive 18% rise. Pasay, which 

links the capital to the south, was the only city in Metro-Manila to 

have posted a significant appreciation, with a 70% gain. While 
^ Malabon, north of Manila, had its value more than halved. 

^ But a wide discrepancy still exists between the movement of 

... residential lots and upmarket condominiums, which took one of 

othe hardest hits in 1991 as Taiwanese and Hongkong investors 
failed to return after their retreat in 1990. Most condominium 

projects started in the boom year of 1989, and were forced to 
finish despite the drop in demand the next year. As the condo- 
iniums started coming on to the market in late 1990 and 1991, 
developers began price-slashing to recover costs. 
Overall, developed property is expected to maintain its see- 
saw climb as it parallels the rise of construction costs. A 20-kg bag 
of cement now stands at a relatively hefty P150, an 80% increase 
from 1990. And with 30-40% of construction materials imported, 
government predictions that the peso will depreciate to P27:US$1 
om its present P25.5 by the year-end, suggests that cost rises will 
> passed on to the buyer. 

-Philippine property laws could also be an area of contention 

rith the new administration. Current laws stipulate that foreign- 

s can not own property, but are allowed to purchase 40% of the 

units of an entire condominium. Some developers hope to aug- 

ment soft domestic demand through new legislation allowing 
greater foreign ownership by increasing their stake in a condomi- 
nium, or allowing foreigners to own property on 99-year leases. 8i 
























NEW ZEALAND 


By Colin James in Wellington | 





scope 


The New Zealand economic recovery is starting in the pro- 
> vinces, not much help to foreign property investors, except in 
coio the country’s third-biggest metropolitan area, Christchurch. 
^5. Overall, the value of non-residential building work put in 
jus place rose slightly i in the last half of 1991, mostly in office build- 
s : That coincided with: the economy generally coming out 
| ofa trough from the June quarter 1991. Most economic fore- 
|. casts are for modest economic growth through the next two 
to years. 
as d In Wellington, the capital, ‘were isa shortage of high-quality 
space for tenants requiring more than 5,000 m? of modern of- 
e space. Generally, the outlook for industrial space is prom- 
ising as the manufacturing s sector recovers from a fierce half- 
cade of economic restructuring. 
. newly listed company, New Zealand Farmlands, offers 
opportunities for portfolio investment in farms, New Zealand's 
ing mainstay. The stock has held par in a falling stock- 
and the due is s projecting a strong profit for the 
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; Decimated by 


rent incentives 


By Florence Chong 


V irtually every large office building in Australian capital 
cities has vacant floors. The vacancies are a lot worse in 
older and secondary buildings on city fringes. Rather than 
maintaining empty buildings, owners of several newly completed 
buildings in the worst affected markets, particularly Melbourne 
and Perth, have literally locked them up. And it looks like this 
trend will continue in the short term. The cost of running an 
empty building can run into millions of dollars a year, depending 
on the size. Having the wrong tenant can also be a major problem 
as some owners are finding out to their cost. Tenants are going to 
the wall, leaving a lot of unpaid rents. Yet others are conveniently 
going out of business just when their rent holidays have come to 
an end. 

Rent incentives equivalent to rent holidays of up to five or six 
vears have been driving the leasing market in Australian capital 
cities since the mid-1980s and intensified in the past three years 
when the over supply of office space became evident. The market 
went into a frenzy as owners tried to sign up the last few remain- 
ing large tenants. Only now the realisation that incentives are 
about to unveil a crop of unpleasant problems has dawned on 
Owners, 

Owners are now also looking at the impact of incentives on the 
value of their buildings. A leading Sydney property consultant, 
using the example of a 10,000-m* building, which produces an 
income of A$2 million (US$1.5 million) a year (based on an annual 
rental of A$200 a m°), says "if you can sell it at, say, 10% yield, the 


year to June on very little debt. 

If the pattern of buying by Asian interests (the main source 
of foreign investment) is a guide, the market is essentially. in’. 
modern buildings in the central business district (CBD) in Auck- - 
land and Wellington and in smaller buildings in the NZ$1-10 
million range on the fringes of the CBDs. A number of sales 
have been reported in the NZ$25-100 million range, with yields 
in the 9-11%-plus range. 

But it is a market with many pitfalls. Valuer Darroch and 
Co. reckons values are still falling, though may now be stabi- 
lising. New Zealand Property magazine editor Tom Frewen says 
while banks and institutions are still: holding : stock above their 
desired levels, the post-1987 crash fire sale is over. But the 

market has stalled at the bottom of the cycle. - a | 
E. Pd Wootton. 8 GL) ) says he Auckland c cap vacancy d 
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owner might get A$20 million for the building. If he offers a rental 
incentive of, say, three years, he is immediately discounting the 
value of the building by A$6 million.” 

Feeding off the desperation to find tenants, the latter are de- 
manding packages which have gone from being silly to ridicu- 
lous. A Victorian state government department in Melbourne is 
seeking incentives, estimated to be between A$25-30 million, to 
relocate. Whoever is game enough to sign up this department is 
faced with the cost of paying out the remaining six years it has left 
on its old lease. As well, the new owner will meet all the costs of 
relocation and renovation of the new premises. 

Industry sources say they are highly doubtful that any build- 
ing owner will be silly enough to oblige. As the industry is wak- 
ing up to costs of incentive deals, the alternative of locking up a 
building is looking more palatable. And some of the best known 
buildings in Australia face this prospect as they lose tenants whom 
they are unable to replace. 

Despite attempts to manipulate supply and demand by using 
incentives to hold up rents, capital values are finally falling. Rents 
which underpin the value of non-residential buildings in this 
country were propped up by 30-40%. This has, in turn, held values 
at artificially high level quite unrelated to the market. 

As a result, value of buildings in Sydney have fallen between 
40-50% since the property market collapse of 1989. The loss in 
capital value is more severe in Melbourne and Perth where vacan- 
cies are now well over 20%. These cities have been hit harder than 
others as their problems were compounded by spectacular cor- 
porate collapses. Industry analysts do not believe that these mar- 
kets will recover before 1995. Values in Brisbane and Adelaide 
- have also fallen across the board by at least 30% since the market 
turned down. The only reasonable market is Canberra which ser- 
vices the federal government and therefore has fairly constant 
demand. 

Comparing peak prices, Australian property prices are now at 
their lowest for more than a decade and income yields have for 
the first time in 20 years exceeded the cost of funds. But consider- 
ing the size and depth of its market, values are still relatively high, 
says property consultant Richard Luscombe, of Jones Lang 
Wootton. This is certainly the perception of European investors 
now assessing the Australian market. And it is one reason why 
overseas investors, particularly Southeast Asians, are hedging their 
bets in wanting high yields and water-tight contracts that lock 
tenants to long leases. 

Alternatively, they look for shopping centres where vacancies 
have held steady. Recent purchases have centred around shop- 
ping centres valued at around A$20 million. In New South Wales 
alone, some A$350 million worth of shopping centres were sold 
last year, a good number to offshore Asian investors who are 
competing against Australian insti- 
tutions. The Tay family, principals 
_ of the OG (Ocean Garment) Depart- 
. ment stores in Singapore, bought the — 
Strathfield Shopping Centre in Syd- — 7". 
ney’s western suburbs last year for 
A$25.25 million and is believed to 
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have recently acquired the Bass Hill 7,000- 
Plaza, also in Sydney's west, for 6000- 
AS28 million. infi 

Despite the recession and scores 5,000- 
of properties now owned by mort-  _ 000- 
gagees and administered by recei- s ey 
vers and liquidators, true fire sales — 3,900- 


have been few and far between. This 
is indicative of the Westpac Banking 
Corp.'s decision to become — by de- — 4 000 - 
fault — the largest owner of tourism TES 
properties. Receivers working for $ 
Westpac says it is not prepared to 
take huge losses for properties. m 
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Price bubble about to burst 
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SINGAPORE 


Shades of 
the past 


By N. Balakrishnan 


roperty prices in most sectors in Singapore are set to fall 
According to statistics released by the government statu- 


tory board, the Urban Redevelopment Authority (URA) 
prices of all the major property sectors except factories, softenec 
in the last quarter of 1991, after having registered increases in the 
first and second quarters. 

The URA’s fourth-quarter index for condominium prices, whic 
uses 1985 as a base year, fell only marginally by 0.1 percentage 
point to 155.2 in the final quarter of 1991 but the consensus now is 
that the falls this year will be steeper because of an economic 
slowdown and an increase in supply. 

Between now and 1996 Singapore is going to have about 12 
million ft of new office space coming on stream, of which about 
one third is expected within the next 12 months. The impact ol 
such a large supply of office space coming on the market is likely 
to be traumatic. Singapore’s total current stock of office space in 
the central business district is estimated at about 11.7 million ft. 

Historically, the take-up rate of office space is 1.5 million ft 
With a slowing economy, the take-up rate in the next two years al 
least, is unlikely to exceed this number and there is a strong like- 
lihood of rents and capital values falling steeply. 

Faced with the coming glut, office rental rates have already 
fallen by about 11% in the central business district, compared with 
a 16% rise in 1990 and a spectacular 64% lift in 1989. 

As in other markets faced with imminent oversupply, owner: 
are willing to do all sorts of fancy footwork to avoid giving « 
reduction in the stated rent. Favourite tactics are to give rent-free 
periods, especially for longer tenancies and for landlords tc 
absorb all sorts of levies and fees. The increase in vacancy rates is 
expected to reach 14% by 1994 in the Central Business District. 

A glut also seems to be developing in Singapore's residentia 
sector, particularly with condominiums. An estimated 6,000 con 
dominiums and landed properties are going to be released int 
the Singapore market in the next four years where the histork 
take-up rate is only about 3,600 units a year. 

What is even more worrying to some analysts is that the take 

, up rate has been slowing since 1986 
when a 6,000 take-up rate prevailed 
Absorption rates dropped below 
1,000 units last year. 
T Affordability ratios also seem tc 
—— be getting worse. According tc 
property agency Richard Ellis, ir 
1990 it took 22 years of the entire 
income of a median household in 
come in Singapore to buy an aver 
age-sized private apartment. During 
the recession of 1985-86, by contrast 
it took only 15 years income. 

With nearly 86% of the popula 
tion of Singapore living in publicly 
constructed and managed housing 
the private housing market in Sin 
gapore is tiny, catering for the up 
per middle classes and the investor: 
who wish to buy for renting out tc 
expatriates. 
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There are no publicly constructed “landed properties” in Sin 
gapore and the market for semi-detached and detached houses 


essentially caters for the local rich since the foreigners are gener- E 
has sucked workers off farms and out of eons into the con 


ally not allowed to own landed properties in Singapore. Prices i e 
this sector, according to the URA index, have fallen sharply by 5 
points to 144.8 last year. 

A property glut that occurs during a period of slower eco- 
nomic growth i is a nightmare for Singapore. It was the same sce- 
nario that in 1986 led to a severe local recession and Singapore's 
economy registering negative growth for the first time in 15 years. 

History, of course, does not repeat itself in the same way twice. 
Singapore' s economy is now far less dependent on construction. 
The sector represents about 596 of GDP compared with almost 
25% in 1986. s 
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By Mark Clifford in Seoul 


very Korean knows the proverb: 
"When cousin buys a field, I get a 
stomach ache." But with a glut of 
new property and tight liquidity depress- - 
ing sales, wags have given the old saying a 
new twist "When cousin sells his apart- 
ment, I get a stomach ache." 

Although prices peaked in April 1991, 
they have yet to fall significantly. Rental 
prices continue to inch up, reflecting strong 
demand for property and indicating that 
no collapse in residential prices is immi- 
nent. But, reflecting uncertainty, transaction 
volumes have dropped significantly. 

"There's no collapse," says a senior ana- 
lyst at the Korea Research Institute for Hu- 
man Settlements (KRIHS), "but prices are 
down perhaps 5% or 10%.” South Korea is 
unlikely to see an implosion of the sort that 
Japan and Taiwan witnessed in recent years 
because demand for apartments remains 
high and the residential market is almost 
entirely a cash market. 

Despite the soft market, a property- 
building boom is powering the nation's economy. The: construc- 
tion sector expanded 12% last year and contributed a record 9.4% 
to the country's GDP. In the capital area alone, 56,366 units were 
built. Another 60,000 are expected to be built this year. 

This reflects President Roh Tae Woo's bid to reduce social dis- 
content among working and middle-class families by increasing 
the number of low-priced units available for rental and purchase. 

More than half of all South Koreans now live in owner-occu- 
pied housing, reflecting the government's policy of building a 
more stable political system by broadening property ownership. 
Nationwide, 72% of the population lives in their own homes. In 
Seoul, however, the rate is just under 58%. Coincidentally or not, 
the ruling party has never done well in Seoul and it was trounced 
in the capital area in this March's legislative elections. 
uc -Many economists are wondering if all the new apartments are 
no oo much of a good thing. Although the new supply may be 
] property inflation, the spurt in demand for construction 











likely to make it through the current cycle. 
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bour and construction materials has caused serious botthene 


< and added to overall inflationary pressure. 


. Construction wages shot up 50% in 1990 and 25% in 1991. Tha 
struction workforce. The construction sector employ ed 84196 © 
the labour force as of the end of 1991, up from 3.3% in 1985. 

Part of the boom reflects the impact of new tax policies which. 
have spurred construction. Unused land is taxed heavily under 
legislation that took effect on most properties last year. 5 

Although it was government policies which spurred much of 
the construction, the government has adopted a number of mea- 
sures to cool off the construction sector. The latest restrictions 
which were adopted last July, froze all new permits for residen 
redevelopment; commercial building; and large-scale apartn 
and condominiums. These measures, which have been ex: 
through mid-1992, effectively mean that the property sector has 
become more focused on residential apartment building projects 
which have been able to get permit approvals. | 

The restrictions on commercial building were a blessing in dis 
guise to developers, for a glut of commercial property is p 
vacancy rates up — and may push some builders to the wall, "V 
have seen a bubble in the commercial sector,” says the KRINS an 
lyst. “There is a very high vacancy rate in ‘officetels’ and comune 
cial buildings.” In Taehan-ro, a major thoroughfare in the boc 
ing Kangnam district of southern Seoul, vacancy rates for x 
commercial space are now running around 50%. Without limi 
on commercial development, the situation would have been muct 
worse. 

There are no property-sector plays ir 
South Korea. But a handful of constructiot 
companies have ridden the back of the 
building boom. Residential developmen 
is the most lucrative part of the construc 
tion sector, despite strict limits on prices 
which limit builders’ profits. The price. 
its encourage the use of cheap mater E 
and often shoddy construction method 
A brouhaha developed last year whe 
some contractors in the new town : 
Pundang were found to be using sub: 
standard cement. E 

Analayst Mary Paeng at James Capel 
in Seoul estimates that the ave erage 

value of new apartments is two-a 
times the maximum selling price. 
sults in windfall gains for first-tim £ 
pants and, not E D the pr 
strictions are politically popular, — 

There is talk of lifting, or even.e 
ing this price ceiling, and replacin 
heavier taxes on development pr 
spongy market, like the current one, w 
be the best time to make such a move. But two recent construct 
ministers have lost their jobs, at least partly as a result of calling 
for the lifting of the price ceiling, so such a dramatic policy change 
is unlikely in this presidential election year. = 

The building sector still has room for substantial growth, ats 
least in turnover. The current five-year plan, which ends in 1997, - 
calls for another 2.5 million housing units to be built. Moreover, : 
infrastructure spending will remain high. 

But commercial property builders are likely to face continuing 
financing problems. They have typically assumed all the fine 
ing risks in new projects, and guaranteed landowners a pr 
That has given them enormous profit potential. But in a coun 
where monthly interest rates on the informal financial market 
kerb market) typically run between 1.8% and 3.5%, builders 
under intense pressure to sell their properties quickly. Most cc 
panies in the sector are highly geared, and not all of them 
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‘Twisted tracks 


Bangkok rail projects pose numerous planning problems 


By Paul Handley i in Bangkok 


or nearly two decades, people 

who live and work in Bangkok 

have begged their leaders for a 

mass transit system. Suddenly, 
they seem about to get three. 

But Bangkok should not rejoice just yet. 
While the prospects of being rescued from 
the city’s famous traffic jams are undoubt- 
edly brighter, the construction of three 
separately designed overhead-rail net- 
works — each backed by a different arm of 
government — could create a new night- 
mare. 

The competing schemes overlap not 
only with each other but also with high- 
way projects that are either under construc- 
tion or planned. Shoehorning three rail net- 
works into the city’s tight spaces will also 
not be easy. Several of the lines will be built 
over existing streets. In places where they 
have to cross each other, the spaghetti-like 
transport system may be up to four layers 
deep. 

So far, little effort has been made by 
developers or bureaucrats to resolve the 
planning conflicts. Together with rising 
costs, this leads some observers to believe 
that there will be further delays — and 
even that one of the concessionaires may 
yet pull out. 

On the other hand, if all three projects 
are built, Bangkok could end the decade 
with more than 100 km of elevated com- 
muter track capable of moving 3-4 million 
passengers a day. It would also write itself 
into the history books of mass transport. 
Most such projects are initially funded by 
governments or rely on heavy state subsi- 
dies; the Bangkok schemes, by contrast, are 
almost entirely privately invested. 

The three projects, all due to start con- 
struction early next year, are: 
> A 14-km two-route system that will run 
down the middle of Sukhumvit and Silom 
Roads, the two most heavily congested 
thoroughfares. The contract was awarded 
on 9 April by the city’s municipal govern- 
ment to Bangkok Transit System (BTS), a 
subsidiary of Thai property developer 
Tanayong. 
> A 36-km "skytrain" network that will 
connect the centre of the city with some of 
its expanding northern and eastern sub- 
urbs. The project was awarded to SNC- 





Lavalin of Canada in February by the Ex- 
pressway and Rapid Transit Authority, 
which comes under the Interior Ministry. 
> A 60-km network proposed by Hong- 
kong's Hopewell Holdings that would 
combine commuter and main rail lines 
with new highways and shopping spaces, 
all in a multi-deck design. Originally 
awarded to Hopewell by the Chatichai 
government in 1990, the contract was con- 
firmed last December after a prolonged 
political controversy. The project has been 
strongly backed by the Transport and 
Communications Ministry. 

All the contracts give their respective 
developers the right to build and operate 
the train networks for 30 years before ei- 
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Bangkok traffic cop takes a breather. 

ther seeking a new contract or turning the 
property over to the government. This 
forces concessionaires to focus on rates of 
return, whereas governments building 
mass transit systems tend to concentrate 
on economic-development issues. 

None of the developers has yet con- 
cluded the financing of its scheme. 
Tanayong's project is the cheapest, at an 
estimated cost of Baht 18 billion (US$705 
million), followed by SNC-Lavalin's at Baht 


FAR EASTERN ECONOMIC REVIEW 


1HOIN9 Avo 


68 billion and Hopewell's at Baht 80 bil- 
lion. 

SNC-Lavalin's skytrain project has beer 
around the longest, and some analyst: 
view it as the most vulnerable of the three 
both because of its complexity and because 
the two other schemes have got off to faster 
starts. Additionally, the company has suf 
fered recent financial setbacks which re 
sulted in original bidder Lavalin being 
taken over by SNC in 1991. Local repre 
sentative Don La Voie strongly denies 
however, that there is any possibility of the 
company bowing out. 

Lavalin topped a shortlist of bidders foi 
the ETA-promoted skytrain proposal in late 
1988, but political infighting prevented the 
ETA from awarding the contract for the nex! 
two years. Since an initial estimate of Bahi 
17 billion in 1986, the costs of the projec! 
have increased four-fold. 

The scheme is complicated because al. 
though some parts of the line will follow 
existing roadways, large amounts of lanc 
will have to be expropriated, at an esti: 
mated cost to SNC-Lavalin of Baht 18 bil 
lion. This means that a bigger variety o 
interests will be affected, and the potentia 
for delay is greater. 

It is also the reason why the project ha: 
been deemed to need a more leakproof fi 
nancing package. Besides a 25% equity in 
vestment by the Thai Government (the 
only public money committed to any o 
the three schemes), it will get substantia 
soft loans from foreign governments. Thes 
are expected to include about Baht 17 bil 
lion from Canada and possibly Baht 8 bil 
lion from the Japanese to support equip 
ment suppliers. 

Hopewell's project is also complex, bu: 
for different reasons. The Hongkong-basec 
developer plans to build over rights of way 
belonging to the State Railway of Thailanc 
(SRT), thus avoiding most land-expropria 
tion difficulties. Its route solution — whicl 
will extend to the west bank of the 
Chaophraya River as well as reach Dot 
Muang Airport, north of the city — is als 
easily the most desirable of the thre 
schemes. But the project will present th: 
most difficult engineering problems 

Hopewell chief Gordon Wu propos« 
the scheme in late 1989, exploiting the de 
lays then surrounding the skytrain plan 
Struck by the boldness of Wu's suggestion 
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the minister of communications, Montri 
Pongpanich, gave it strong backing. It also 
won favour with prime minister Chatichai 
Choonhavan. 

Despite there having been little detailed 
study of the Hopewell scheme, it received 
cabinet endorsement in June 1990 and by 
November had resulted in the signing of a 
30-year concession agreement. Such was 
the speed of its progress, however, that the 
scheme was quickly engulfed in allegations 
of corruption, and was subjected to a 
lengthy reappraisal by the post-coup gov- 
ernment of Chatichai’s successor, Anand 
Panyarachun. 

Judged solely on the economics of mass 
transport, Hopewell’s project would be 
hardly feasible. It will elevate the SRT's in- 
ner-city tracks, put on top of them a mass 
transit rail line and place above that an ur- 
ban expressway. But the key feature of the 
plan is some 95 ha of SRT land adjacent to 
the routes which Hopewell will develop 
for commercial use. These lucrative real- 
estate developments will subsidise the 
mass-transit network and produce the 
project's profits. 

The complications of the SNC-Lavalin 
and Hopewell schemes suggest that Tana- 
yong's more modest network may be the 
first to come into operation, even though it 
was the last to be signed. 

The project was initiated by the city ad- 
ministration because the two central gov- 
ernment-backed plans failed to service 
some crucial corridors. There was also frus- 
tration that the two other projects were be- 
ing constantly stalled by high-level poli- 
ticking. Rather than await the outcome, the 
city fathers decided to go ahead on their 
own. In Tanayong, controlled by Keeree 
Kanjanapas, they have enlisted the help of 
Thailand's wealthiest family. 

The BTS system will employ simple 
light-rail technology, according to Edward 
Chow, Tanayong executive director. There 
is speculation that Tanayong, which has 
never been involved in a transport project 
before, will bring in expertise from Hong- 
kong, which has a street-level light-rail 
system (Keeree is better known in the 
colony as C. S. Wong, managing director 
of the locally based Hwa Kay Thai Hold- 
ings.) 
Tanayong has not been promised any 
government financial support for its net- 
work; nor will it have any substantial real- 
estate holdings to develop. But the volume 
of passenger traffic through the city centre 
suggests the network will have the highest 
ridership. Additionally, Tanayong will not 
have to acquire land: most of the line is 
over existing roads and, in a few areas 
where sites must be obtained, they will be 
secured by the city administration. 
Tanayong reportedly expects to get sup- 
port from investors who own property that 
will be served by the project. 

The differences between the three 
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projects extend also to technology. Hope- 
well plans a heavy-rail system capable of 
moving more passengers over a longer dis- 
tance than the others. Both Tanayong and 
SNC-Lavalin will use light-rail cars, though 
Tanayong plans to use conventional power 
systems while SNC-Lavalin will use linear 
induction motor technology that has only 
been lightly tested elsewhere. 

The immediate challenge is to sort out 
the physical problem of laying down three 
separate systems designed and awarded 
by different government bodies. Accord- 
ing to a consultant's report last year, there 
are over 30 spots where the systems con- 








flict with each other and with government- 
developed expressway systems. 

Many of these problems can be resolved 
by raising one higher than the other, 
though that will raise costs and in some 
areas it may mean building as high as 33 
m. One of the most congested points — 
with four rail lines and roads crossing — 
will be in the Rattanakosin district, where 
substantial parts of the Hopewell project 
may breach local height restrictions. More 
importantly, the project will rise far above 
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the even stricter limits around King Bhumi- 
pol's Chitralada palace. The Anand gov- 
ernment suggested Hopewell take its line 
underground at this point; Hopewell is 
holding out for a change in the height lim- 
its. 

Another major challenge will occur 
where Hopewell's northern route parallels 
the Don Muang Tollway, an elevated road 
being built over the current main route to 
the airport. The tollway's developer is al- 
ready in a fight with the government on 
how to build the bridges needed for its 
project; the solution it seeks could create 
difficulties for Hopewell. 


Bangkok’s mass transit routes : 
P, 


vitan Administration 


So far, none of these conflicts has been 
resolved. Some cannot be, according to one 
government transport expert. More worry- 
ing, the new government of Suchinda Kra- 
prayoon has yet to confirm whether a spe- 
cial coordinating committee proposed by 
the Anand administration will be set up. If 
it is not, or if it succumbs to the sort of 
political infighting that characterised 
Chatichai’s term, the outlook for the capi- 
tal's "megaprojects" could be more con- 
fused. v 
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Defence contraction 


End of Cold War chills Japanese firms 


By Tai Ming Cheung in Tokyo 
J apan's defence industry is bracing for 








leaner times. While companies are 

busy with work contracted two ‘to 
three years ago, analysts say they will start 
feeling by 1994 the effect of a major decline 
in orders resulting from the end of the Cold 
War. The ¥865 billion (US$6.5 billion) of 
work awarded by Japan's Defence Agency 
in the budget for the fiscal year ending on 
31 March 1993 is 19% lower than the level 
appropriated two years earlier. 

The Defence Agency's spending cut- 
back took place despite overall growth in 
military outlays: the Y4.55 trillion defence 
budget is 3.8% larger than last year's. Most 
of the additional funding was allocated to 
improve the living standards of military 
personnel and to provide a greater contri- 
bution to the maintenance of US forces in 


. Japan. Spending on weapons accounted for 


just 22% of the budget. 

Opposition parties are demanding fur- 
ther cuts in defence spending, but the gov- 
ernment is holding back, arguing that 
Russia continues to modernise its military 
forces in Asia. The government says this 
buildup is a threat to Japan's security. 

Prime Minister Kiichi Miyazawa, how- 
ever, has made some gestures to appease 
the opposition. In February, he said the 
government would review its Medium 
Term Defence Buildup Programme that 
governs weapons purchases and would 
reduce total allocated defence spending 
over five years by 0.44%, or Y100 billion. 

Aircraft and missile makers are the ini- 
tial big losers in the industry slowdown. In 
the current defence budget, orders for 
missiles were slashed 36% from levels two 
years earlier to Y109 billion. Aircraft orders 

were cut 24% to Y272 billion. 

In recent years, these companies re- 
ceived a growing allocation of defence 
funds to finance major missile and aircraft 
projects. Some of the large projects affected 
in the funding cutbacks involve the licence 
production of US weapons such as 
Raytheon's Patriot missile air-defence sys- 
tem, McDonnell Douglas Corp.'s F15 
fighter jet and Lockheed Corp.'s P3C Orion 
anti-submarine aircraft. 

The number of contracts for warships, 
ammunition and tanks has also fallen, 
though less steeply. Warship orders in the 
current defence budget totalled Y205 bil- 
lion, a 10% decline from the two-years-ago 
level. Ammunition contracts fell 10% to 
Y158 billion, while tank orders dropped 
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15% to ¥72 billion. 

Analysts believe equipment purchases 
for the Ground Self-Defence Forces and the 
Maritime Self-Defence Forces will be the 
hardest hit by budgetary squeezes in the 
long term. They expect a large reduction in 
orders for Mitsubishi Heavy Industries’ 
latest main battle tank, the Type 90 

Signs of this trend are already evident. 
To reach procurement targets laid out by 
the Medium Term Defence Programme, at 
least 26 tanks are required to be produced 
annually, but the current defence budget 
allocated funds for the purchase of only 20 
tanks. 

Despite its problems, the Japanese de- 
fence industry — led by Mitsubishi Heavy 
Industries, Kawasaki Heavy Industries and 
Mitsubishi Electric — is in a much better 
position to deal with a retrenchment in 
arms production than its foreign counter- 
parts. While defence-related activities ac- 
count for 50-90% of the total work at most 
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major US defence contractors, for example 
the figure is significantly less for Japanese 
companies. 

In the fiscal year ended on 31 March 
defence contracts made up only 16.7% ol 
Mitsubishi Heavy Industries' total orders, 
21.4% of Kawasaki Heavy Industries’ and 
6% of Mitsubishi Electric's. Mitsubishi 
Heavy Industries, the country's No. 1 arm: 
maker, is the main contractor in the Patrio! 
missile and F15 ventures. Kawasaki Heavy 
Industries and Mitsubishi Electric are alsc 
mostly involved in aircraft and missile 
manufacturing. 

As foreign military sales are banned by 
the government, Japanese defence com: 
panies are also unaffected by the steer 
slump in the international arms market 
But the companies are growing increas- 
ingly concerned that foreign competitors 
may try to move more assertively into the 
Japanese market to make up for falling 
sales elsewhere. 

These fears appear to be justified. To- 
kyo, in response to pressure from Wash- 
ington to reduce its trade surplus with the 
US, is likely to increase purchases of US 
arms. Japan imported about ¥200 billion of 
US defence goods in the fiscal year ended 
on 31 March, a large proportion of which 
were components of weapons assembled 
in Japan under licence from US companies. 

The US is also pressuring Japan to cut 
back on its licenced production of wea- 
ponry. When the Defence Agency decided 
in 199] to buy 36 multi-launcher rocket 
systems from LTV Corp. at a cost of ¥60C 
billion, it wanted a contract under which 
Japanese companies could build 75% of the 
launchers. Washington objected to this 
proposal, and the agency eventually 
agreed to buy already-assembled launch- 
ers, 

Another wrangle concerns Japan's in- 
tended purchase of an airborne early 
warning and control system, better known 
as AWACS. The Defence Agency had 
planned to buy four AWACS aircraft based 
on the Boeing 707 airliner. But because 
Boeing was about to close its production 
line for this aircraft, the company and 
Washington asked the agency to purchase 
additional aircraft or pay substantially 
more for each aircraft to make the deal 
economically viable. The Defence Agency 
refused the offer, and it is now considering 
the acquisition of an AWACS system based 
on the Boeing 767. 

Despite such problems, Japan's defence 
industry recognises that its economic well- 
being depends on the survival of US de- 
fence companies. "The issue is how much 
work should we give to US companies 
without affecting our own interests," a 
defence-industry lobbyist explains. 

Reflecting the extent of this interde- 
pendence, the FSX-fighter programme, a 
joint project by Japanese and US aerospace 
companies to build Japan's next-generation 
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combat aircraft, is entering the final stages 
of research and development. The project, 
which is to begin production in the late 
1990s, was delayed for two years when 
talks became entangled in bilateral eco- 
nomic frictions. A wide range of other joint 
ventures is also under way. 

Defence contractors, meanwhile, are be- 
ginning to prepare for the impending 
slowdown. Temporary workers are being 
laid off, staff overtime is being cut and 
much less work is being sub-contracted. 
Companies are also looking at switching 
military-production lines to civilian work. 
Kawasaki Heavy Industries, for example, 
is studying plans to manufacture bullet 
trains for Japan Railways at its main air- 
craft factory in Gifu. 

Consequently, defence-industry execu- 
tives are growing increasingly concerned 
that the scaling back of their companies’ 
production capabilities could damage Ja- 
pan’s prospects of remaining a major arms 
maker. “We need to maintain a minimum 
industrial base where we can meet our in- 
digenous military requirements,” a de- 
fence-industry lobbyist says. 

This fear may be groundless. Analysts 
»oint out that the Japanese Government is 
verly generous in its support of the de- 
ence industry. Because of the high degree 
X government support, they point out, the 
»roduction cost of arms is substantially 
uigher than comparable items manufac- 
ured in other countries. 

Mitsuo Takai, a retired military re- 
archer at the Defence Technology Foun- 
lation, complains that the Type 90 tank 
vith its Y1.2 billion price tag is almost five 
imes more expensive than a US MIAI 
Abrams tank, its nearest equivalent. A 
McDonnell Douglas F4 fighter costs more 
han twice as much to produce in Japan as 
he same aircraft does in the US. 

Defence-industry executives argue that 
lespite these inflated costs, their compa- 
vies barely break even from arms sales. In 
he fiscal year ended on 31 March, Mit- 
iubishi Heavy Industries as a whole had a 
vet profit of Y90 billion on revenue of Y2.5 
rillion. 

The government is already moving to 
ielp the defence industry's long-term 
ospects by increasing research funding. 
Appropriations for research and develop- 
nent were increased as a proportion of 
werall defence spending to 2.8%, or Y31 
illion, in the current fiscal year from less 
han 2% in the mid-1980s. 

This level of spending, though, is still 
ubstantially less than in most other deve- 
oped countries. Germany is allocating 6% 
f its current defence budget for research 
nd development, while the US is spend- 
ng 12.4%. Japanese Defence Agency offi- 
ials say they want to increase spending on 
veapons research and development to at 
zast 5%, particularly in military electron- 
7S. = 
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Guns or butter 


Bank fuels debate about arms spending in Asia 





By Anthony Rowley in Tokyo 
he notion that military spending in 
| developing countries has a negative 
impact on economic growth is 
popular in Japan, where the government is 
threatening to tailor its aid policy to 
penalise countries which spend heavily on 
arms. Yet the Manila-based Asian Deve- 
lopment Bank (ADB) can find little evi- 
dence that military spending in the region 
is directly correlated with economic and 
social development. 





Source: ADB 


It is not simply Japan's current pre- 
occupation with aid and military spending 
that is at issue, though the ADB notes that 
three of its biggest aid recipients — China, 
India and Pakistan — are big military 
spenders. As the bank notes, the end of the 
Cold War has reduced the probability of 
military conflict. For these reasons, inter- 
national attention is turning towards arms 
spending in developing countries. 

The ADB points out that by several 
measures, South Korea, Singapore and 
Taiwan have had the highest levels of mili- 
tary spending among the bank's develop- 
ing member countries. "Yet they were also 
leaders in terms of economic growth," it 
says. "It would seem that in countries 
where market-oriented and outward-look- 
ing policies have been pursued, together 
with minimal price distortions, the impact 
of military expenditure on growth may be 
relatively insignificant," observes the de- 
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velopment bank. 

The bank admits that one of the reasons 
why South Asian countries have been 
struggling with large fiscal deficits, falling 
growth rates and price instability is that’ 
their defence spending has been rising 
faster than GDP. But this can be traced to 
overall economic policy in these countries, 

"The gravest criticism of military 
expenditure is that it dilutes efforts at 
poverty reduction by crowding out gov- 
ernment spending on the social sector,” 
says the ADB. But the bank says its own 
research provides no evidence of such a 
link. 

ADB research cites the cases of South 
Korea, Burma, Singapore and Thailand 
which spend a high proportion (18-25%) 
of their budgets on defence, but which 
spend an equally high proportion (19- 
26%) of their budgets on education and 
health. 

The bank admits that India and Paki- 
stan are big military spenders and yet de- 
vote only around 4% of their central gov- 
ernment expenditure on education and 
health. It declares nevertheless that social 
spending is a “matter of priorities” and 
does not directly reflect the preemption by 
military spending. 

If India and Pakistan were to reduce 
their military spending by 20% and devote 
the savings to education and health, then 
spending on these catergories could, in 
theory, increase by 80% in India’s case and 
by 170% in Pakistan's. But there is no guar- 
antee that reduced military spending 
would automatically lead to increases in 
education and health spending, the ADB 
argues, 

In absolute terms, India has been deve- 
loping Asia's biggest military spender with 
an average annual budget for this purpose 
of nearly US$10 billion in 1988-90, followed 
by South Korea with à budget of USS8 bil- 
lion and China and Taiwan with US$6.4 
billion each. 

As a proportion of GDP, Pakistan's 
military spending is the largest in Asia, 
followed by Singapore and Taiwan. On a 
per-capita basis, the biggest spenders are 
Singapore, Taiwan and South Korea. 

Asia provides numerous examples of 
military spending which is high relative to 
levels of economic achievement, says the 
ADB. Even if there is no automatic substitu- 
tion between arms and welfare spending, 
policy makers need to be aware of the op- 
portunity cost of a big defence budget, the 
bank concludes. a 
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Suharto family’s businesses face mounting criticism in Indonesia 


By Adam Schwarz in Jakarta 
During his 25 years in 
-@ ~ power, President Su- 
= Q' harto has engineered an 
economic transforma- 
tion of Indonesia that has earned him the 
accolade "father of development." But as 
father of a family, Suharto is coming under 
increasing criticism for allowing his chil- 
dren to roost in the commanding heights 
of the economy. The blot of nepotism could 
stain a generation of progress, critics say. 
Resentment of the rapidly growing 
business empires of Suharto's children is 
bubbling to the surface less than two 
months before parliamentary elections. In 
a rare public display of candour, several 
senior government officials and corporate 
leaders recently said that Suharto-linked 
businesses were hindering economic deve- 
lopment. 










checked, could slow Indonesia's moves to- 
wards democracy and complicate the tran- 
sition of power when Suharto decides to 
relinquish the presidency. 

Over the past decade, Suharto's six 
children and their corporate vehicles have 
enjoyed the fruits of an array of monopo- 
lies and preferential trading arrangements. 
They have been granted billions of US 
dollars in loans from state banks, privi- 
leged treatment in tenders for government 
contracts, and a variety of agency relation- 
ships with foreign firms. 

Financial information on Suharto fam- 
ily-owned businesses is scarce, but busi- 
ness sources estimate that the combined 
revenues from operations and investments 
amount to several billion US dollars a year. 
This would put these businesses on a par 
with such corporate powerhouses as Liem 
Sioe Liong's Salim Group and Prajogo 
Pangestu's Barito Pacific Group. 


indonesia’s top family 


spicuous activities of the family. In lat 
March, Kharis Suhud, the speaker of th 
parliament, identified three monopolic 
operated by Suharto’s children as bein 
damaging to the common good. The thre 
he mentioned involved cloves, oranges an 
a franchise to collect television fees. 

A clove monopoly run by Suharto 
youngest son, Hutomo Mandala Putra - 
nicknamed Tommy — has wreaked havc 
in the cigarette industry, despite its oste1 
sible purpose of helping clove farmers. TT 
manufacturers which use the cloves in the 
cigarettes are likely to buy less tobacco th 
year, so another large group of farme: 
may be hurt. An orange-trading monopol 
run by another son, Bambang Trihatmod} 
in West Kalimantan is deeply unpopuli 
among, farmers. 

Mekatama Raya was granted an exch 
sive licence in 1990 to collect fees for tl 
government from the owners of televisic 








C Husband or wife 


The criticism is not expected to have a 
significant impact on the results of the 9 
June elections, but the perceived nepotism 
within the Suharto family is likely to have 
deeper implications for the country. “The 
central question is whether the avarice of 
the children will ultimately undermine 25 
years of pretty good leadership,” says one 
Asian ambassador in Jakarta. 

The indictment is a long one. Critics say 
the spectacular rise of Suharto-linked busi- 
ness groups is damaging official efforts to 
make the economy more efficient. Like the 
banyan tree, their growth stifles the emer- 
gence of an indigenous entrepreneurial 
class. As unnecessary middlemen, they 
impose costs that other firms should not be 
burdened with. They are inefficient, being 
awarded contracts that should have gone 
to more deserving candidates. And politi- 
cal analysts say the businesses, if un- 
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Bambang Trihatmodjo ^ Siti Hedijanti Herijadi Hutomo Mandala Putra 


Note: Years refer to date of birth 


“The children have wormed their way 
into every conceivable corner of the 
economy,” says one foreign businessman 
with many years’ experience in Indonesia. 
“You cannot get involved in an important 
deal any more if you don’t bring in at least 
one of the children.” 

The businessman, like almost all those 
interviewed, would speak only on the con- 
dition of anonymity. Public discussion of 
several topics is discouraged in Indonesia, 
but two subjects stand out for their sensi- 
tivity: the businesses of Suharto's family 
and the question of the presidential succes- 
sion. “There are some taboos in Indonesia 
which are clearly hampering the develop- 
ment of real democracy," says Kwik Kian 
Gie, an economist and member of the In- 
donesian Democratic Party (PDI). 

But establishment figures have started 
to speak out against some of the most con- 
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Endang Adyningsih 
Pratikno Singgih 
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sets. Mekatama is part-owned by Sis 
Harjojudanto, Suharto's eldest son, ar 
Sudwikatmono, Suharto's cousin. New 
papers have received many angry lette 
from Indonesians complaining of beit 
harassed by fee collectors who often tu 
up with police officers in tow. 

These are the most visible of a vast c 
ray of businesses controlled by the fii 
family, which has been involved in cor 
mercial activities since Suharto becan 
president in 1967. The president's cous 
Sudwikatmono and his half-broth« 
Probosutedjo, quickly became importa 
businessmen. To a lesser degree, Suhart 
wife, Siti Hartinah, also made her mark 
the business world. But by the late 1981 
these were peripheral corporate figur 
compared with the president's children. 

The three principal players among € 
harto's six offspring are: Siti Hardija: 
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Rukmana, 43, known as Tutut, whose main 
volding company is the Citra Lamtoro 
sung group; Bambang, 39, who heads the 
Jimantara Group; and Tommy, 29, whose 
nain businesses are in the Humpuss 
»roup. None of the three seems to take an 
ictive day-to-day role in the companies. 

Sigit, 40, owns a share of the Humpuss 
sroup, but takes no managerial role. Siti 
dedijanti Herijadi, 33, is the fourth child 
ind owns the diversified Daya Tata Matra 
sroup. The youngest child, Siti Hutami 
indang Adyningsih, 27, is said to own at 
east three companies. 

As for President Suharto, he is not 
mown to have any direct investments, but 
‘hairs several charitable foundations that 
old stakes in private businesses. 

Despite the size and diversity of Su- 
arto family-owned companies, they are 
wot likely to cause the ruling party Golkar 
o lose its parliamentary majority in the 
ipcoming elections. For one thing, it will 
»e difficult for the other two parties to 
nake political capital out of the issue, 
"iven the constraints on public debate. But 
30lkar’s share of the vote could well fall 
rom the 73% it gained in the last election 
n 1987. 

Golkar has been quick to claim credit 
or the recent concessions to public opin- 
on made by the Suharto kin. On 9 April, 
he government said the clove monopoly 
vould hand over some of its responsibility 
or procuring the spice to agricultural co- 
peratives. Five days later, the government 
20k over the collection of television fees 
rom Mekatama Raya. As for the orange- 
trading monopoly, it is expected to be 
anded over to the governor of West 
alimantan, where much of Indonesia's 
range crop is grown. 

"Golkar can gain if the problems ap- 
ear to be reduced just before the elec- 
ons," says Golkar secretary-general Rach- 
rat Witoelar. “A lot of our voters have 
lready accepted the [Suharto family busi- 
esses] as a fact of Indonesia’s develop- 
nent process,” he says. 

But these three monopolies are just the 
ps of an iceberg. Critics say that the sur- 
endering of control of these businesses is 
ot likely to curb the long-term impact of 
1e. Suharto family businesses on the 
conomy. Military and business sources 
imiliar with Suharto's views warn that the 
resident interprets criticism of his children 
s» veiled political attacks on the presi- 
ency. He has reacted harshly to those who 
ave brought these criticisms to him. 

Some prefer to tell the president what 
e wants to hear. On 30 March, the gover- 
or of West Kalimantan, Pardjoko Suryo- 
usumo, told Suharto that only 20 out of 
3,000 farmers directly affected were op- 
osed to the orange-trading monopoly. 
nd three of the dissenters, he said, were 
ymmunist sympathisers. This view ap- 
ears to conflict with a 19 March dispatch 
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President Suharto, 
ə | 2 who is 70, chairs a 
number of charities 
that hold shares but 
has no direct interest in companies him- 
self. The Dakab, Supersemar and 
Dharmais foundations have small hold- 
ings in Indocement, the country's larg- 
est cement plant, and a controlling stake 
in Bank Duta. are also believed to 
be shareholders in Bank Umum 
Nasional and Tugu Pratama, a large, 
partly state-owned insurance firm. 

The Dakab founda- 
tion, along with compa- 
nies owned by daughter 
Tutut and son Tommy, 
controls Indonesia's first 
privately owned fertiliser 
plant, the US$200 million 
Pupuk Kujang II. An- 
other foundation, Hara- 
pan Kita, holds stakes in 
hotels, sugar-refining, 
toll roads and wood- 


processing. 

Besides Tutut, Tom- 
my and Bambang, Su- 
harto's other three off- 
spring, also have exten- 
sive business interests. 

The oldest son, Sigit 
Harjojudanto, 40, does 
not control a group of his own and 
takes no managerial role in his invest- 
ments. But he owns 40% of the 
Humpuss Group and has a 17.5% stake 
in Bank Central Asia, Indonesia's larg- 
est private bank. Sigit also has stakes in 
à handful of Tommy's businesses and 
controls about 25% of the equity in a 
US$400 million polyethylene plant op- 
erated by British Petroleum in West 
Java. 

Siti Hedijanti Herijadi, 33, the fourth 


by the official newsagency Antara which 
reported a long list of complaints by 
orange farmers. 

A clove farmer in East Java, who claims 
he is bitterly opposed to the monopoly Op- 
erating in his industry, says he is too 
frightened to speak out publicly: “If I say 
anything, they will call me a communist." 

Political analysts describe Suharto's 
children as the president's blind spot. “As 
long as his children are not involved, the 
president makes very rational economic 
decisions. But when the kids get involved, 
rationality loses,” says one long-serving 
cabinet minister. In his 1989 autobiogra- 
phy, as well as in comments to cabinet 
ministers and others, Suharto says his 
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President Suharto: blind spot. 


child, is married to Lieut-Col Prabowo 
Subianto, a divisional commander in 
Indonesia’s Strategic Reserve Corps and 
son of a lon economic adviser to 
Suharto. Titiek Prabowo, as she is 
known, established the Daya Tata 
Matra (Datam) Group in the early 1980s 
along with her elder sister Tutut. 

The group has investments in bank- 
ing, real estate, trading and wood 
processing. Datam is dependent for 
much of its cash flow on lucrative sup- 
ply and distribution contracts with 
state-owned firms, es- 

oil and gas gi- 
ant Pertamina. In 
March, Titiek Prabowo 
was given approval to 
build a US$400 million 
cement plant in North 
Sumatra. The project 
had been delayed by 
claims that it would 
damage a protected 
forest n 

The youngest child 
is Siti Hutami Endang 
Adyningsih, 27, about 
whom little is known. 
She is said to own at 
least three companies: 
Bima Sinar Amity, a 
warehouse-manage- 
ment firm; Multi Gambut Industri, a co- 
conut plantation and processing works; 
and Nuswa Primadira, which owns a 
fleet of passenger buses and some real 
estate. Sources say Nuswa Primadira is 
chasing a contract to import 1,000 new 
buses for the Jakarta city government. 

Hutami is also believed to own eq- 
uity stakes in businesses controlled by 
her older siblings, including the Over- 
seas Express Bank and Redjo Sari Bumi, 
an animal-feed mill. @ Adam Schwarz 


children have as much right as any Indo- 
nesians to enter business. 

Executives who work for the children 
credit their companies with brushing aside 
obstacles to bring new services to Indone- 
sian consumers. Frequently cited examples 
are Sempati, the private airline owned by 
Tommy; Rajawali Citra Televisi Indonesia, 
a private television station owned by 
Bambang; and the cross-Jakarta toll road 
built by one of Tutut's firms. 

Other Indonesians suggest Suharto's 
children are the gullible dupes of unscru- 
pulous businessmen employing the family 
name to advance their own interests. Yet 
another view is that the children act as a 
useful brake on the small but economically 
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dominant Indonesian-Chinese business 
community. "I'd rather the kids get the fa- 
vours than the Chinese," says one well- 
known academic. 

While Indonesia is unlikely to imitate 
Malaysia's New Economic Policy — a 
1970-90 programme which aimed to divert 
30% of corporate equity into the hands of 
indigenous Malays — there is widespread 
agreement that the economic dominance of 
Indonesian-Chinese businessmen must be 
reduced if racial tension is to be avoided. 

But there is also a consensus that Indo- 
nesia's wealth should be spread over a 
much wider group of pribumi businessmen 
than just the Suharto offspring if a genuine 
indigenous capitalist class is to emerge. 
According to this view, there is nothing 
intrinsically wrong with the children's in- 
volvement in business. The problem is the 
preferential treatment they appear to ex- 

and which is rarely denied them. 

At the simplest level, the children's 
businesses push up costs to consumers and 
the wider business community. The child- 
ren have accumulated capital principally 
by acting as middlemen in supplying and 
distributing goods for state-owned firms 
such as Pertamina, electricity utility PLN, 
airline Garuda Indonesia, telecoms pro- 
vider Telkom, tin company Tambang 
Timah and Krakatau Steel. The work could 
be performed just as well by the firms 
themselves. 

Bankers say the seven state-owned 
banks have all been called upon to fund 
projects owned by the children, and there 
appears to be no penalty for non-payment. 
Bank Dagang Negara and Bank Bumi Daya 
are said to be the worst affected. 

At a broader economic level, the child- 
ren and their businesses are hampering the 
economic reform programme pursued by 
the government since the early 1980s. 
Sjahrir, an economist who heads the Insti- 
tute for Economic and Financial Research, 
says "the activities of [Indonesia's] privi- 
leged businesses are undermining the 
moral authority of the technocrats." 

Vested interests are jeopardising the 
success of future deregulation, economists 
say, for although many reforms have been 
made, a lot more needs to be done to 
maintain Indonesia's competitiveness 
against its neighbours. The more preferen- 
tial treatment Suharto's children receive, 
the more they need the protection of their 
father. The bigger their businesses become, 
the more difficult it is to ensure their in- 
terests are not harmed after the president 
steps down or dies. 

The spread of Suharto-linked businesses 
carries a political risk. Some political ana- 
lysts and military sources fear that the 
activities of Suharto's children are draining 
legitimacy from the nation's leadership. A 
weakening of the president's authority 
could make a peaceful transition of power 
more difficult, these analysts believe. m 
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From oil to aircraft 





Bambangs group relies on the name behind it 


Of all the businesses 
owned by President 
Suharto's children, 
Bambang Trihatmod- 
jo's Bimantara Group is the largest and has 
moved furthest along the path to becom- 
ing a sustainable corporate enterprise. But 
like other companies linked to the presi- 
dential family, Bimantara continues to de- 
pend heavily on preferential trading ar- 
rangements. 

At the age of 29, Bambang established 
Bimantara in 1982 with several of his 
former school mates and with his brother- 
in-law Indra Rukmana, then 31. Between 
them, Bambang and Rukmana are believed 
to control a majority of Bimantara shares. 

Initially, capital for Bimantara ventures 
came from special oil-trading deals 
Bambang arranged with oil giant 
Pertamina through a company called 
Samudra Petroleum Asia, set up in 1981. 
Together with President Suharto's cousin 
Sudwikatmono, Bambang and Rukmana 
later established Permindo Oil Trading in 
1985. Both companies receive allocations of 
crude oil from Pertamina to sell overseas, 
and they continue to earn the group an 
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annual income reputedly running int 
many millions of US dollars. 

In 1984, Bambang, his brother Sig 
Harjojudanto and Sudwikatmono set u 
Panca Holding, which was granted an e 
clusive licence to import raw materia 
used in the manufacturing of plastics. Th 
licence was revoked in 1988 as governmer 
planners tried to reform the econom: 
Since then, all three owners of Panca Holc 
ing have acquired large investments in h 
donesia's petrochemical industry. 

In the late 1980s and into the earl 
1990s, Bimantara expanded rapidly. TI 
group took stakes in vehicle-assembly 0} 
erations; won a licence to ship liquefie 
natural gas to South Korea; joined wit 
Nestle to make powdered milk; set u 
Elektrindo Nusantara, a manufacturer « 
telecommunications equipment; bought 
stake in one of Indonesia's largest foresti 
concessions; and moved into the air-carg 
business. 

In 1989, Bimantara became the first h 
donesian company to set up a private! 
owned television station. RCTI, as the sti 
tion is known, has been warmly receive 
as a more entertaining competitor to tl 


Corporate catalyst 


Siti Hardijanti Ruk- 
[^] mana is the most 
complex of the three 
Suharto children with 
major business interests. Tutut, as she is 
known, balances her business involve- 
ment with a host of social and charitable 
activities and so is seen as less of a drain 
on the economy than some of her siblings. 

She directs a social-welfare foundation 





that supports a gm of youth activities 


and another that helps victims of natural 
disasters. Another foundation helps to 
provide jobs for Indonesians living in re- 
mote areas such as Irian Jaya. One of her 
companies intends to produce vaccines 
for the hepatitis-B virus. | 

These sorts of activities have garnered 


for Tutut a degree of popularity which 
her brothers cannot match. Some Indone- 


sians have even mooted the idea of Tutut 
becoming a provincial governor or par- 
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liamentarian. "I see Mbak Tutut as a n 
tional asset," says Abdullah Alati 
Fahmi, à senior executive in the group 
companies. ("Mbak" is Javanese f 
"elder sister.") 

Others say these activities mere 
serve to deflect attention from Tutul 
main business interests. In à number | 
these interests, the critics say, Tutul 
principal contribution is to ensure b 

Many of Tutut’s businesses are i 
cluded in the Citra Lamtoro Gung (CL 
Group. Tutut, her husband Ind 
Rukmana, and her two younger siste 
set up the holding company for tl 
group in 1983. CLG is active in plant 

construction, trading and pharm 
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state-owned broadcaster TVRI. Together 
with another private station partially 
»wned by Sudwikatmono, RCTI now 
»roadcasts to Jakarta, Bandung, Surabaya 
ind Denpasar. 

The two stations, along with Televisi 
Pendidikan Indonesia (TP), another 
»roadcasting venture owned by Bam- 
»ang's sister Tutut, fund themselves by 
selling air-time to advertisers. In 1981, TVRI 
was banned from showing commercials in 
order not to "encourage consumerism” in 
"ural areas. It instead raises money through 
icence fees, an operation that was run by a 
x'ompany partly owned by Sigit. The fran- 
hise was taken away by the government 
n April of this year. 

Also in 1989, Bambang and his younger 
xother, Tommy, each took 10% 
stakes in a controversial aircraft- 
easing consortium which was sup- 
»osed to acquire six MD-11 
Nidebody aircraft for Garuda In- 
lonesia. One MD-11 has been de- 
ivered but the contract for the 
thers may be cancelled. Bambang 
s reportedly seeking to be part of a 
easing group to acquire Boeing 
47s for the national airline. 

One of Bimantara's priorities for 
he 1990s is infrastructural devel- 
ipment. The group won a contract 
o build a pipeline from an Atlantic 
tichfield gasfield north of Bali to a 
'ower plant in Gresik, East Java. 

The single largest investment of 
he group was to have been a 40% 


ke her brother Sigit Harjojudanto, 
he has a 17.5% share of Bank Cen- 
ral Asia. 
CLG's first big splash came in 
989 when controversy erupted 
ver the groups role in a consor- 
um. à toll road across the 
riddle of Jakarta. The controversy, 
vhich was never resolved, was 
ver the splitting of toll fees be- 
ween the consortium and Jasa 
larga, the state-owned toll road 
ompany. There were allegations 
vat the consortium was allotted more 
ian half of the toll revenue even thou 
had put in less than half of the invest- 
ent needed for construction. 
In 1990, Tutut, along with at least two 
f her brothers, became enmeshed in a 
mvoluted tender process for a giant 
lecommunications contract. Under in- 
nse domestic and international pres- 
ire, the Indonesian Government ulti- 
iately doubled the size of the contract, 
nown as STDI-2, to 750,000 lines and gave 
alf each to American Telephone & Tel- 
sraph (AT&T) and to NEC of Japan. 
Bambang Trihatmodjo was the first to 
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stake in the US$1.8 billion Chandra Asri 
petrochemical complex in West Java. The 
government postponed this and many 
other projects in September in a bid to ar- 
rest a worsening current-account balance. 
In mid-April, it was decided officially to 
go ahead with the project, but under 100% 
foreign ownership. It is not clear what role, 
if any, will be given to Bambang and his 
partners. 

The Bimantara group's activities do not 
end there. It has large real-estate interests, 
including a partial share in the first, and 
biggest, industrial estate on Batam island, 
a free-trade area located just south of 
Singapore. Bimantara also owns 40% of 
the Plaza Indonesia shopping mall in 
central Jakarta, which it plans to take 
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public this month. Stockbrokers have criti- 
cised the offering as too expensive and 
several believe that state-controlled pen- 
sion funds will be tapped to take up a sig- 
nificant portion of the 30 million shares on 
offer. 

Bimantara executives insist that the 
group is moving rapidly to bring more 
professional management into the com- 
pany’s subsidiaries. Peter Gontha, the 
former head of American Express Bank in 
Jakarta and a minor Bimantara share- 
holder, has led this effort. Gontha has suc- 
ceeded, at least partially, in improving 
Bimantara’s public image. 

But Gontha and other Bimantara pro- 
fessionals have been less successful in re- 
straining Bambang from becoming in- 
» volved in deals which depend on 
his lobbying power. 

An orange-trading monopoly 
centred on West Kalimantan is one 
example of an investment that some 
Bimantara senior staff wish Bam- 
bang had eschewed. Another is 
an exclusive licence recently 
granted to Bimantara and Liem Sioe 
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rene os (Established 1983) Liong's Salim Group to import 
Moccia m Major owners 1,000 luxury cars for the upcoming 
Indra Rukmana Tutut Suharto non-aligned summit, which Indo- 
Activites wt gi n say that as long as 
ila as 
EON Activities Bambang is enticed by these sorts 
Animal feed Sugar of deals, the more Bimantara will 
Dairy Wood depend on Bambang's political 
s — sa n bed. € TP ot to enaure a oan 
armaceutica survival. 
ne Construction 
Auto assembly Toll roads 
Shipping Trading ment, Tutut acted as AT&T's 
Aviation Television agent, while Tommy Suharto 
-— Telecommunications was. in as a partner to 
; ,elerision À 100% Gioia rivini the NEC bid during the tender 
e m satio i 
1991 Group revenues aoe SNAM In early 1991, Tutut sur 
Ros 2.2 trillion (est. No. of subsidiaries her brother Bambang by win- 
p on (est.) DEL cai 
No. of subsidiaries 02 (est) vane a uii digi ins ca 
134 No. of employees eviainn m awed fo 
No. of employees 2,400 be broadcast nationwide on 
state-owned TVRI's transmission 


become deans His Elektrindo 
Nusantara su was assi by 
Minister of Research & Technology B. J. 
Habibie to be the local manufacturing 
partner, of which foreign com- 
pany supplied the equipment. In the 
event, Elektrindo was assigned to work 
with NEC. 

When the contract size was doubled, 
the need for a second local manufacturer 
atl That task was given to Citra 

Telekomunikasi Indonesia (CTI), a com- 
pany formed a few months earlier with 
Tutut as 759; owner and Habibie's brother 
as a 25% owner. Prior to CrI's establish- 


network. The year before, 
Bambang had set up his own private tel- 
evision station RCTI, but with a broadcast 
licence limited to Jakarta and West Java. 


Both stations were allowed to finance 
their ati by ai 
Critics re that Tutut's station, Televisi 
Pendidikan Indonesia (TP) uses TVRs 
without rt, a re that TP! 
dent Aisles Pah ae dt^ 
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Monopoly under fire 


Tommy's brashness turns attention on family 


Although 29-year-old 

. Tommy Suharto is the 
Q^ second-youngest of the 

president's children, he 
has probably done more than all his sib- 
lings combined to raise the profile of the 
family's corporate empires. Many com- 
mentators say the higher profile has served 
neither the interests of the children nor the 
father. 

No activity of any of the Suharto child- 
ren has been so contentious and so fiercely 
criticised as the monopoly on clove trading 
set up by Tommy in late 1990. The idea 
behind the monopoly, known as BPPC, was 
to strengthen the bargaining position of 
clove farmers against the powerful manu- 
facturers. 

Tommy, BPPC's chairman, promised to 
double the price of cloves paid to farmers 
to more than Rps 7,000 (US$3.50) a kg. He 
said he would finance the monopoly by 
quadrupling the price of cloves sold to 
cigarette makers. Tommy defended the pri- 
vately owned monopoly by saying that 
Kerta Niaga, the state-owned company 
which was supposed to set 
a floor price for cloves, had 
failed to do its job. e 

BPPC's credibility suf- i 
fered in 1991 when it be- 
came widely known that 
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Early on, Tommy 
turned to Bank Indonesia 
(B1), the central bank, for 
help. In 1991, it was in- 
structed by President 
Suharto to extend to BPPC 
more than US$325 million 
in subsidised credits. These 
loans represented more 
than half of Bi's subsidised 
farmer credits issued in 
1991. 

BI officials complained 
that financing BPPC weak- 
ened the bank's efforts to 
slow the growth of the 
money supply. They also 
say the loans are not being 
paid back. Other critics, which include for- 
eign donors to Indonesia, describe the op- 
erations of BPPC as a setback to Indonesia's 
efforts to deregulate the economy. 

On 26 February, Tommy reported to the 
parliament that BPPC was effectively bank- 
rupt. He said the monopoly had accumu- 
lated the equivalent of more than two years 
of clove stocks and could 
not pay its debts. He sug- 
gested to legislators that 
the best solution to the 
problem was to have clove 
farmers burn half their 
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the monopoly was backed Tommy crops. 

by a group of Indonesian- The suggestion, which 
Chinese traders who had Compan apparently had not been 
earlier formed a lucrative | | cleared beforehand with 
cartel in nutmeg trading. (Established 1984) ministers or President 
These traders had bought Major owners Suharto, drew cries of rage. 
up large stocks of cloves in Tommy Suharto Agriculture Minister War- 
the late 1980s. When the Sigit Harjojudanto doyo hastened to assure 
country's large cigarette - Activities farmers they would not 
firms refused to buy these Oil and gas transport have to destroy their crops. 
cloves, the traders brought |. Wood The suggestion went a long 
in Tommy to secure from Banking way in undermining the 
the Trade Ministry a decree Construction contention by Tommy and 
forcing the cigarette firms Fertiliser other BPPC shareholders 
to buy only from BPPC. The Toll roads that helping the farmers 
decree was issued in De- Trading was their principal objec- 
cember 1990. Sugar tive. 

The most surprising as- Palm oil In April, it was decided 
pect of Indonesia's clove Shipping to lower by 25-50% the pur- 
saga is that the powerful Aviation chase price of cloves paid 
cigarette firms did not sub- 1991 Bh P by BPPC in an attempt to re- 
mit meekly to their fate. Rps 2 trillion (est ) duce supply. Some of the 
Over the past 15 months, P d responsibility for procuring 
the cigarette industry as- No. of subsidiaries cloves is to be handed over 
sociation and BPPC have 69 (est.) to farmers' cooperatives. 


waged an intense, and 
unprecedentedly public, 
battle. 


No. of employees 


At about the same time, 
the clove monopoly was 
strongly criticised by 
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Tommy: controversial cartel. 


Kharis Suhud, the speaker of the House o 
Representatives, for working against the in 
terests of the industry. Tommy reportedh 
said that he found the speaker's comment 
deplorable. “The critics do not know wha 
they are talking about,” he added. 

Tommy, a keen racing driver, has beer 
known for his forthrightness ever since hi 
established the Humpus 
Group in 1984 at the ag 
of 22. He is believed t 
own 60% of the group, wit 
his eldest brother Sigi 
owning the other 40%. Th 
group's first success wa 
being named sole domesti 
distributor for two impor 
tant petrochemical prod 
ucts produced by Perta 
mina: purified terephthali 
acid, a feedstock for syr 
thetic fibres, and methano 
which has various applice 
tions. 

Humpuss affiliates wer 
later appointed by Perta 
mina to sell crude oil anı 
petroleum products overseas. Humpuss i 
the sole concessionaire for the export of Ir 
donesian liquefied natural gas (LNG) to Ta: 
wan. 

Humpuss' other main activities are i 
toll-road construction, wood-processing 
insurance, advertising and agribusines: 
Along with Bob Hasan, another longtim 
associate of President Suharto, Tommy wa 
awarded the contract to build a US$75 
million LNG-processing plant in Ea: 
Kalimantan. 

In 1989, Tommy and Hasan bougl 
majority control of Sempati Air from 
holding company controlled by the Ind 
nesian armed forces. Shortly afterward 
Sempati became Indonesia's third priva! 
airline allowed to offer regularly schedule 
passenger services. 

Later, Sempati became the first and onl 
airline to break Garuda's monopoly on tł 
use of jet aircraft and on flying intern 
tional routes. The airline obtained seve 
Fokker 100s from the Dublin-based aircra 
leasing firm Guinness Peat Aviation. TT 
airline currently flies to Singapore an 
three Malaysian cities and plans to expan 
elsewhere in the region. 

Hasan Soedjono, a graduate of Harvar 
University's Graduate School of Busines 
was put in charge of running Sempati. F 
has won high marks for establishing 
credible competitor to national flag-carri 
Garuda. But critics in the airline indust 
complain that Sempati enjoys unfair a: 
vantages. These critics say Sempati receiv) 
discounts on fuel bought from Pertamin 
and on the use of Garuda's facilitie 
Sources say Sempati has agreed to a 
quire seven Boeing 737s and is looking 
obtain some widebodied aircraft. 

m Adam Schwa 
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ic sunrise 


[aiwan wire maker refocuses on core business 


T ack Sun, the energetic 43- -year-old 
; president of Pacific Electric Wire & 
. Cable, is gradually coming to terms 
vith the end of Taiwan's easy-money era. 
\fter investing in everything from a luxury 
longkong hotel to a Texas savings-and- 
dan company, Sun is refocusing on build- 
ng Pacific's core business of making the 
anards of switchboards, refrigerators and 
lectrical motors. 

This back-to-basics approach marks 
[uite a change for one of Taiwan’s 25-lar- 
est manufacturers and its leading maker 
f: wire and cable. When Sun became Pacif- 
“s chief executive in 1986, he concentrated 
nore on playing the stockmarket than on 
ainding his company’s business of four 
ecades. In fact, non-operating gains and 
ysses became more important than manu- 
icturing operations to the company's fi- 
ancial health. 

Armed with a degree from Tamkang 
Iniversity and minimal experience as a 
alesman, Sun traded furiously in equities, 
icreasing Pacific's investment gains to a 
eak of NT$3.9 billion (US$154 million) in 
989 from virtually nothing. He used stock- 
'ading profits, proceeds from rights issues 
nd bank borrowings to finance a diversi- 
cation binge. 

Sun viewed his task as being acute. In 
ve late 1980s, the prospects for Taiwan's 
rire-and-cable industry were dim. Domes- 
€ demand was down, and the soaring NT 
ollar made exports uncompetitive. As 
Hith other executives running Taiwan's 
eclining industries, Sun was lured first by 
16 prestige and potential big earnings of 
nance and property investment. 

Pacific and Walsin Lihwa Wire & Ca- 
le, an associated company, opened a stock 
rokerage, Pacific Securities, in 1988. Three 
ears later, they emerged as main promot- 
s of Dah An Commercial Bank, which 
pened in January. In an even bolder move 
| 1988, Pacific purchased Pacific South- 
'est Bank, an ailing savings-and-loan as- 
xiation in Texas, from Federal Savings & 
oan Insurance Corp. (FsLIC). Pacific in- 
ested US$24.5 million to recapitalise the 
5-branch thrift, which had assets of 
5500 million, much of which is guaran- 
T the FSLIC. 
ou want to grow like the Japanese 
,.9un explains, "you need a 
business inside the group." 
vidual companies are lim- 
‘more than 5% of a local 















bank, but groups are allowed to invest up 
to 1596. 

“With the Texas investment, they got 
themselves a bank they could control," 
says Dickson Ho, a vice-president at W. I. 
Carr in Taipei. "They hope one day to ex- 
pand its operations in Asia." 

Sun also moved Pacific into hotels and 
property, which alongside finance, is the 
diversification sector of choice of many 
Taiwanese entrepreneurs. Pacific acquired 
a 50% shareholding in Hotel Conrad in 
Hongkong because, as Sun puts it, "only 
good groups have the surplus capital to 
build hotels." The company is carrying a 
HK$750 million (US$96 million) loan on 
the Conrad, which opened in 1990, via an 
offshore subsidiary. 

In 1989, Pacific and another Taiwan 
company, Tomson Development, began 
the re-development of a 1 million-ft site 
outside aca The project, Golden Town 


A bumpy ride 


Industrial Park, is slated for completion in 
1993. A year later, Pacific bought a 50‘ 
stake in a 5$173 million (US$105 million) 
Singapore shopping and office complex. 

Some analysts question whether these 
moves will ever provide much of a profit- 
able alternative to Pacific's traditional busi- 
ness. Except for Golden Town, which is 
expected to contribute the lion’s share of 
Pacific's profit in 1992, few of the invest- 
ments have added much to the company's 
bottom line. 

Sun says Pacific Southwest Bank should 
contribute US$6 million to Pacific's earn- 
ings this year, but he admits that interest 
charges on the Conrad loan outweigh the 
hotel's operating income. Pacific Securities, 
meanwhile, is suffering in the Taipei stock- 
market slump, a situation exacerbated by a 
six-month suspension of its dealing licence 
for illegal margin lending. Further, Dah An 
Commercial Bank, like the 14 other new 
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banks that opened this year, is not expected: 
to return a profit in the foreseeable future, 

Perhaps more importantly, Pacific los 
beat to other wire-and-cable makers in Tai 
wan while Sun was busy reaping the ha | 
vest of his stock trading, according to ana 
lysts. Predicting an infrastructure-spendt 
boom, which materialised in 1991 with the 
approval of the Taiwan Government's. six-- 
year economic plan, competitors such as 
Hua Eng Wire & Cable invested heavily: 
the production of optical fibre and ` 
strength power wire. Pacific, though it 
a dominant 22% share of the NT$50 b 
annual Taiwan market, lost valuable t 
by not competing sooner in the high: 
margin end of the wire-and-cable busir 

"In the past five years, we have fi 
big progress in internationalisation i 
diversification," Sun says. "But we will r 
main manufacturing-oriented.” i 

Sun has a strong heritage upon which 
to build. His father, Sun Fa-Min, was one 
of China's first wire-and-cable makers. TI 
elder Sun and his partners had three fact 
ries in northern China that they abaric 
when the communists took contr: 
region. Starting anew in Taiw: 
establishment of Pacific in 1950, 
Sun cemented close ties to the ruli 
mintang. Those links allowed Pacii 
one of the few suppliers of cable: 
Directorate General of Telecommun 
tions and to Taiwan Power, the st: 
owned electrical utility. 

Pacific was also among the first. o 

wan's wire-and-cable makers to core 
trate on exports. About 40% of the cc 
pany's revenue comes from expor 
South Korea, Japan, Singapore and € 
overseas markets, The company's ove 
thrust was aided by its pioneering m 
to set up joint ventures in Southeast / 
in the 1960s. It has a 61.3% stake in 
Cable, Singapore's largest cable con 
and a significant portfolio investir 
Charoong Thai Wire & Cable of Thailand. | 

in Taiwan, Pacific will begin producin 

optical-fibre ribbon cable in the near futu 
and high-voltage power cable later in. 
year. These investments, which have be 
backed by recently escalating research-anc 
development spending, will reduce the. 
company's dependence on sales of low- 
cost bare-copper wire. They are also fairly 
sure bets: Taiwan's communications and 
power-cable market is heavily protected by ` 
import duties. "The government is bury- .. 
ing wires all over the country," W. L Carrs 
Ho explains, "and the provision of wires is 
an oligopolv." 

The investments are also expected t 
e Pacific's margins, which are no 
2-3% lower than the industry standard 1 
Taiwan. About 29% of total industry : 
are of bare-copper wire; Pacific counts 4 
of its total sales from this low-profit pro- 
duct. 

Less of a sure thing, however, is Paci- 
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fics move into the paging business with 
Cable & Wireless of Britain. Last year, the 
companies set up a joint venture in Taiwan 
to benefit from planned telecommunica- 
tions deregulation, but analysts note that 
other companies have done the same and 
that the pace of deregulation is far from 
clear. 

But one area where Pacific continues to 
lead competitors and which analysts be- 
lieve shows great promise is foreign direct 
investment. It is using part of the proceeds 
from a US$65 million convertible bond is- 
sue held last year to double the capacity of 
Siam Pacific Wire & Cable, a communica- 
tions-cable maker in Thailand. Analysts 
expect the joint venture with Italian Thai 
Development Co., in which Pacific is a 49% 
partner, to turn in a maiden profit of 
NT$10 million in 1992. 

Nonetheless, analysts say the jury is out 
on whether Sun can resist his speculative 
instincts should Taiwan's equity or prop- 
erty markets improve sharply. They point 
out that in recent years, Pacific has made 
most of its earnings from the stockmarket, 
particularly from the shares of associated 
companies. And despite Sun’s renewed 
commitment to manufacturing, they expect 
up to 90% of Pacific’s 1992 net income to 
come from share activity and from the sale 
of Golden Town units. 

The limits to this strategy were illus- 
trated starkly in 1990, when the Taipei 
stockmarket plunged. Pacific’s net income 
dropped to NT$101 million from NT$1 bil- 
lion a year earlier. In 1991, Pacific’s net in- 
come grew to NT$449 million on revenue 
of NT$12.8 billion, in part because the 
stockmarket strengthened. 

“The problem is when you have a man- 
agement that concentrates on short-term 
gain and then returns to running its tradi- 
tional business. You don’t know how com- 
mitted they will be,” says Graham Or- 
merod, head of international research at 
Jardine Fleming Taiwan. 

Sun, however, defends his diversifica- 
tion gambit, pointing out that while earn- 
ings from Pacific’s wire-and-cable business 
are stable, they are not as big as they were 
two decades ago. Indeed, he still aims for 
only 50% of Pacific’s revenue to be gener- 
ated from its wire-and-cable businesses by 
1997. 

But Sun insists that Pacific will never 
again play the stockmarket as actively as it 
did in the late 1980s. “It is too risky,” he 
says. 
As of June 30 1991, Pacific had NT$140.5 
million invested in equities. The company 
sold down most of its shareholdings in 
1989, and it had to write down sharply the 
remainder last year. Pacific, however, still 
intends to tap the stockmarket for fund- 
raising purposes. Wardley-James Capel 
analysts expect the company to hold a 
NT$890 million rights issue this year to 
lower its interest burden. 2 


ECONOMIC MONITOR: MALAYSIA 


Causes for concern 


hen will the upward spiral in 
Malaysian imports end? This 
is the question nagging away 
at economic forecasters in the 
wake of official estimates that Malaysia's 
merchandise trade deficit this year will 
swell by 57% to M$1.1 billion (US$430 mil- 
lion). The deficit weighed in at M$700 mil- 
lion in 1991, 

The red ink in the trade balance casts a 
pall over central bank predictions of eco- 
nomic growth of 8.7% this year. It has also 
spilled into the current account, which is 
expected to post a deficit of M$13.4 billion 
for 1992. This, in turn, is aggravating infla- 
tion, which will hit at least 4.5% this year. 


Malaysia’s trade, 1991 





Exports of manufactured goods 
T 
equipment 5% Metal products 3% 









Resource 
Textiles and 
8% 26% 


Electrical Electronic 
goods com 
37% Er 
Imports 
Consumption 
goods 16% 
Investment 
38% 
intermediate 
goods 46% 
"Excluding “lumpy” imports such as aircraft, 
ships and offshore oil installations 
Source: Malaysian Central Bank 


Analysts formerly dismissed such a lop- 
sided trade profile as a transitional stage in 
a developing (and thriving) economy. 
Huge inflows of machinery and compo- 
nents will ultimately boost Malaysia's pro- 
ductive capacity and, in theory at least, will 
lead to more technology transfers. Over the 
longer term, according to this view, Ma- 
laysia will develop its own capacity to 
manufacture capital goods, lessening its 
need for wholesale purchases of these 
items from abroad. 

But some experts warn that this sce- 
nario is overly optimistic. The biggest im- 
pediment to developing a capital-goods 
sector, they say, is the lack of linkages 
within the manufacturing economy. The 
government is seeking to create these links 
by upgrading the status of Malaysia's small 
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and medium-sized industries, which in: 
clude parts suppliers and small tooling anc 
machinery firms. This will make ther 
more able to satisfy the needs of flagship 
manufacturers in the automobile, con 
sumer electronics, semiconductor and stee 
industries. 

But enabling smaller companies to pro 
duce the precision parts and other product: 
typical of a fully integrated industria 
economy will take time. 

Another negative factor on the impor 
side is the surprising strength of the ringgi 
against other major currencies since the 
beginning of the year. The Malaysian uni 
has appreciated by more than 6% agains 
the US dollar in less than four months. Thi: 
is considered to be the result of govern 
ment policy to bring the ringgit into line 
with Malaysia’s bullish economic funda 
mentals. 

The surge in the home currency 
theoretically makes Malaysian product: 
more expensive to overseas buyers anc 
raises consumer purchasing power of im 
ports. Although most currency analysts dc 
not expect the ringgit's strength to last, i 
could have a negative impact on Malay 
sia's trade performance before the end o 
the year. 

Export performance is being furthe 
eroded by the slowdown in the economie: 
of Malaysia's major trading partners; the 
country's Manufacturing Production Inde 
rose by only 13% in 1991 compared wit 
18% in 1990. 

Officials at Bank Negara, the centra 
bank, remain determined to subdue the 
demand for money. M1, a narrow measur 
of money supply, grew by an average o 
11% in 1991, while the broadest measure 
(M3) expanded by nearly 16%; the respec 
tive figures for 1990 were 14% and 18% 
The officials are expected to keep Kuak 
Lumpur interbank rates hovering arounc 
8-8.15% in the near term, and the base lend. 
ing rate is expected to remain at 9.5% oi 
slightly higher. 

The central bank is also taking steps tc 
dampen private consumption, which is ex 
pected to grow by 5.89; in 1992, agains 
11.6% in 1991. Bank Negara announced or 
18 April that the reserve requirement fo 
most financial institutions would rise t 
8.5% from 7.5%. This is the percentage o 
deposits that have to be held back in ac 
counts paying no interest. According k 
central bank governor Tan Sri Jaffa 
Hussein, this measure will take abou 
M$1.3 billion out of the system. 
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clingwraps : 
Living is polluting. In the industrialised world, each consumer throws out up to 1% kilos of rubbish everyday. Little is recycled. The world 4 





is choking. Our very presence on this planet makes us all exploiters of its natural wealth and contributors to the mass of waste we collectively y 
r 
M 


spew-out into earth, air and sea. We have pushed the world towards ecological disaster. Now each of us must do our part to save it. Our wasteful 





careless ways must become a thing of the past. For we do not inherit the earth from our parents— we merely borrow it from our children Qe 
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Logging on to Asia 


Persistence pays off for Hewlett-Packard 








By Carl Goldstein in Hongkong 
hen US computer and instru- 
ment-maker Hewlett-Packard 


| (HP) set up a minicomputer as- 


sembly venture in Peking in 1985, it be- 
'ame the first foreign computer maker in 
-hina. Unlike a number of other foreign 
irms that chose local partners unwisely or 
dlunged into China before the market was 
ipe, this one appears to have come good. 

Seven years later, HP remains the lar- 
zest foreign-invested high-technology ven- 
ure in China. The Chinese side seems 
»leased as well. HP Asia-Pacific chairman 
Alan Bickell says China has ranked the 
company among the top 10 Sino-foreign 
oint ventures for the past five years, based 
»n exports, profitability, technology trans- 
er and other factors. 

This has not happened without consid- 
'rable fine-tuning. The firm closed its ini- 
ial venture in Peking, a minicomputer as- 
embly operation, after it proved unprofit- 
ible. But it retained Peking as a sales and 
narketing centre. In 1990, HP went into a 
oint venture with the Ministry of Machin- 
‘ry and Electronics Industry making 
vorkstations for sale in China. Based in 
shanghai, the project also develops Chi- 
iese-language computer-aided engineer- 
ng and manufacturing software for do- 
nestic and export markets. 

The next step came last year when HP 
ypened a factory in the Shenzhen special 
‘conomic zone, adjoining Hongkong, to 
erve the testing and measurement equip- 
nent side of its business. Aided by what 
Jickell calls the “hard-working, talented 
ind low-cost” engineering pool available 
n China, the Shenzhen operation is to be- 
ome the company’s worldwide research 
ind development (R&D) centre for integra- 
ors. These are microprocessor-based in- 
truments used for data interpretation in 
arious types of testing equipment. 

"HP's operations in China have proven 
uite successful," says International Data 
Jorp. analyst Saiman Hui. This, however, 
; in contrast to the experience of some of 
5 competitors there. 

For example, in 1990 IBM announced 
vith great fanfare a joint venture with a 
janjin-based manufacturer to produce 
lersonal computers. Although IBM 
pokesman Chris Chan said the venture 
ras going “quite well,” an analyst at an- 
ther research company says the project 
as consistently failed to meet either pro- 
uction or quality targets. The analyst said 
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another problem was that the Chinese side 
has been pressing IBM to export a larger 
proportion of the output than the US com- 
pany thought had been agreed. Wang 
Laboratories has also experienced persist- 
ent problems with its minicomputer and 
personal computer assembly operation in 
Shanghai. 

HP’s approach towards its international 
operations appears to set the firm apart 
from many of its competitors, which tend 
to view Asian operations either as a source 
for low-cost components and systems, or 
as an entree to local markets. HP, while not 
rejecting either of these benefits, has sought 
to make overseas ventures integral parts of 
its R&D, manufacturing and marketing 
structures. 

Thus Singapore and Kobe, Japan, are 
(and Shenzhen will soon become) centres 
for developing particular technologies. 
Bickell said Shenzhen would also become 
one of HP's four largest manufacturing 
centres in Asia, along with Japan, Singa- 
pore, and Penang. Additionally, HP has 
manufacturing operations in South Korea, 
Taiwan and India. 

Hoping to take advantage of the more 
liberal attitude to foreign investment in In- 
dia, HP last year established a joint venture 
with New Delhi-based HCL, the country’s 
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largest computer maker. The company will 
manufacture a full range of computers for 
the Indian market. 

HP's willingness to upgrade the status 
of its overseas operations in the corporate 
hierarchy typifies the firm's approach to 
doing business, as it continues on its way 
towards becoming a truly international 
company. Foreign orders for the Palo Alto, 
California-based company surpassed US 
domestic orders in 1988, and the gap has 
risen every year since. 

International orders accounted for 56% 
of the total US$14.7 billion last year. Bickell 
says the overseas share will reach at least 
62% by the end of the 1990s. Revenues last 
year rose to US$14.5 billion, up 10% from 
1990. Net profit increased by a more mod- 
est 2% to US$755 million. 

But this did not look so bad, compared 
to the results of some of HP’s competitors. 
Digital Equipment Corp. (DEC) lost US$294 
million in the first quarter of 1992, follow- 
ing a loss of US$617 million for the whole 
of last year. It is expected to lay off signifi- 
cant numbers of personnel in both Asian 
and US operations. IBM lost US$2.8 billion 
last year. 

HP's sales in the Asia-Pacific region have 
grown faster than in any other part of the 
world. The area's contribution to company 
revenues has risen to 18% from 12% in the 
past 10 years. This rising trend is likely to 
continue, albeit at a somewhat slower pace 
than the 209; or better annual growth 
achieved over the past five years. 

The economic slowdown in Japan, 
which comprises half Hr's sales for the 
whole of the Asia-Pacific region (or US$2.1 
billion), will cause a corresponding de- 
celeration in regional sales growth to "the 
low double digits,” says Bickell. HP is the 
market leader in Japan in the field of test- 
ing and measurement equipment, in part 
by virtue of a joint venture with Kobe- 
based instrument maker Yokogawa Elec- 
tric Corp. that goes back 23 years. HP 
Yokogawa now manufactures the full 
range of HP mid-range computers as well. 

Lewis Platt, the Palo Alto-based execu- 
tive vice-president for computer systems, 
says that strong sales in South Korea 
(where HP has a joint venture with Sam- 
sung Electronics), China, and India, would 
make up for some of the shortfall. 

HP is also benefiting from a number of 
far-reaching technological trends sweeping 
the worldwide computer industry that are 
strengthening the outlook for its bread- 
and-butter mid-range workstations and 
minicomputers, while at the same time 
threatening the existence of the big, inte- 
grated, computer manufacturers with their 
reliance on proprietary systems. 

HP has also profited from its aggressive 
move towards what is known in the jargon 
as open systems, where hardware and 
software from different suppliers can be 
matched up according to users’ needs. @ 
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PROJECTS 


Island beach-head 


Kumagai wins approval for China trade zone 





By E Elizabeth Cheng in Hongkong 
he first free-trade zone in China to 
i be developed by a foreign-led con- 
sortium is about to take off after 
four years of wrangling between Peking 
and the prospective lead developer, 
Kumagai Gumi (HK). C. P. Yu, Kumagai's 
managing director, says a contract for leas- 
ing 30 km? of land at Yangpu port on 
Hainan Island will be signed in May. The 
70-year lease will cost HK$4 (51 US cents) 

nr. 

Yu refuses to disclose the names of 
other partners in the consortium except to 
say that it includes companies from Hong- 
kong, the US, Japan and South Korea as 
well as China. Kumagai, which is listed on 
the Stock Exchange of Hongkong, is 35%- 
owned by the giant Japanese construction 
company. 

A dilution of Japanese interest in the 
project may have helped appease critics of 
the free-trade zone in Peking, who objected 
to the predominant stake offered to 
Kumagai and other Japanese companies 
when the idea was mooted in 1988. At the 
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time, Yangpu was to be developed by an 
all-Japanese consortium for use by export- 
oriented Japanese industrial companies. 
The plan met with severe criticism in Pe- 
king for opening the door to a return of 
foreign hegemonism. 
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| Coj uangco foiled 


D . By Rigoberto Tiglao in Manila 


Ji The Philippine Government appears to 
J have succeeded in blocking any chance 
. that Eduardo Cojuangco will regain con- 
— trol of food-and-beer conglomerate San 
Re de before the May presidential elec- 
5 Sons. 

Use ngco, a presidential contender 
bs. - and associate of the late dictator 
-~ Ferdinand Marcos, has suffered two set- 
backs in recent weeks which effectively 
: . megate legal victories that appeared to 

. take him closer to his goal. 
In the most dramatic turnaround, 
gco lost two of his three board 
. seats following a legally controversial rul- 
z ing by the Supreme Court's chief justice 
A As a result, Aquino adminis- 
tration representatives and San Miguel 
lal t, headed by Andres Soriano, 
were able to install 14 out of 15 directors 
pm ata company stockholders' meet- 
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ing the next day. Cojuangco is left with 
only one nominee on the board. 

The government controls a majority of 

San Miguel through its custodianship of 
shares sequestered during probes of 
Marcos-era business dealings. Its latest 
actions appear to have been motivated by 
the fear that if Cojuangco succeeded in 
regaining control, he would use the com- 
pany as a power base for his presidential 
campaign. 
The events of 20-21 April surprised 
many observers, however, because 
Cojuangco's chances of retaking the com- 
pany before the poll already appeared to 
have diminished. 

A 14 April ruling by the special anti- 
graft court, the Sandiganbayan, had de- 
nied Coj co the chance to vote a siz- 
able chunk of San Miguel stock held by 
United Coconut Planters’ Bank (UCPB), 
where he is fighting a parallel battle. Only 
three days earlier, a decision by the same 
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Yu attributes Peking's approval to the 
growing acceptance of free-trade zones in 
China as a vehicle for economic reform. 
Since winning greater autonomy as a prov- 
ince and special economic zone in 1988, 
Hainan has tended to baulk at central-gov- 
ernment directives, causing much friction 
with Peking. 

In 1989, for example, its first governor, 
Liang Xiang, was sacked for corruption 
and nepotism following the fall of his men- 
tor, Zhao Ziyang, in the wake of the Pe- 
king massacre in June. Liang was known 
for his independent thinking, particularly 
his concept of a "small government, big 
society," meaning minimum government 
involvement in the economy. 

Such a view did not win him kudos in 
Peking. And when corruption and mis- 
management of resources grew rampant 
on Hainan, Liang and the island province 
were put in vulnerable positions. 

The latest free-market experiment, how- 
ever, features a new twist for China's trade 
zones. Unlike the zones in Tianjin, Shang- 
hai and Shenzhen, the Yangpu port will 
have a second customs border separating 
the zone from the rest of Hainan to restrict 
the flow of goods and people. 

Moreover, Chinese companies in the 
free-trade zone can retain all their for- 
eign exchange as well as issue bonds or 
shares within China or overseas. Foreign 
banks may operate in the zone free of a 
withholding tax on interbank transactions. 
A profits tax will be set at 15%, with 


court had considerably strengthenec 
Cojuangco's hand in his tussle to regair 
control of UcPB, and through it, San 
Miguel. 

The net result of the recent flurry ot 
court rulings is that Cojuangco will have 
to wait at least until after May's national 
election before he can retrieve control ol 
San Miguel, which he chaired during 
Marcos’ tenure. Some administration offi- 
cials, however, claim that the setback tc 
his hopes may extend far beyond the elec 
tions. | 

Seven of San el's board seats are 
controlled by the Presidential Commis: 
sion on Good Government (PCGG). Twc 
state-owned insurance and pension insti: 
tutions each have one seat, taking the to 
tal directly controlled by the governmen 
to nine. The government-favourec 
Soriano management controls five more. 
The chief justice's 20 April restraining 
order is likely to be challenged by the 
Cojuan camp because it was the work 
of a single legal officer. Cojuangco lawye 
Estelito Mendoza pointed out that the or 
der was not deliberated upon by the Su 
preme Court or by either of its two divi 
sions. The court's previous decisions — 
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further concessions for selected indus- 


According to a report prepared by 
Kumagai, Maunsell Consultants Asia and 
Urbis Travers Morgan, Yangpu is intended 
to cater to 250,000 permanent residents and 
150,000 temporary workers. 

The free-trade zone will be a heavy 
manufacturing base, employing 95% of the 
workforce in the initial stage. It is 100 km 
away by road from the bustling provincial 
capital, Haikou, which boasts an interna- 
ional airport. 

At least HK$2.5 billion will be spent in 
he first two years of the project to build a 
»ower plant, water facilities, housing, 
‘oads and telecommunications. Altogether, 
in estimated HK$18 billion will be spent in 
he next 15 years to complete the project. 
Yu expects telecommunications equip- 
nent to be ready for use by July. By 
hen, work would have started on a power 
dlant, which should be completed by early 
1994. 

. Once the infrastructure is in place, 
Yangpu's developers hope to attract inves- 
ors to set up factory operations. Initially, 
actories will use two recently completed 
:0,000-tonne berths at the port operated by 
-hinese authorities. Eventually, Yu says 
he free-trade zone will build its own 
'erths. 

The successful development of Yangpu 
vould be a locomotive of growth for the 
argely agricultural-based and sparsely 
'opulated island of 6.6 million. Since 
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Hainan's establishment as a special eco- 


nomic zone in 1988, its economy has grown 
sharply. In 1991, GDP climbed 50% from 
three years earlier to Rmb 10.9 billion 
(US$2 billion). Exports in the period in- 
creased 75% to Rmb 1.35 billion, while for- 
eign investment contracts accumulated to 
US$1.9 billion. 

Hainan's economic growth is impres- 
sive when compared with the national an- 
nual growth rate of 25% from 1988-91. But 
it pales in comparison to the Shenzhen spe- 
cial economic zone, adjoining Hongkong, 
which recorded a 136% rise in GDP in the 
period to Rmb 17.4 billion. 

Despite the blessing of a new free-trade 
zone, Hainan is still locking horns with the 
central government. The provincial gov- 
ernment recently set up an informal stock 
exchange, without approval from the Peo- 
ple's Bank of China, the central bank, 
which has demanded the closure of the 
exchange. But Hainan Governor Liu 
Jianfeng is reportedly standing firm; the 
provincial government has already listed 
three local stocks. 

Hainan's cavalier regard for Peking has 
cost the province as well. Friction is be- 
lieved to have stymied the plans of Singa- 
pore's Sembawang Group to operate a do- 
mestic air-shuttle service between Haikou 
in the north and Sanya in the south. 
Sembawang had other ambitious projects 
torpedoed, too, as a result of bureaucratic 
wrangling between the province and Pe- 
king. a 
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Change of 
pilot 

Taiwan replaces head 
oi peces venture 


aiwan has refurbished the | image 

its ambitious aerospace programm 

with the appointment of a respectei 
businessman as chairman of the govern 
ment-backed Taiwan Aerospace Corp. 
(TAC). 

The change has come just as the Minis- 
ter of Economic Affairs prepares to report: 
next week to the legislature on a three- 
month investigation into the proposed pur- 
chase of a large stake in the commercial- 
aviation division of McDonnell Douglas 
Corp. Many observers expect that the in- 
vestigative team's report, which endorses 
the deal with some reservations, will lead 
to a cabinet-level decision to approve a tie- 
up with the US aircraft maker. The plan. 
must also be approved by the US govern- 
ment. 

The newly appointed TAC chairman, 
Earle J. S. Ho, is reportedh v enthusiastic 
about the prospects for a Taiwan-US part- 
nership in aerospace and a joint venture. 
with McDonnell Douglas in the develop- | 
ment and production of its MD12 wide- 
bodied jet aircraft. As chairman and princi. 
pal stockhoider in Tung Ho Steel Enter- 
prise Corp., Taiwan's largest private steel 
company, Ho brings to the island's fledg 
ling aerospace programme the business 
expertise many critics say it needs. Ho, 
who is also chairman of the Taiwan Steel 
and Iron Industry Association, has served 
on TAC's board of directors since its found- 
ing in July 1991. 

Ho's appointment was welcomed by 
the business community and by the legis- 
lature, which has taken an active role in 
overseeing the government's aerospace 
policy. 

"He's acceptable to everyone," 
maker says. 

TAC's board of directors announced on 
16 April that it had accepted the re- 
signation of former chairman and Tac 
founder David Huang, who remains as a: 
private consultant to the company, ice xt 
is 29%-government owned. Among other: 
reasons for the personnel change, aes 
was the target of legislative criticism for 
off-the-cuff comments on the sensitive is- 
sue of government funding for the pro- 
posed deal with McDonnell Douglas, 
which analysts contend involves high risks 


one law- 
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for Taiwanese capital. 

Huang, a pioneer of Taiwan's aero- 
space-development efforts, once headed 
the Chungshan Institute of Science and 
Technology, which is in charge of building 
the military's indigenous defence fighter, 
or IDF. But he is an engineer, and many 
critics say that what Taiwan's aerospace 
programme needs most of all is financial 
expertise and managerial talent. 

Legislators say the personnel shift indi- 
cates that the government is preparing the 
way for the private sector to take the lead 
in any equity partnership with McDonnell 
Douglas. This is a reversal of original plans 
that envisaged mainly government partici- 
pation in a 40%, or US$2 billion, stake in 
the company’s commercial aircraft spin-off. 
“The whole thought on this deal has 
changed,” says Kuomintang lawmaker 
Ding Shou-chung, chairman of the legisla- 
ture’s defence committee. “Now it’s up to 
private enterprise.” 

Government officials are also talking 
about a reduced share of only 25%, or 
US$1.25 billion, to lower the risk exposure 
in the US company, the world's third-lar- 
gest manufacturer of commercial jet air- 
craft. It has suffered heavy losses in recent 
years. 

Ding says the government had backed 
away from direct investment mainly be- 
cause of budgetary constraints. TAC offi- 
cials, however, have said that criticism 
from lawmakers and the news media had 
also forced the government to let the pri- 
vate sector take the lead, if not exclusive 
participation. Major questions remain over 
what role the government will play as a 
guarantor for private investors in the high- 
risk venture. 

Taiwan's press has said the investiga- 
tive team's report describes the McDonnell 
Douglas deal as a "chance of a lifetime." 
The study points out, however, that the in- 
vestment involved huge risks and prob- 
lems in marketing, management and fi- 
nancing, says Economics Minister Vincent 
Siew. 

Siew also said the study concluded that 
Taiwan had the technological potential to 
manufacture the fuselage and wings of the 
MD12, as proposed in a memorandum 
signed by TAC and McDonnell Douglas last 
year. He said the joint-venture manufac- 
turing operation, offered in exchange for 
Taiwan's equity purchase, would acceler- 
ate the country's entry into the interna- 
tional aerospace market. 

So far, however, private enterprise has 
been reluctant to commit the full amount 
of capital sought for TAC's startup opera- 
tions. Many observers question whether 
Taiwan companies with a short-term in- 
vestment outlook would be prepared to 
provide additional funds for a venture that 
is not expected to offer a return on 
investment until after the turn of the 
century. * 
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INVISIBLE HAND 


Governing markets 


The tide of private-enterprise ideology which swept the world in the 1980s — from 
the shores of Margaret Thatcher's Britain and Ronald Reagan's US to Mikhail 
Gorbachov's Soviet Union and on into Asia — is leaving some untidy wreckage in 
its wake. Public infrastructure is creaking in the bastions of Western capitalism, 
while the collapse of the state-sector apparatus in the former Soviet empire has so 
far produced little more than a black hole. In large parts of Asia, too, public 
infrastructure is being neglected. | 

Only a leftist ideologue would defend the concept of statism per se or deny the 
stultifying effects on human enterprise of too much government ownership and 
control. But the conviction that everything can be left to the market is equally 
misguided. 

East Asia is often, and wrongly, viewed as a model of free-enterprise develop- 
ment. The region, including Japan, will probably have much to offer the world in 
the 1990s on how to help redress the public versus private-sector balance. 

The Asian Development Bank (ADB) has some interesting observations on the 
debate. For it is where some of the more “ideological fads,” as one Japanese official 
says, of Western development philosophy are tempered by Eastern pragmatism. 

ADB President Kimimasa Tarumizu says “there is no conclusion yet" on the 
relative merits of the public and private sectors. This may seem a cautious observa- 
tion, but challenging an economic orthodoxy 
pursued with religious fervour in the 1980s is 
not easy. 

P ia The evidence accumulated by the ADB, 
R D however, speaks for itself. Privatisation in most 
Rm Asian countries has been modest. Chunks of 
i | | | | | IER state-owned airlines have been offered for sale 
LU ] | | Heed es in Thailand and the Philippines, but only Sin- 
| Md os gapore has moved to privatise significant seg- 
RIVATE ——— \ ments of public-sector enterprises. 
Sc — err / has been hampered by the “lack 
; of private capital, of entrepreneurship and of 
managerial skills,” the ADB says. Privatisation 
has also been plagued by poorly developed 
capital markets, the threatened emergence of 
private monopolies and the possibility of mass lay-offs. There is also the valid fear 
that the sale of public assets might simply lead to greater foreign ownership. 

The ADB acknowledges that the performance of public-sector enterprise has 
often been “poor.” It has suffered from a lack of clear objectives or from multiple, 
overlapping ones, encouraging inefficiency and financial losses. Yet the same con- 
straints that make for poor public enterprise — ill-trained management and per- 
sonnel — also hinder the formation of successful private enterprise. 

Public spending in the social arena, most critically on education, can provide for 
a broad enterprise base. If East Asia has anything to teach the developing world, it 
is surely the importance of education rather than a supposed theory of free mar- 
kets. The World Bank, for one, is belatedly coming to this conclusion. 

Perhaps the biggest indictment of the ruthless pursuit of free enterprise is the 
infrastructural deficiencies it leaves behind. Local and foreign manufacturing in- 
vestment has poured into Asia, overburdening transport, communications and 
other essential infrastructure, and leaving a trail of environmental damage. 

The ADB cites examples in Hongkong, Taiwan, Malaysia and Thailand, to name 
but a few cases where development is threatened by infrastructural bottlenecks 
and environmental degradation. Indochina and South Asian countries face simi- 
larly huge infrastructural demands. The total cost is estimated at US$2.5 trillion in 
the next 10 years. Who will pay? It will, of course, be governments. 

Various schemes can help involve the private sector at the margin. But it is 
doubtful whether market mechanisms can rebuild public infrastructure in Asia 
any more than in many other parts of the world — where they stand as a grim 
legacy to the single-minded pursuit of private-sector ideology. m Anthony Rowley 
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ADB and Japan’s Ex-Im Bank 
to make joint loan to China 


> The Asian Development Bank (ADB) 
together with the Export-Import Bank of 
Japan. and several Japanese commercial 
banks are to make their first joint loan to 
China. The loan agreement, to be signed 
in June, will provide US$221 million to 
the People’s Bank of China for a project to 
enlarge the Laiwu steelworks in 
Shandong province. The loan had 
previously been suspended following the 
Peking massacre in June 1989, and is the 
first to involve the Export-Import Bank 
alongside the ADB and Japanese 
zommercial banks. The Ex-Im Bank will 
provide US$35 million of the loan and 
japanese commercial banks US$53 
million, with the remainder being 
R by the ADB. 





E longkong transit company 

lo issue new bonds 

> The Mass Transit Railway Corp. 
MTRC) of Hongkong announced on 22 
April that it will be seeking to raise at 
east US$1 billion to pay for the estimated 


JS$2.8 billion rail link connecting the new — 


iürport on Lantau Island with Hongkong. 
4TRC hopes to raise the funds through the 
ssue of tax-free bonds with a seven-year 
naturity. At present, only the 
levelopment banks can issue tax-free 
»onds in Hongkong. The MTRC is also 
»xpected to raise at least HK$3.7 billion 
US$474 million) in new equity in 1992 to 
Yelp fund the construction of the 34-km 
ailway. 





n dustrial accidents 
climb in South Korea 

> The death toll from industrial accidents 
n South Korea increased by 2.846 to 2,299, 
n 1991 over the previous year's figure, 
iccording to the Labour Ministry. The 
1umber of workers disabled as a result of 
ndustrial accidents climbed 7.395 to 

:9,854. The ministry said that the use of 
der and less-skilled workers in the 
onstruction sector was largely to blame 
or the increase. The ministry calculated 
he economic cost of the deaths and 
iccidents at Won 3.5 trillion (US$4.5 
Xillion), up 30% over 1990. 





Philippines may delay 

signing debt accord 

> Philippine central bank governor Jose 
-uisa indicated on 21 April that the 
igning of the nation's US$4.8 billion debt- 
escheduling accord with creditor banks 
nay | be ga until after general 






elections in the country on 11 May. Cuisa 
said that the new president should 
perhaps be given a chance to review the 
accord, though he has not publicly 
recommended such a course of action. 
The debt-rescheduling agreement with the 
banks, which has taken over eight months 
to complete, is scheduled to be formally 
completed by late April or early May. 


Bangkok gets licence to 
open Vietnamese branch 


> Bangkok Bank on 16 April became the 
second foreign bank to receive a licence to 
open a branch in Vietnam. The first banks 
to gain access to the banking market were 
Indovina Bank, a joint venture with an 
Indonesian bank that opened for business 
in January 1991, and Banque Indoseuz of 
France, the first foreign bank to open a 
branch in Vietnam. vip-Public Bank, a 
joint venture between the Bank for 
Investment and Development of Vietnam 
and Malaysia’s Public Bank, was also 
granted a licence to do business in 
Vietnam. | 


‘Business indicators 


Thai firm to develop key plot 
in Shanghai’s Pudong area 


> The Chia Tai group of Thailand has 
contracted to develop 40 ha of land in 
Shanghai’s Pudong new development 
area. Chia Tai's subsidiary, Fortune Co., 
will jointly develop the land with the 
Shanghai Lujiazui Financial Development 
Co. at an estimated cost of US$2 billion. 
The 50-year contract, with each partner 
taking a 50% share, was signed on 16 
April. The project includes the 
development of a financial hub consisting 
of hotels, high-grade offices, residential 
complexes and tourist facilities. It is the 
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largest of Chia Tai's 40 investment 
projects in China, and should be 
completed by the end of the century. 


Lucky-Goldstar signs new 
Indian joint-venture deal 


P The Indian Government on 20 April 
approved a one billion rupee (US$35 2 
million) investment by a joint venture of 7 - 
South Korean electronics group Lucky- — 
Goldstar and Indian industrial 
conglomerate RPG Enterprises. The | 
venture will make a variety of consumer - 
electronic products, including video | 
cassette recorders, black-and-white — 
televisions, audio products, fax machine 
and microwave ovens. Lucky-Goldstar 
and RPG will each own 40%, with the — 
remaining 20% to be offered to the public. 
The project is only the second in i 
consumer electronics to be approved by 
the government since economic reforms 
were implemented in mid-1991. 


Qil exploration accord signed 
by Vietnam and Malaysia | 
> Malaysia and Vietnam on 21 April 





areas of the South China Sea over whi 
the two countries both claim sovereigr 
Officials from the two countries said they 
would not explore in areas claimed by — . 
other nations, such as around the Spratly 2 
or Paracel islands, over which Taiwan, t 
Philippines and China also claim 
sovereignty. Instead, exploration would. 
be only in areas claimed solely by Kuala 
Lumpur and Hanoi. The agreement: 
announced at the end of a state v 9. 
Hanoi by Malaysian Prime Minister | 
Datuk Seri Mahathir Mohamad. | 


e. 





Canadian consortium join: 
Vietnamese gas project | 
P PetroVietnam, Vietnam's state-awnid: : 
oil-and-gas compan and Canadian 
consortium Liquigaz/SNC Lavalin signed 
an accord on 18 April to build an off- 
shore pipeline and a liquefied petroleum 
gas (LPG) plant. The project, estimated to 
cost US$300 million, includes the 
construction of a 130-km pipeline 
connecting the plant to the Bach Ho oil 
field, where a Vietnamese-Russian : 
company is tapping 2.6 million nv of gas.. 

a day. The gas will be used to produce — 
LPG, 90% of which will be exported. 
Vietnam is expected to finance 
roughly half the cost of the project 
through its sales of crude oil, with the 
balance coming from Japanese and South 
Korean companies expected to buy the 
LPG. 
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alim Group’s Liem Sioe Liong and 
United Overseas Bank's (UOB) Wee 
Cho Yaw not only look similar, 
they are also building a relationship 
v | which is emerging as one of the most fer- 
| tile in the Singapore-Indonesian growth tri- 
| angle. 
>) Shroff suspects the latest move, in 
E | which various companies in the Wee sta- 
-F ble are paying $$102 million (US$61 mil- 
D: lion) for a 9.8% stake in United Industrial 
Corp. (UIC), is only the first of a string of 
forthcoming public and private deals be- 
en the two men. UIC is the debt- 
apped vehicle through which Liem 
ved into Singapore markets at the end 
f 1990 with a 24.5% stake. 
At first glance, Wee is doing 
iem a favour, as UIC needs the 
10oney and the management Wee 
as to offer. Although touted as 
iem's primary vehicle for re- 
ing Liem's Indonesian wealth 
Singapore, UIC has proved a 
astrous investment for Liem. 
- UK's troubles stem from taking 
on $$1.2 billion in debt to finance 
the purchase of 72.6% of blue-chip 
ingapore Land in May 1990, when 
ie company was under the rollick- 
command of Oei Hong Leong. 
hereafter, a series of skirmishes 
with Singapore authorities led to 
Oei's ouster in May and to the cata- 
strophic refusal by the Stock Exchange of 
ingapore a month later to countenance a 
ghts issue to cut UIC's debt. 
“In a subsequent fire-sale, assets were 
Jd, and in September, UIC cut its Sing- 
and stake to 51%, garnering 55291 million 
t cash at the cost of a book-loss of $$138.2 
llion on the investment. That loss, com- 
‘bined with interest charges of $$112.1 mil- 
lion, produced a $$7.79 million loss for the 
year. Although debts were cut to S$400 
.| million by the end of 1991, the shares Liem 
|| bought for S$1.60 in December 1990 now 
| trade at 92 S cents. 
—. In these circumstances, Wee's entry has 
several implications. First, Wee is expected 
to take over the chairmanship of both UIC 
and SingLand, thus putting the assets un- 
der the control of one of Singapore's genu- 
ely. savvy entrepreneurs. He is also ex- 
ted, eventually, to raise his stake to 20%. 
jue UOB will doubtless F refi- 
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trading, which could strengthen both the 
UOB and UIC empires. UOB's 32.6% subsidi- 
ary, United Overseas Land, is a decent 
enough property company, but it has never 
commanded the premia available to blue- 
chip SingLand. It is not difficult to imagine 
Wee injecting United Overseas Land assets 
into UIC and taking shares as payment, 
with the buildings being sold on to 
SingLand to help further reduce UiC's debt. 

But if Wee has much to offer Liem, ty- 
ing the knot with him also gives Wee 
plenty of opportunities for both his public 
and private interests. UOB's representative 
office in Batam Island can perhaps expect 
to handle a little more of Liem's business. 


s share price 
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: censures 
UIC 


“UIC sells 
SingLand shares 


«Liem buys in 
SES 


criticises »- 
Oei ' 


Similarly, UOP's Indonesian joint venture, 
PT United Overseas Bank Bali, might ex- 
pect to benefit from the Liem connection. 

More intriguingly, UOB and its property 
subsidiary have a 5% stake in developing a 
massive holiday resort in Bintan, with the 
Salim Group as 60%-lead investor. This de- 
velopment is gathering pace since the 
opening of direct ferry links to Singapore. 
It is rumoured that Indonesian authorities 
are pondering whether to extend lease pe- 
riods on Bintan land to 50 years from the 
present 30-year limit. 

In addition, Wee, who has a US$50 
million commercial property project in 
Xiamen, is believed to be keen to add to 
his southern China portfolio. Once again, 
Liem is well-placed to give assistance. 

B Michael Taylor 


A crackdown by the Shenzhen authorities 
on trading-to-property concern Shenzhen 
Champaign Industrial Co., has caused a 
flurry among Hongkong investors con- 
cerned about the possible use of arbitrary 
government powers to curb private enter- 
prise. But this case may allay, rather than 
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Wee and Liem united 


arouse, concern. 

The way that the action was taker 
against Champaign Industrial, the first for. 
eign joint-venture stock to be listed on the 
fledgling Shenzhen Stock Exchange, wa: 
certainly unusual by international stand- 
ards. It was the local branch of the centra. 
bank which arrested an accountant and ar 
assistant general manager of the firm on € 
April. No formal charges have been made 
against the executives, but local newspa 
pers say the two suspects are accused o 
fraudulent book-keeping. Shenzhen's In. 
dustry and Commerce Bureau raided the 
company’s offices. 

James Peng, chairman of Panco Indus- 
, trial Holdings — the private Hong- 

* kong-registered company which 
.* Peng says owns 50.7% of Cham- 
paign Industrial — is kicking up a 
fuss about the authorities’ actions. 
He has written to the Australian 
Government complaining about the 
move. And other Panco sharehold- 
ers with US citizenship have alerted 
the US consulate in Canton in what 
appears to be an attempt to interna- 
tionalise a local matter. 

The fact that shares in Cham- 
paign Industrial continue to trade 
indicates that the Shenzhen authori- 
ties are applying their powers se- 
lectively. There seem to be reason- 
able grounds for investigation, since 
the company's inability to submit satisfac- 
tory annual financial reports to the central 
bank appears to have prevented it from is- 
suing new shares and paying stock divi- 
dends in 1990 and 1991. 

A takeover bid for Panco by Hongkong- 
listed Lolliman Holdings was dropped in 
July last year, a month after it was an- 
nounced, because the latter said it was tak- 
ing too long to audit Panco's books. 

Peng now claims that the Shenzhen 
government was trying to "socialise" the 
allegedly profitable Champaign Industrial 
by forcing Panco to sell its controlling stake 
to a mainland Chinese state enterprise. But 
this holds little water. The government 
could easily have bought a substantial por- 
tion of the company on the stockmarket. 
In hindsight, the mistake was to authorise 
the firm’s listing in 1990 in the first place. 

The wider issue is that Shenzhen lack: 
a proper company law and an organisa- 
tion designed to tackle white-collar crime 
If the special economic zone is given the 
right to draft its own laws, one of its first 


jobs should be to put these matters tc 














1 you're considering an 

offshore international private 
bank, there are certain vital 
questions you should ask _ 
before making your selection. 
For instance: 

Does the bank have world- 
wide expertise both offshore and 
onshore? i 

Is it represented i in the key 





tures for the administration of 
assets and to provide for their 
ultimate succession? 

Can it arrange for company 
formations, management 
and accounting services from 
key offshore jurisdictions? 

Is it able to provide investment 


services and cei 


offshore jurisdictions, so it can - t 3 pani 


offer unbiased advice on the - 
most advantageous location(s) to 
meet your financial needs? 





Can it provide acomprehensive 


range of services for protection, 

. enhancement and management | 
"E of your assets? 

~~ sit capable of working with 

Mou to design appropriate struc- 





Look no further 


Coutts answers “yes” to all 
these questions. 

We have over 50 years 
of offshore private banking 
experience and operate in 








key financial jurisdictions 
worldwide. 

Coutts has 300 years of 
English Private Banking tradi- 
tion and reputation for personal 
service. And we share in the 
many Swiss advantages provided 
by our international p private 
nni: Iu uarters in 
Zurich. Wh 
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The private bank built on three hundred years’ experience. 


LONDON: (44) 71153 247 ZURICH: (41) 1214 5111 BAHAMAS: (1 809-326-0404 CAYMAN: (1) 808-08-74777 
CHIASSO: (41) 91 412 002 GENEVA: (41) 22 3190319 GIBRALTAR: (350) 72676 GUERNSEY: (44) 0481 726101 
HONG KONG: (852) 525 6898. ISLE OF MAN: (44) 0624 632222 JERSEY: (44) 0534 282345 LAUSANNE: (020.653 29 27 
MIAMI: (1) 305 789 3714 NEW YORK: (0 212 303 291 10 SINGAPORE: (65) 22 33132, TOK YO: (80 3 328 51321 URUGUAY: (5987) 606197 












THE UNIVERSITY COLLEGE OF WALES 
ABERYSTWYTH 


SWAN HUNTER INTERNATIONAL 
FELLOWSHIP IN 
SOUTHEAST ASIA STUDIES 


Applications are invited for the Swan Hunter International Fellow- 
ship in Southeast Asia Studies. The Fellowship will be at the post- 
doctoral level or equivalent, and will be for a one-year period in the 
first instance, renewable after review for a second final year. The 
post is tenable from 1 October 1992, 


| The Fellow will be expected to pursue research and publish in the 

. general area of Southeast Asian politics, with special reference to 
questions of defence, regional security, naval affairs, and interna- | 
ional relations. The salary will be on a scale between £12,129 and | 
9,328 per annum depending on qualifications and experience. 


pplications forms and further particulars are available from the 
Staffing Officer, UCW, Old College, King Street, Aberystwyth, 
SY23 2AX (Tel. 0970 622054). Closing date for applications: 14 














































DeWitt & Co. to Sponsor Third Annual 


| FAR EAST PETROCHEMICAL AND 
GASOLINE REVIEW 


Friday 29 May, 1992 - Westin Plaza - Singapore 


-.. DeWitt Consultants will address global industry developments 
and concerns and how they relate to the East and South East Asia 
industries for: 
Aromatics - Benzens/Toluene/Xylenes and Derivatives 
Olefins - Ethylene/Propylene and Derivatives 
Gasoline - Methanol/MTBE 


For detalis contact: Ms. Jeanne Schweer, Houston, Texas 
Phone: 71 3-875-5525, Fax: 713-875-0175, Telex: 762-854 HOU 
















__ | REVIEWCLASSIFIED ADVERTISEMENTS 
“Cost: 











R US$ 70 per column centimeter 
+ Column Width: 
1 column 41 mm 
2 cojumns 88 mm 
3 columns 133mm 
p E 4 columns 183 mm 
.|. Column Depth: minimum 30 mm, maximum 230 mm 
| Standard Units: 
Ót/4(v)page | (230x41mm) US$ 1610 
t/4(h)page — (120x88 mm) US$ 1680 
1/2 {v} page | (230x88mm) US$ 3220 
12(h)page (120 x 183 mm) US$ 3360 
Full page (240 x 183mm) US$ 6720 


"Farn more information please contact the classified 
advertisement manager 
Far Eastern Economie Review 








Complete Textile Mill 


Over 2500 lots including : 
* Spinning Preparation 
* Long & Short Staple Spinning 
* Weaving Preparation & Weaving 
* Dyeing & Finishing; Yam Dyeing 
* Degumming & Cottonizing Plants 
* Air conditioning; Humidifying: 
Boiler & Service Plant 
For illustrated brochure contact 
» » Henry Butcher & Co. (Phils) inc. 
d e ) 6h Vernida 1 Bldg., 120 Amorsolo SL, 
Legaspi Vilage, Makek, Metro Mania. 
Tai: (32) 851205, 864251 Fax 8193628 
| Henry Butcher (HUE Ltd, Tec gun ETRAS: Far ginari 


international Values & Auctioneens 


DEGREE COURSES 


Take a Master's degree in Business Admin- f 


istration (MBA) entirely at home anywhere in 
the world. Also Bachelors, Master's and 


4-Day Auction Sale 
| Manila - Philippines June 2-5, 1992 | 








Doctorate programmes in Computer Sci- | 


ence, Economics, Education, Engineering, 
international Law, Languages, Sciences, etc. 


Knightsbridge University, Dept. edi 
Stefansgade 18, 2200 C. 
Denmark. Tei/fax: «45 31 81 58 14 


This space is 
reserved for 
Classified 
Advertisements | 


. Reservations should 
be addressed to: 


International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel:8328300 
Telex: 62497 REVAD HX 
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OFFSHORE 
COMPANIES 


FROM US$250 


More amd more. 
the international businessman 
and the high net worth 


| individual use offshore companies 


EE and Irusts-- 
with an emphasis on 
tax avoidance, 
ease of compliance, 
privacy and asset production. 


Our organisation has provided 
ffshore services since 1977. Our 


8 professional staff offer low cost 


incorporaltons: 

JHONGKONG USS$250 
JTURKS US$350 

| JBVI US$500 
B CIBAHAMAS US$500 
| IRELAND UK£195 
| QISLEOFMAN — UK£250 
| JGIBRALTAR  UK£250 
UK£450 


After incorporation, 

we offer domiciliary, 
administrative and nominee 

facilities as required. 


: We also establish and administer 


offshore trusts. 


E For immediate service and FREE 


brochure contact: 


SOVEREIGN TRUST 
INTERNATIONAL 


Room 902, Connaught Building 
58 Connaught Road, Central 
Hong Kong 








Review Classified Sections 


The classifications available in this section are as 
follows; when booking, please state your requirements: 


Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 
Education 

Fellowships 





Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 


| Residential Schools 
— Universities - 
| Hotels & Accommodation —— 








[Technical Club 

PN Industries, Inc 

catel CIT: 

1 Nippon Airways 

nerican Express 

‘thur Andersen & Co 

dd Emergency Assistance 
istralia & New Zealand Banking 
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nea Commerciale Italiana 
nque Nationale de Paris 
ying New Century Hotel 
itish Airways 

ilington Air Express 
Melchers GmbH & Co 
diners Expositions (HK) Ltd 
madian Airlines 
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ntury Plaza Hotel 

rains City Hotel, Beijing 
iains Int'l Hotels Group 

ina Eastern Airlines 

lina Hotel . 

iina Merchants Hotel 

nna Nanshan Development Co Ltd 
ina. Promotion Lid 

| Regency Hotel 

iu ‘World Hotel 

lina World Trade Centre 

ty Hotel, Shanghai 

ncord Hotel (Holding) Ltd 
edit Suisse 

own Pacific (China) Ltd 
4L-Sinotrans Lid 

iewoo HK Lid 

icons and Graham & James 
dta Airlines 

wische Aerospace AG-DASA 
:utsche Bank AG 

esdner. Bank AG 











hibition Centre Hotel - 

mair 

eight-Trans Int'l 

ied Krupp GmbH 

TIC Plaza Hotel 

irden Hotel 

de Loyrette Nouel 

idstar (HK) Ltd 

den Lustre Hotel 

eat Wall Sheraton Hotel 
iatigdong Native Produce 1/E Corp 
Hand Knowlton: = ~ 
siday. Inn China. 

Xiday Inn Bell Tower, Xian 
jMiday Inn City Centre 
Aiday Inn Crowne Plaza 
Jiday Inn Dahan 

Jlidày Inn Downtown 


Yow’ 





Holiday Inn Guilin 
Holiday Inn Harbour View Xiamen 
Holiday Inn Lido 
Holiday Inn Urumqi 
Holiday Inn Xian 





Holiday inn Yan gize C honeging 
Holiday Inn Yin Xing 

Hong Kong Bank 

Hong Kong Detroit Diesel Ltd 


Hong Kong Trade Development Council 


Hotel Equatorial Shanghai 








in Good 


For enquiries, please contact: 
Kenny Chan ~ Advertisement Manager (Direct Line 832-8448) 
The China Phone Book Conipany Limited 
7/F Centre Point, 181 Gloucester Road, Hong Kong 
Telephone: 832 8300 Fax: 838 753. Telex: 84958 FONE HX 


Hotel Landmark Canton 
Hotel New Otani Chang Fu Gong 
Hotel Oriental Regent 


H tel Presidente, Macau 






Hyatt Tianjin 
ITT Rayonier (Far East) Lid 


Incoteco SA Beij jing Office 


Japan Airlines, Beijing 
Japan Airlines, Shanghai 
Jardine Matheson (China) Ltd 
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Jiangsu Machinery UE (Group) Lad 
Jin ane Tower 

Jing Guang Cenire 

Johnsen, Stokes & Master 
KPMG Peat Marwick, Chins 
Kempinski Hote! 

Kuehne & Nagel 

LEP Int'l Group 

Leo Burnett (Chi nab Lad 
Linde AC 

Lufthaasa Airlines 

Malaysia Airlines, Bening 
Malaysia Airlines, Gusngzhou 
os 





Medical & Aina Consultancy Servioes o 








sb | Ser vices China fne 
Natur al Ltd 

Noble Resources 

Nob ds eat LM 





ae c hina HK Group 
Plaza Ca anton 





Qantas Airways 
Regal Airport 
Regal Shanghai (PT Hotel 


Rickmers Linie 

Robert Bosch Gmbh 

SAS Royal Hotel 

Saatchi & Saatchi Advertising 
Santa Fe Transportauon 
Sara Hotel 

Scandinavian Airlines Svstem 
Schenker CHB Lid 

Shanghw Centre 

Shanghai Hilton 

Shanghai Volkswagen 
Shangri-la Hotel 

Sheraton Hua Ting 
Sheraton Tianjin 

Singapore Airlines 

Societe Generale 

Sunshine Hotel. 

E cis Marri 








Tantun D: i 
Traders Hotel 
UPS 

U-Travel Lid 
United Airlines 
World Ways HK Lad 
Yangize New World Hotel 
Yue Min Hote) 

ZF Representative Office 











wo heads are better than one. This 
what some leading Japanese elec- 
tronics companies and US compu- 

ter and communications-system 
makers appear to believe. 

Apple Computer and Sharp Corp. an- 
nounced in March that they would work 
together on the development of new 
products. American Telephone & Tele- 
graph (AT&T) and Matsushita Electric In- 
dustrial are also teaming up to produce a 
= new machine designed by EO Computer, a 
ʻo tiny Silicon Valley company. 
|. The outcome of these alliances is un- 
clear, but there are plenty of clues. Sharp is 
the world's leading maker of wallet-sized 
electronic organisers, with shipments of 
more than 2 million units in 1991. It is also 
_ the No. 1 maker of liquid-crystal displays. 
| Apple, meanwhile, is best-known for the 
= easy-to-use graphical interface on its Mac- 
. , intosh personal computers. 

| The companies are pooling their skills 
| to develop what Apple chairman John 
Sculley calls personal-digital as- 
| sistants, or PDAs, which are to be 
| small, cheap and easy to use. Small 
means hand-held, and cheap 
|, means US$600-700. 
|. Easy to use could well mean 
pen-based interfaces. In other 
| words, instead of a keyboard or a 
| mouse, users would be able to en- 
ter data and give instructions into 
their PDAs by writing on a monitor 
| with a wireless stylus. Pen-based, 
hand-held computers are also be- 
| lieved to be the focus of the AT&T- 
| Matsushita alliance. 
| But the new teams will have to 
| get their skates on. Several compa- 
...; nies have already introduced pen- 

| based “palmtops,” the electronics 
industry’s new buzzword, and new pro- 
duct announcements are coming fast. 

Sony Corp., which says it coined the 
| .^; name palmtop, was one of the first com- 
- || panies to bring out a pen-based electronic 
| Organiser in April 1990. Sony's palmtop, 
vj however, has not proved popular, even in 
|. its second, passport-sized generation. One 
. | problem is that Sony's software for recog- 
| nising handwritten characters is slow and 
I inaccurate. Another is that the company 
has failed to make clear exactly what is the 
product's purpose. 

For help in developing future palmtops, 
Sony may look to General Magic, a Silicon 
Valley-based start-up believed to be deve- 
loping a PDA. There have been persistent 
pore that Sony, poca with RAE and 
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Future at han 


Motorola Inc., have invested millions of US 
dollars in the company. 

Today, however, Grid Systems, a sub- 
sidiary of Tandy Corp. of the US, is the 
undisputed leader in the nascent pen- 
based computing market. Grid Systems' 
computer is used like a clipboard by mo- 
bile workers such as delivery-truck drivers 
and salesmen. The computer eliminates the 
need to use paper forms, data from which 
must be keyed into a computer when 
workers return to their bases. In March, 
Grid annouriced the Palm Pad, a 1.3-kg 
version of its computer that can be 
strapped onto the wrist. 

Two other US companies with similar 
products are NCR Corp. and Poget. A 
wholly owned subsidiary of Japan’s Fu- 
jitsu, Poqet says its machine — the 
PogetPad — is the cheapest and lightest 
pen-based system on the market. The 
US$2,000 computer weighs in at 0.5 kg. 





Sony's palmtop was first on the market. 


Another US company, Momenta Corp., 
has a different outlook on how pen-based 
systems should be used. The company 
promotes electronic pens as a supplement 
to keyboards, not as a replacement for 
them. Accordingly, Momenta has coined 
the term "pentop" to describe its 2.7-kg 
US$7,000 system. 

Instead of the difficult task of trying to 
recognise letters and numbers and then 
convert them into digital codes, pentop 
computing stores handwritten inputs sim- 
ply as images that can be retrieved i in their 
original form. 

Two operating systems are now being 
introduced by two US companies: 
Microsoft Corp. is releasing its Windows 
for Pens, while Go Corp. is bringing out its 
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Pen Point. In addition, some 300 softwari 
houses are frantically adapting their appli 
cations programs to operate in pen-centri 
systems. 

Users can expect to see the number o 
pen-based computers on the market ex 
plode in the next year or so. Because the 
are lightweight, palmtops are tailor-mad 
for the travelling businessman. 

But in addition to calculating and com 
puting, businessmen also need to commu 
nicate. Consequently, the race is on to prc 
vide palmtops with the means to send an 
receive messages. And the leader here i 
Hewlett-Packard of the US, which has sok 
several hundred thousand units of its 30C 
gm 95LX. The US$500 machine, whic! 
comes eim with Lotus Developmen 
Corp.’s 1-2-3 spreadsheet software, i 
popular with roving accountants. 

In March, Hewlett-Packard announce 
the availability of a new range of com 
munications applications that will allov 
95LX users to access information any 
, Where. The company has worke 
2 closely with Motorola on the deve 
lopment of NewsStream, a US$30 
radio modem. The 85-gm wireles 
device allows subscribers to receiv 
electronic mail anywhere in th 
continental US. Mobidem, a mor 
expensive product made b 
Ericsson GE Mobile Communice 
tions Inc., enables them to reply 
too. Future modems may be buili 
in. 

Other companies are scramblin 
to follow Hewlett-Packard's leac 
Poqet has introduced a commun: 
cating computer that uses a radi 
modem, and Apple is puttin 
much effort into providing wire 
less-communications capabilitie 
for its computers. 

Many analysts believe the personal 
computer market is set to become interes! 
ing again. But are happy days for the ele 
tronics industry here again? Not yet. 

If the pen-based palmtop persone 
communicator is to persuade millions c 
consumers to fork out for it, then across 
the-board improvements to the technolog 
are required. That does not just mea: 
higher-resolution screens, lighter pei 
digitisers, better recognition software 
longer-life batteries, denser levels of chij 
integration, faster microprocessors an 
cheaper memory, though all are neces 
sary. It also means that the new device 
must be simple to use and genuinely use 
ful. a Bob Johnston 












IN TAIPEI, EXPERIENCED 
TRAVELERS STAY WITH US 





For many good reasons, frequent travelers who require first-class accommodations 
in Taipei consistently choose the Howard Plaza Hotel. They especially appreciate our 
convenient location, comprehensive modern facilities and outstanding service. 


* 606 luxurious rooms and suites, with satellite TV reception and in-house movies 
* 6 superb restaurants, both Oriental and Western, and an elegant atrium lounge 
* Fully equipped health club with sauna and steam rooms 

* Complete conference, meeting and banquet facilities 


* Landscaped outdoor swimming pool * An unmatched level of security 
* A highly professional business center * Two entire floors for non-smokers 
* 4-story shopping mall e 360-car parking lot 


The Howard Plaza — for those in the know, the only place to stay when in Taiwan 


For reservations and information, please contact any KLM Golden Tulip Worldwide Hotel, 
Distinguished Hotels of the World, Utell Int'l, Delton Reservations, or call vour travel agent 
An associate of the Keio Plaza Hotels, Japan. 


(o Utell International 





Swissair Customer Portrait 117: Jean-Francois Lanour, physiotherapist and member of the French national fencing team, Paris. 
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The Lorrain Osman case 

The interview with Tun Daim Zainuddin 
[12 Mar.], the former finance minister of 
Malaysia, had comments on Lorrain 
Osman who has been held, in prison, on 
remand, uncharged with any offence, for 
six-and-a-half years. 

His responses to questions about the 
Carrian affair, were most disingenuous. 
Significantly his replies were confined to 
Lorrain Osman, with no comment on either 
Carrian itself or Bank Bumiputra (BBMB). 
His final remarks were especially ex- 
ceptional. His assertions that “Lorrain 

. has to fight his own battle. There is 
nothing we can do. We cannot interfere in 
the process of law" were misleading and 
ignored the fundamental fact that the 
whole prosecution was initiated by the 
complaint of BBMB. 

Daim knows that the complaint was 
based entirely on the Noordin Committee 
report. This committee was appointed by 
BBMB with the full authority of the Ministry 
of Finance to investigate the entire circum- 
stances of the Carrian loans and recom- 
mend appropriate action. Daim was the 
minister of finance and the sole incorpo- 
rated shareholder in BBMB when the com- 
plaint was made. He knows also that this 
report has been discredited by his own 
prime minister, Datuk Seri Mahathir 
Mohamed who has said in parliament that 
the Noordin Report "cannot be believed" 
and that the committee itself was "biased." 

. Since Daim had authorised the com- 
plaint, which he now knows was based on 
à discredited report, he has a duty to en- 
sure that the Hongkong authorities are in- 
formed of the true situation, and end the 
miscarriage of justice which has lasted all 
| ears. 

.. But over and above the discrediting of 
the Noordin report there are other crucial 
matters, all of which must be well known 
to Daim and all of which emphatically re- 
inforces his duty to act. 

The complaint itself alleges that Lorrain 
Osman authorised loans without the 
knowledge of the bank and the authorities, 
and without security. Those are the cardi- 
nal factors upon which the Hongkong au- 
thorities base their case against Lorrain 

Yet all funding of loans by Bumiputra 
Malaysia Finance Ltd (BMFL) were pro- 
vided by the parent bank BBMB. Further- 
more, in June 1982, Bank Negara (Malay- 
sia's central bank) made an inspection in 

g and knew of the entire position 
of all BMFL activities, including all the loans 
made to Carrian, and so stated in a report 
which it made in September 1982. This 
report was submitted to the Ministry of 
Finance. 


Yet more significant evidence has now 
come to light. Among documents now 
filed in the Malaysian High Court are 
records of meetings attended by senior 
Hongkong officials reported by the REVIEW 
including the attorney-general and the fi- 
nancial secretary. At one meeting attended 
by these two officials it is recorded by 
Chooi Man Sou, a solicitor who now acts 
for the Hongkong Government in Malay- 
sia, that the Hongkong authorities stated 
that the Malaysian Government was en- 
gaged in a "cover up" but that they, the 
Hongkong authorities, would help in every 
way they could even to the extent of 
EG. prepared to "bend it [the law] some- 
what." 

Numerous other unusual features on 
the part of the prosecution are apparent. 
Some were known from the outset, others 
only disclosed recently; all are suspect. 

For instance, throughout the investiga- 
tion and preparation of the prosecution's 
case, political and diplomatic officials, hav- 
ing no connections whatsoever with any 
investigative or legal function or responsi- 
bility, were intimately involved in this case. 
These include: the political adviser to the 
Hongkong Government and his deputy; 
the British foreign secretary; the governor 
of Hongkong and the British high commis- 
sioner in Malaysia. 

Again, during the involvement of po- 
litical functionaries, ulterior motives unre- 
lated to the interests of justice were ex- 
pressed and condoned. Specifically, in a 
cable sent by the governor of Hongkong to 
the British foreign secretary on 20 Decem- 
ber 1985, the governor warned that the 
complaint against Lorrain Osman was be- 
ing made for reasons other than those of 
justice. More than 197 cables were ex- 
changed between the British high com- 
missioner in Malaysia, the political adviser 
and his deputy in Hongkong, and the 
Foreign Office in London. If this were 
merely a case of bank fraud, why were all 
these high-ranking political officials in- 
volved? The answer is quite simple. The 
allegations against Lorrain Osman were 
made in Hongkong for political reasons 
and in order to keep the case out of Ma- 
laysia. 

When asked to produce the critical evi- 
dence relating to the loans, BBMB claimed 
that over 65% of it, 3,500 documents, was 
"lost or destroyed." 

Some letters written by the murdered 
bank official Jalil Ibrahim have emerged 
which indicate even more clearly that 
Lorrain Osman was neither responsible for, 
nor in control, of the BMFL lending. Ac- 
cording to Jalil, Tengku Razaleigh Hamzah 
and other ministers were in direct control 
of BMFL operations. - 

_Daim’s claim 
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HONG KONG ANI 
CELEBRATE A NEW CENTI 


A new era of comfort and con 
venience has come to Asia with the 
opening of Century International 


Hotels in Hong Kong and Jakarta 















The Century Hong Kong Hotel is 
a gleaming new 506-room tower 


in the heart of Wanchai close 
to shopping, entertainment, and 
the Hong Kong Convention & 


Exhibition Centre. Features in 


clude a fitness centre, outdoor 
swimming pool, and ‘Royal Club 
executive floors. 

In Jakarta, the 640-room Hotel 
Atlet Century Park is set amidst 
a beautiful tropical garden in the 
city's parkland area. Recreational 
and conference facilities are also 
take 


advantage of an executive floor, 


nearby. You'll be able to 


business centre an outdoor 


swimming pool, tennis court 


and fitness centre 
Reservations: 


Hong Kong (852) 598-8888 
Indonesia (62) 21-5712041 * Japan (81) 3-5683-5683 


Utell International Worldwide * Delton Reservation System | 


C 


CENTURY 
INTERNATIONAL 
HOTELS 
Century Hong Kong Hote! 


238 Jaffe Road, Wanchai. Hong Kong 
Tel: (852) 598-8888 Fas ^) 501 i 
Hotel Atlet Century Park 


JI. Pintu Satu. Senavan Jakarta. Indon i 
Tel: 162) 21-5711204) Fas ey 


Century International Hotel 


* Century Hong Kong Hotel. Hong K 
* Century Saigon Hotel, Ho Chi Minh í 
è Hotel Atlet Genturs Park. Jakarta 
* Yogva International Hotel. Yogvakart 
Century. Associate Hotels 
lokvo * Svdnev * Manly Beach * Melbourne * ! 


Port Douglas * Brisbane * Port Vila 
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(GREEN FEES IN THE PHILIPPINES 
LEAVE You Enoucu To Pant Tug Town 
Rep Anp Stay IN Tue Brack. 


Golfing in the Philippines 
costs much lower than you 
imagine. 


Choose from more than 50 
highly-rated courses all over 
the country, ranging from 
picturesque to challenging. 


Among the most popular is 


Wack Wack Golf and Country 


Club, with its long and tricky 
fairways, water hazards and 
intimidating sand traps. The 
rolling terrain of Valley Golf 
Club, replete with lakes and 
streams, is a favorite among 
powerful hitters. 


But nothing can be more 
daunting than the undulating 
greens of Puerto Azul 
overlooking the South China 
Sea. Designed by Gary Player 
and Ron Kirby, it has a front 


nine that plays into a valley — 
and two finishing holes that 
require monstrous drives over 
rugged clitts. 


You're never too far from a 
golf course in the Philippines. 
Here, courses are less 
crowded, and amenities range 
from modest to plush. Prices 
start as low as US $16 a day, 
inclusive of an 18-hole round 
of golf, green and caddy fees, 
as well as hotel - goli 

course transfers 


Come, pack your clubs for a 
magnificent golfing holiday in 
the Philippines. It’s only a 
short flight away on 
Philippine Airlines. 


Contact Philippine Airlines or 
your travel agent for details 


Prices subject to change 


Philippine 
Airlines 




















The Hotel Royal Taipei. 
Contemporary refinement and 
| sophistication that's 


Along with uniquely 

personalized service that helps 

make a stay memorable. 
Experience it. 


hótel royal taipel 


37-1, Section 2, Chung Shan North Road, Taipei, Taiwan 
Tei: 2-542-3266 Telex: 23015 Fax: 2-543-4897 


nikko hotels international 


For reservations, call your travel agent, 
the nearest Japan Aidines office, LRI office 
or Nikko Hotels International. 

Mong Kong 7394321, Tokyo 03-5441-4321, 

: Toll free in U.S. and Canada 
1-800-NIKKO-US (645-5687), 

Toll free in U.K. 0800-282502 
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Lorrain Osman. He kows that the co 
plaint was wrong. He also knows that the 
French Government found the allegations 
against another Bank Bumiputra executive, 
Rais Saniman, so repugnant that it recently, 
and finally, refused to extradite him to 
Hongkong. The allegations were the same 
as those made against Lorrain Osman. 

London KEVIN CAHILL 
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insult to the founder 

On 27 March 1945 Gen. Aung San, the Bi 
ther of Aung San Suu Kyi, led the army 
and people of Burma in a successful revo- 
lution a Je panese fascism. Twenty 





attalion woud ‘salute the 
aS the ation, ko utter four 


aaa the « enti ti iré 
national fase 





instead. of honouring the sacred 
memory of assassinated Gen. Aung San, 







the national hero, the government has. 
sulted him and the nation by detaining his 
daughter, Aung San Suu Kyi, and many 
others. Instead of the army sacrificing itself 
for the common welfare, it ; the innocent 
civilians that are being daily : sacrif ficed for 
the benefit of the army. | 

Thank you for publishing news. about 
Burma and for maintaining its name. After 
liberation is achieved, the hated socialist 
flag will be torn down and replaced with a 
new design and the nation will be know i in 
English as Burma. i | 

There is no need 
cause it has alway 
own language just 
is Zhongguo; and J 

The SLORC is jus 














1 to call it Myanmar be 
Via is E Bharat; China 


rig to 6 score propa: 


ganda points by assuming a more-pa- 


triotic-than-thou attitude to the name. 


Chicago DAVID LAW | 
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ike adding value to your products? 


Mu 


Jur people have ways to help. 


"Adding value to a product is 
what first-class container 
ransport is all about. After all, 
shipment that arrives on 
ime and in perfect condition 
ss worth more than one that 
urns up late—or worse. 
Nowadays the place to look 
Or professional transport is 
"*acBen. As specialists in the 
;urope—fFar East trade, we 
ffer dependable weekly 


* 
—— = be nm neweateohin«ed 


from Gothenburg to Tokyo. 
And throughout the journey 
we track your cargo with one 
of the most advanced logistics 
systems ever developed. 

You'll find that with EacBen 
you can give your customers 
greater value for money. Because 
we give more value to you. 


EacBen €? 


1° (TASS CONTAINER TRANSPORT 








For more information, tick the appropiate 
box(es) and return to: 


Sales Department, 

EacBen Container Services Ltd, 
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Kabul, on 25-26 Ap 3 
collapse of the Moscow-backe 
.. Najibullah regime. Pakistani mediation, 
however, led to a ceasefire and an 
orm à provisional government 
eutral figure. The future 
Whether prominent 
uch as the Tajik commander 
wah Masud and Pashtun 
dar t Gulbuddin Hekmatyar 
ust each other enough to work 
gether in a government. If not, 
'hanistan could well disintegrate 
ong tribal lines. Correspondent Ahmed 
ashid interviews Masud and explains 
e network of alliances which have 
ade him the effective ruler of the 
whole of northern Afghanistan. 
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provides a guide to the country's tribal 
work and traces the role of 
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Ig : New Governor 

n's appointment as the 
colony's next, and probably last 
governor signals a transfer of power 
from Foreign Office Sinologists to 
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INTELLIGENCE 


- Brussels Leaks 


Japanese officials are unhappy that the 
. European Commission has publicised a 
.. Secret understanding with Tokyo that 

. Japan might reduce its car exports to 
Europe by 6% this year. Tokyo had 
earlier announced that as demand in the 
European car market was forecast to 
drop by 1.5-2%, Japanese car companies 
would cut their exports accordingly to 
avoid creating "disruption." Brussels, 
however, later revealed that Tokyo had 
already agreed to reduce exports by 

-. 75/000 cars to about 1.2 million in 1992. 
. japanese officials said the revelation of 

© what they regarded as a “reference” 

- figure was “unfortunate,” as it could 





lumber 18 







Philippines : Presidential Election 

The 11 May polls may prove a watershed 
for the country's political system, as 
voters sever long-standing ties with 
traditional patronage networks. Another 
factor is the intervention of church 
leaders 16 


Burma : SLORC Surprises 

The shadow of strongman Ne Win looms 
behind recent leadership changes in the 
ruling military junta 20 


Foreign Relations : Australia-Indonesia 
Australian Prime Minister Keating tries 
to undo the damage done to bilateral ties 
in the wake of the Indonesian military 
crackdown in East Timor 20 


China : Labour 

Workers are restive as capitalist-inspired 
reforms in the state sector raise the 
spectre of increased unemployment 22 


Foreign Relations : South 
Korea-Vietnam 

While Seoul's relations 
with Hanoi are warming, 
fuelled in part by 
opportunities for South 
Korean investment, the 
pace of normalisation of 
ties with Peking has 
slowed 24 


Japan : Aid 

Japanese Foreign Minister 
Watanabe's role in an 
Indonesian aid project is 
questioned 28 


reinforce the image that Japan is again 
yielding to external pressure to restrain 
its exports. 


Last Post 


Lieut-Gen. Zhang Taiheng, who was 
sacked as commander of China's 
Chengdu Military Region in October 
1991, is tipped to become the new 
president of the People's Liberation 
Army's top think-tank, the Academy of 


Military Sciences, later this year. The post 


is usually given to officers nearing the 
end of their careers. Zhang was 
dismissed after a number of disciplinary 
transgressions, the most serious being 
ignoring orders not to allow military 
helicopters to fly in bad weather. Last 
summer, Zhang and.a deputy regional 
commander took a helicopter trip in 
Tibet, flying in separate machines. 
Zhang's deputy's helicopter crashed after 
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Japan: Native Son => 

Tokyo has taken a soft line over the de 
facto coup by Peru's ethnic Japanese 
President Fujimori 28 


Japan: Media Loss. 

The fading fortunes of a Left-leaning 
newsweekly once immensely popular 
among student radicals reflect the trend 
towards conservatism in Japan 29 


Malaysia : Muslim Vote 

Despite the pull of religion and 
widespread grassroots support, 
Malaysia's leading Islamic party finds th 
going heavy in key by-elections in the 
Malay heartland 30 | 
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Vietnam : Artists | 
Painters, poets, sculptors and 
playwrights are pushing against the 


cultural limits in this time of doi moi, 








Ne Win rules! Okay! (20). 


losing control in strong winds, killing all 
crew and passengers aboard. The 
accident, and his subsequent demotion, 
effectively put an end to Zhang's career. 
A keen military thinker and battle- 
seasoned commander, Zhang was 
regarded as a future contender for a top 
position in the high command. 


Phone Bill 


The Philippines Long Distance 
Telephone Co. (PLDT) is likely to either 
sell a major stake of its shares, or the 
shares of a new subsidiary company, to 
a major US or European 
telecommunications concern shortly after 
the country's 11 May presidential 
election. PLDT, whose stock is traded in 
Manila and New York, needs to boost its 
equity base to carry out its P18 billion 
(US$706 million) X-6 expansion 
programme. It also needs more direct 





Vietnam's version of perestroika 36 
One example is Fable For the Year 2000, 
a satirical, biting play that packed in 
Hanoi audiences recently 37 

Yet writers still feel the hand of the 
culture commissars 38 | 
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The 1992 annual — of the Asian 
Development Bank being held in 










the bank's request for a major increase in 
capital from its 52 shareholding 
countries — 16 of which are outside the 
on. The bank wants additional funds 
tly for development in China, India 
Indonesia, but there is opposition. 

rn adn finance editor deed 


D Korea : indust} os 
country's semiconductor makers 
are being put on the defensive by 
foreign competitors, who want them 
to set their prices closer to industry 


: alaysia Markets 

E | marks an unhappy 
milestone in € 
trading practices 60 


Vietnam : Energy 
The government's move to put a 
potentially : Successfull oilfield and nearby 





i ac cess. to fibre optic technology. 

An alysts are tipping a link-up with 
AT&T or. one of the “Baby Bells” as most 
likely. 


Another New Paper? 

Singapore’s Senior Minister Lee Kuan 
Yew is said to have raised the possibility 
of starting another English-language 
newspaper during a recent surprise visit 
to Singapore Press 
Holdings (SPH), the 
country’s de facto 
newspaper 
monopoly. Lee is 
said to have told 
senior SPH managers 
thatthe new paper - 
‘should | ublished : 
outside the group in 
order to provide the 
competition he. 





Lee. 





Hongkong is likely to see a struggle over 
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= concessions on the auction block has 


refuelled. hope among oil firms of a big 
discovery 64 





| Following | the vapour trail 64 


Reluctant spectators 66 


n South: Korea : Companies 


Ms dai nb to have reached a 


a Sah di ai enters sangisk 68 


Region : Trade 

Japan wins vocal support for a new 
free-trade accord but makes little 
real progress in its efforts to kick- 
start the stalled Gatt Uruguay 
Round 70. 


Taiwan ; Banking 

‘he opening of 15 banks since December 
Xffered a breath of fresh air for 
consumers, but an industry shakeout is 
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Bangladesh : Aid 
A World Bank-led consortium pledges 
US$2. 2 billion of aid 74 
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bank may enter fray 
E | longkong. Bank in bid for 
Mid and. 75 


Japan : Companies - 
Business entertainment i is still going. 





| strong 76 


believes will help improve the quality of 
Singapore's print media. 

Hard Time 

Democracy Wall activist Xu Wenli, now 
in his 11th year of solitary confinement 
in Peking’s No. 1 Prison, ‘has recently 
been denied laboratory tests for a 
urinary blockage. Prison medical staff 
dismissed his problem after a cursory 
examination. Xu, 49, is let out of his 6-nv 
cell — illuminated and monitored by a 
video camera 24 hours a day — only to 
relieve himself. Xu has also been 
pronounced ineligible for “labour 
reform" as he never confessed to his 
"crime" of advocating the release of 
fellow-activist Wei Jingsheng and 
dialogue between the Chinese 
Communist Party and Taiwan's ruling 
Kuomintang — developments that could 
well materialise while es serves the 
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indonesia : investment. 

Indonesia is opening its door wider 
to overseas investors, but new rules 
may not go far enough to attract 
investment 76 


Region : Policies 
pe sie under ab dearest at G7 meeting to 
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remainder of his 15-year sentence, - 


Electronic War are 

Posdata, the data-processing 
South Korea’s state-owned T 
and Steel ee Ou , has ¥ won da U ` 


ar pi P The “conbisct is one of £ the 
first to be awarded under a six-year 
US$ y. oon proe to upgrade. the 


menus, and aene capabilities, as 
well as provide computer simulation 
and modelling programmes. Posdata | . 

will subcontract work to the US firm. . 

Titan Corp. Combat simulation isa — 
military priority since the ca 
the annual South Korean-US ^T 
Spirit" exercise tollowing North k 
objections, and because of enviror 
damage caused by army manoeuvres 
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AFGHANISTAN 


Peace with pitfalls 


shaky mujahideen coalition set to take over government 





By Ahmed Rashid in Kabul 
and Salamat Ali in Peshawar 


Heavy fighting flared 
in Kabul between rival 
mujahideen groups at 
the end of April after 
the capital fell to the 
rebels in a dramatic week that has changed 
the history of Afghanistan. Yet there were 
signs that the next chapter of the story 
might not be quite as chaotic as the one 
before. 

While the country remains a patchwork 
of rival fiefdoms divided by religious, cul- 
tural and linguistic barriers, at least some 
of the Afghans are proving themselves to 
be statesmen, as well as warriors and gue- 
rilla fighters. This became clear on 27 April 
when representatives of most of the main 
mujahideen factions, meeting in the Paki- 
stani city of Peshawar, agreed to a ceasefire 
and a complex formula for the establish- 
ment of a provisional government to re- 
place the collapsed regime of President 
Najibullah. 

The fragile formula of 27 April pro- 
vided for a group of 30 mujahideen com- 
manders, 10 clerics and 10 nominees of the 
mujahideen parties to take over in Kabul 
immediately. Headed by Sibghatullah 
Mujadedi, a Peshawar-based opponent of 
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their tribes 


The Afghan conflict 


1970s, spawned 
many ethnic, politi- 





groups that fought the Soviets and later 





against each other either sing! 


Of the estimated 15 million | 


.. population in the late 1970s, ras net dat. 
one third fled abroad, m 
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ghanistan is home to Tajik, Uzbek and 


has, since the late 


cal and religious 


Najibullah who professes neutrality be- 
tween the main mujahideen factions, this 
group was to remain in power for two 
months before handing over to a leader- 
ship council headed by neutralist leader 
Burhanuddin Rabbani which will in turn 
remain in power for the next four months. 
These six months are to be used for creat- 
ing an Islamic Council comprising several 
hundred members who would elect an in- 
terim government. 

The pact appeared to have run into 
trouble on the afternoon of 28 April when 
a group of mujahideen leaders based in 
Pakistan and representing Afghanistan's 
largest tribal group, the Pashtuns, ques- 
tioned some of its main provisions, includ- 


Afghanistan 





Turkoman groups. Central istan 
is peopled by the Hazaras. In the east 
and the south live the dominant Pashtun 
tribes who speak Pushto. Most other 
tribes speak dialects of Persian. Hazaras 
and some others are Shia Muslims. The 
other Afghans are Sunni. The Shias 
maintain they form 25% of the Afghan 
tion. 

In addition to many guerilla bands 
which did not acknowledge any author- 
I ass ra eer br guisa 
there are 16 relatively large groups of 
mujahideen. Nine of these have been 
based in Iran, which them into an 
umbrella body called the Hizbe Waha- 


The other seven, Pakistan-based 


Sunni groups, were roughly divided into 
_two camps: three moderate ones which 
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minister and 


ing the timing of the transfer of power 
from Mujadedi's council. However, events 
on the ground in Kabul suggested that the 
agreement might be taking hold. 

Mujadedi himself arrived from 
Peshawar in the Afghan capital on 28 April 

— after a journey by road over the Khyber 
Pass — and was welcomed by Tajik mili- 
tary commander Ahmed Shah Masud, the 
mujahideen leader whose control of most 
of northern Afghanistan finally toppled the 
Najibullah regime. 

While this was happening, representa- 
tives of the Hizbe Islami group headed by 
fundamentalist Pashtun leader, Gulbuddin 
Hekmatyar, appeared to give their belated 
blessing to the pact by naming a candidate 
for the office of prime minister in the new 
provisional government. The group also 
dropped a demand that all mujahideen 
militiamen, including Masud's Tajik forces, 
should be withdrawn from Kabul before 
they would cooperate. 

A snag about both the peace settlement 
and the ceasefire that accompanied it is that 
no provisions appear to exist for dealing 
with disputes that could arise in imple- 
menting its vague provisions. There is no 
mention in the formula itself or in the indi- 
vidual comments of mujahideen leaders of 
any plan to place under a single command 
even the heavy weapons, including artil- 


favoured the restoration of monarchy 
and were considered pro-West, and four 
hardliners labelled fundamentalists by 
the media. Among the moderates the 


Jibha Najate Milli was the only one to 


describe itself openly as royalist. It did 

not command much fighting power 

though its leader Sighbatullah Mujadedi, 
clergyman, has as the 
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ber council of the mujahideen, which 

would make him the head of state. 


ditary spiritual leader Pir via 
Gailani who is to become deputy prime 
minister in the new 
government. The third moderate 


| group 
is Harkate Ingilabe Islami of Nabi 
Mohammadi. 















































ery and tanks, that the various groups still 
nave. 

There has been no explicit sign, either, 
hat any of the various military councils 
aow in power in various parts of Afghani- 
stan will take orders from the successive 
administrations planned for Kabul. The 
only guarantee of cooperation by the re- 
gional fiefdoms is that they will all be de- 
pendent on food supplies ‘donated by ex- 
ternal powers who want to see peace and 
central authority restored in the country. 

If the Peshawar agreement does take 
hold, much of the credit is likely to go to 
Prime Minister Nawaz Sharif of Pakistan, 
who used his government's position as the 
main source of aid to the Pashtun mujahi- 
deen factions as a lever to force them into 
negotiations with other groups. Pakistan 
has worked feverishly for peace in Af- 
ghanistan not only because the war so far 
has claimed 1.5 million dead, with another 
1 million maimed and more than 5 million 
driven out of their country, but also be- 
cause it has a clear strategic interest in 
seeing the country stabilised. 

Since early this year Pakistan has been 
trying to build commercial and diplomatic 
links with the five independent Central 
Asian republics, which emerged from the 
collapse of the Soviet Union in December 
1991. But, while a common Islamic culture 
and the need of both sides to find trade 
partners favours this process, communica- 
tions are a problem. Islamabad's new 
opening to the north is not likely to work 
unless Afghanistan is stable enough to 
provide a land corridor into Central Asia. 

Pakistan's other main hope is for the 
emergence of a non-hostile Islamic govern- 
ment in Kabul that might renounce Af- 
ghanistan’s erstwhile claim to Pakistan's 
adjacent Pushto speaking areas. Pakistan 
wants to see the Durand Line (the old 
frontier between Afghanistan and British 





India) given official recognition by Kabul 
but is aware that many Afghan factions still 
see this as creating an artificial division be- 
tween Pashtun groups straddling both 
sides of the border. 

At the worst, Islamabad is afraid that 
continuing chaos and civil war in At- 
ghanistan might revive the idea of an in- 
dependent Pashtunistan. 

Pakistan is not the only state which 
badly needs to see peace in Kabul. The shift 
of power in Afghanistan has not so far 
posed any military threat to the Central 
Asian republics, but will most certainly 
pose a political challenge to their current 
leaders in the future, say Russian experts. 

The once closed borders which Turk- 
menistan, Uzbekistan and Tajikistan share 
with Afghanistan are becoming more po- 
rous, and along the mountainous Tajik 
border a 200-km stretch of fences has come 
down. This means that the Central Asians 
face a potential security problem with a 

war-torn Afghanistan, as well as sharing 
Pakistan's interests in safe transit across its 
territory. 

Whether or not the Peshawar agree- 
ment survives, Afghanistan is likely to 
need years to recover from the series of 
events that culminated in the collapse of 
the Kabul regime and the arrival of war- 
ring mujahideen groups in the capital. Yet 
the regime's fate should have been pre- 
dictable once its strongest ally, the Soviet 
Union, had broken up. 

Within weeks of the Soviet collapse à 
revolt in northern Afghanistan by army 
units and militia groups, once considered 
loyal to Kabul, plunged Najibullah into a 
credibility crisis as the economic situation 
worsened and food and fuel supplies dis- 
appeared. A cutoff in arms supplies to 
government forces meanwhile tipped the 
balance in favour of rebel groups which 
continued to receive help from Pakistan 
and Tran. 

On the diplomatic front, the Soviet col- 
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lapse also had its effects. An attempt bs 
the UN to broker a peace process ba sed on: 
the establishment of a joint council of mu- 
jahideen representatives and members o 
the ruling Watan Party quickly gathered. 
steam and Najibullah was forced to an- 
nounce on 18 Marc h that hes we ould iss i 


But t the UN peace carat was itsel If outma- 
noeuvred by mujahideen field command- 
ers, who saw the president's offer as a sign. 
of weakness. From mid-March onwards, 
though the mujahideen leaders continued. 
to meet with UN Special. Representativ 
Benon Sevan, they were in fact making 
plans to take control of the entire country. 

Najibullah’s failed attempt to flee the 
country, followed by his decision on 15 
April to seek refuge in a UN office in Ka- 
bul, led to a dramatic collapse of morale in 
the army and the Watan Party. Major cities 
— Herat, Kandahar, Feyzabad, Gardez and 
Jalalabad — began to fall to the new coali- 
tions of guerilla chiefs, tribal elders an 
army officers as senior army commander 
tried to save themselves by making pact 
with the rebels. 

In the north, Masud had forged an i: 
lamic Jihad Council along with Gen. 
Rashid Dostam, a one-time ally of Na- 
jibullah who commanded 20,000 Uzbek 
militiamen. The council controlled all Af- 
ghan provinces from the central Asian 
border to Kabul, but it was clear from the 
start that its ultimate aim was to prevent 
the capital falling into the hands of p "ashtun 
mujahideen groups, including Hekma- 
tyar's Hizbe Islami. From then on the stage 
was set for a battle in Kabul between the 
real holders of power, the northern an 
southern mujahideen groups. 

The government's last hope was 
range an orderly transfer of r power. 
mujahideen council — preferably 
which would guarantee safe transi 
dia for Najibullah and ensure the inte 
of the armed forces. But a series of co 











betw ween Foreign Minister Abdul Wakil 
arid Masud at the latter's base at Charikar 
56 km north of Kabul failed to clarify the 
terms for a peaceful transfer of power, de- 
Spite a promise by Masud to declare a gen- 
eral amnesty and guarantee the integrity 
i of the army. 
.. Masud's decision to move into Kabul 
on 25 April was prompted partly by frus- 
= tration at the continuing bickering between 
mujahideen factions in Peshawar and 
partly by real fears that Hekmatyar was 
preparing a coup attempt in the city. 
Around 10 am on 25 April, in a move 
closely coordinated with the Afghan army, 
Masud's forces took over key buildings in 
© the city as other mujahideen groups 
"quickly seized what other positions they 
could in the centre of Kabul. Hekmatyar's 
Hizbe Islami took the Interior Ministry 
< building, part of the presidential palace 
- and a part of the Mikroyan housing com- 
— plex where Watan Party officials lived. 
The actual takeover was carried out 
with a minimum of bloodshed as tens of 
thousands of mujahideen poured into Ka- 
bul from all directions, but by nightfall 
heavy fighting had broken out between the 
Hizbe Islami and Masud's coalition forces. 
Hekmatyar's promised attack began in full 
strength on Sunday 26 April when Hizbe 
Islami guerillas with tanks and heavy ar- 
tillery attacked the fort of Bala Hissar. 
For two days after that heavy tank 
shells thudded into the mud-baked walls 
of the ancient fort, perched on a hill on the 
eastern edge of the city. The fort is an im- 
portant military garrison and arsenal and 
is manned by Uzbek and Tajik fighters. 
< Hekmatyar's Hizbe Islami commanders 
claimed that they were not fighting other 
mujahideen groups but the hated Uzbek 
militia which cooperated with the Soviets 
and helped to prop up the Najibullah re- 
> gime. But the truth seemed to be that eve- 
= ryone was fighting everyone as different 
~ guerilla groups patrolled street corners 
.' sometimes only 50 m apart. Driving down 
$: Kabul’s deserted streets became a hair- 
_ raising experience with guerillas pointing 
‘their rocket launchers into taxi windows 
before asking journalists where they were 
going. 

How far battle hardened guerillas will 
ever accept any central authority in Af- 
* ghanistan is an open question. But it 
¿_ seemed clear by the end of the month that 
-Hekmatyar's forces in Kabul were suc- 
= cumbing to the far stronger combination of 
^ Masud and the Uzbek militia, and that the 
. extremist Pashtun mujahideen factions 
- were beginning to weary of the struggle. 
~ H these groups are prepared to continue 
-Stalking to the Pakistanis, the UN mediators 
. and others — who have been attempting 
. to work out a peace formula — the capture 
. of Kabul may not have been in vain. If not, 
as one Afghan merchant put it: ^The worst 
may be yet to come." n 











































AFGHANISTAN 2 


Warriors of the north 


Ethnic minorities hold military advantage 


For the first time in Af- 
ghan history, the two 
most powerful military 
leaders in the country 
do not belong to the 
majority Pashtun ethnic group. The Tajik 
mujahideen leader, Ahmed Shah Masud, 
and the Uzbek militia commander, Gen. 
Rashid Dostam, have formed an alliance. 
The two now control the largest military 
and political forces in the country and have 
the support of what remains of the Afghan 
army. This alliance is certain to fuel ten- 
sions with the Pashtuns, who have tradi- 
tionally dominated Afghanistan. 

As guerillas of Masud's Jamiat-e-Islami 
moved southwards towards Kabul last 
week, Masud himself held court at Chari- 
kar, 56 km north of the city, receiving sen- 
ior Afghan officers and mujahideen com- 
manders. With armed followers milling 
around him, he dealt with dozens of issues, 
snapping commands to his officers who 
rushed out to convey the orders by radio 
to other Jamiat groups across the country. 

smiling and looking remarkably re- 
laxed despite the tension of recent weeks, 
Masud displayed the raw power and pres- 
tige of a charismatic tribal chieftain. "It is 
easy for us to enter Kabul but we want to 
talk to other groups. | hope all the mujahi- 
deen will be united in these sensitive con- 
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ditions,” he told the REVIEW. He accused 
his main rival, the Pashtun d eid 
leader Gulbuddin Hekmatyar of being "a 
warmonger," but dismissed his ability to 
capture Kabul by force. "If Hekmatyar had 
the forces to come into Kabul he would 
have done it by now. His forces are too 
small," Masud remarked. 

For some 14 years, Masud has operated 
from the mountains of northeastern Af- 
ghanistan against the now ousted commu- 
nist regime and its Soviet backers. During 
this period he travelled out of the country 
only once — to Pakistan last year. Unlike 
other rebel Afghans, based in the Pakistani 
city of Peshawar, he is untainted by cor- 
ruption and is lionised by his followers. 
The minority Tajiks, who have long been 
dominated by the Pashtun tribes, got their 
chance to prove their military prowess in 
the recent war. In the process, Masud has 
forged a disciplined force of about 10,000 
fighters and many more irregulars. 

Over the years, he has also initiated ef- 
fective social, eductional and health pro- 
grammes for civilians in the liberated areas 
and has thus been widely supported by 
Western aid agencies. 

Although a fundamentalist, his Islamic 
vision is moderated by the more relaxed 
Tajik culture and centuries of persecution 
by the Pashtuns. While he abides by the 
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[slamic injunction of praying five times a 
day, his views on the role of women in 
society are liberal, as is his belief that mi- 
nority sects should be allowed to prac- 
tise their own kind of faith. But Islam is not 
the immediate issue for him. 

In recent weeks he has laboured hard to 
win over many prominent Pashtun com- 
manders to undercut Hekmatyar's design 
to return Afghanistan to Pashtun domina- 
tion. He claimed that key Pashtun com- 
manders Jalaluddin Haqqani and Abdul 
Haq had joined his newly formed Islamic 
Jihad Council. 

Most Pashtun commanders feel trapped 
between their personal dislike for 
Hekmatyar and their deep suspicions that 
the new council will be dominated by 
Uzbeks, Tajiks and Ismaelis. However, a 
large portion of conscripts in the disinte- 
grating Afghan army belong to minority 
tribes. Kabul’s garrison commander, Gen. 
Nabi Azimi, a Tajik, has worked with 
Masud for a peaceful transfer of power in 
the capital — trusting Masud’s word that 
there will be no revenge killings of the 
functionaries of the former regime. 

Masud is certaintly willing to be gra- 
cious to the Pashtuns, because he knows 
that without a strong Pashtun presence in 
the next government, Afghanistan could be 
plunged into ethnic civil war. 

However, Masud also has problems 
with his newly found ally Dostam, who 
has his headquarters in the northern city of 
Mazar-i-Sharif and heads the Islamic Jihad 
Council. Dostam claimed recently that he 
led a force of 200,000 men and controlled 
nine of the country’s 29 provinces. More 
important, Dostam’s stronghold dominates 
the national borders with Central Asia. 


on the perimeter. 

The exception was the road to the 
south leading to | » About 
22 km south of Kabul, Afghan army tanks 
and artillery, with 600 Uzbek mili- 
tiamen flown in from the north, were 
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bolster the city's defences. The mujahi- 
to Hekmatyar now occu- 





Masud: troublesome allies. 


For the past decade or so, Dostam and 
his militia have backed the Kabul regime 
and have been used as frontline troops 
against the mujahideen in pitched battles 
to defend the Pashtun cities of Jalalabad, 
Gardez and Khost. Dostam's militiamen 
have a notoriety for brutality and are 
loathed by all Pashtuns. 

Dostam's other major ally is Gen. Abdul 
Momin, the former commander of the city 
of Herat on the border with Uzbekistan. 
Momin rebelled in January, as he was to be 
replaced by a Pashtun officer, and set in 
motion Najibullah's fall. Dostam, Momin 


wr cina utet quietly entered the 
giae the suburbs where they 
ethnic or tribal ties. Jamiat-e- 


ited ti min their Tajik brethren. The 
Wahadat, Pani cte 

rainy comprising Hazara 
, moved some yd 
vu sien. eie ANETE 
urb of Daste Barchi to protect the Hazaras 


giri ine heavily armed units of 
Hizbe Islami were infiltrating into the city 
from the south and west, helped by pow- 
Ab Nile Fa Fide i i. ride i 
faction of the former ruling Watan Party. 

The , like Hekmatyar, believe in 
the continued dominance of the Pashtuns. 
A few kilometres away, Jamiat-e- 
Islami | had taken up positions 
in the office compound of Azimi and 
were helping him coordinate the peaceful 
entry of Masud's forces. Kabul became 
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è and another ally, Gen. Syed jater Naderi, 


switched sides in March and linked up 
with Masud. Dostam has hinted that he 
has the power to delcare an autonomous 
region in the north if he does not get his 
rightful share of power in Kabul. In a clear 
challenge to the Pashtuns, Dostam declared 
recently: "We started our movement be- 
cause Najibullah humiliated us and abused 
the rights of minorities 

Western governments have tended to 
ignore Dostam in favour of Masud, but it 
is clear that no future stable government 
can be formed in Kabul without Dostam. 
UN aides in Kabul had earlier appealed to 
UN Special Representative Benon Sevan 
that Dostam should not be ignored in the 
peace process. Dostam had also written to 
Sevan on a number of occasions, inviting 
him to visit Mazar-i-Sharif. But it was not 
until late April that the two men met 

Such was Dostam's belief in his own 
strength that he did not bother to come to 
Kabul during last week's dramatic take- 
over of the capital, but merely sent à junior 
general and planeloads of Uzbek troops 
from Mazar-e-Sharit. 

However, Masud's alliance with Dos- 
tam is tenuous and if Masud is to win over 
the Pashtuns, their first demand will be 
that he rein in Dostam or even sever all ties 
with the Uzbek general. Such a move, 
however, would also weaken Masud's 
power base and cut into his alliances. Fur- 
ther, a split between Tajiks and Uzbe sks 
would only add to Afghanistan s many 
problems. “Afghanistan is on the edge of a 
canyon. Either the minorities and the 
Pashtuns bridge the canyon or we all fall 
into it together,” said a close aide to Na- 
jibullah. m Ahmed Rashid 
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extremely tense as the two rival parties 
— Jamiat-e-Islami and Hizbe Islami — set 
up bases in office compounds and 
edged closer to each other. The struggle 
for Kabul had dramatically shifted from 
one between the regime and the mujahi- 
deen to one between Masud and Hek- 


The key to the peaceful transfer of 
military power lay in the hands of Azimi, 
whose diee 1 was filled each day bio. 
mujahideen commanders informing 
of their moves into town while he kee 
troops in the vicinity under control 
the of 25 April, even as Foreign 
Minister Abdul Wakil was telling a press 
conference that the government wel- 
comed the formation of a ruling council 
of mujahideen in Peshawar, the mujahi- 
deen in Kabul had already started taking 
over the centre of the city. By the end of 
the day mujahideen from several groups 
had cecipis e eee 
buildings. 
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Dhaka, Rangoon agree 

to repatriate refugees 

»> Bangladesh Foreign Minister 
Mustafizur Rahman and his Burmese 
counterpart U Ohn Gyaw signed two 
agreements on 28 April to allow Rohingya 
Muslim refugees to return to Burma's 
Arakan state, from where they fled since 
mid-1991 to avoid harassment by the 
Rangoon military regime. More than 
225,000 Rohingyas are currently in camps 
in Bangladesh. Burma agreed to take back 
all those who can provide any form of 
identification. Repatriation will begin 
within three weeks and be completed in 
six months. The Burmese side had 
opposed any UN involvement in the 
repatriation as Rangoon considered it to 
be a bilateral issue. However, on Dhaka's 
insistence, provision was made in the 
agreements for help by the UN High 
Commissioner for Refugees if both sides 
thought it necessary. 


Deng wins support 
from Peking hardliner 


> After dropping out of public view for 
several months, Peking's hardline party 
chief Li Ximing resurfaced at the closing 

. session of the city's People's Congress. 
Even more startling was his fulsome 
praise, as reported in the party-controlled 
Peking Daily, for the "seminal" Document 
No. 2, relating to reformist patriarch 
Deng Xiaoping's pronouncements on his 
recent Guangdong trip. But Li went one 

- better on Deng by adding that "at the 
same time we speed up economic reforms, 
we must conscientiously pursue political 
reforms." 


Korean stands up for 

Japan's foreigners 

> Lee Young Hwa, a Korean national 
living in Osaka, has declared himself as a 
candidate in Japan's upper house election 
in July to publicise a campaign for 
political rights of foreigners in Japan. Lee 
is a lecturer at Kansai University. Non- 
citizens of Japan are barred from voting or 
running in elections and making political 
contributions of any kind. Lee's 
supporters, however, intend to collect 
signatures of Osaka voters who would 
have supported his candidacy. 


Alarm over Hongkong's 
future borders 


> The International Commission of Jurists 
has called on Peking to clarify "as a matter 
of urgency" the boundaries of the future 
Hongkong special administrative region 
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(SAR). In a report on Hongkong released 
on 28 April, the Geneva-based human 
rights group says that there is an 
"alarming ambiguity" in the colony's 
post-1997 constitution, the Basic Law, 
allowing for the possible exclusion of 
some or all of the New Territories from 
the SAR's future boundaries. 


Singapore sups with 

an old adversary 

> Singapore's senior minister and former 
prime minister Lee Kuan Yew, who long 
campaigned to isolate Vietnam for its 
1979 invasion of Cambodia, took another 
step towards improving Singapore's 
relations with the Vietnamese by visiting 
Hanoi on 23-27 April. Lee, who was 
invited by Premier Vo Van Kiet to advise 
Hanoi on economic management, briefly 
attended a seminar on economic reform 
and met senior Vietnamese leaders. 
Singapore last year replaced the former 
Soviet Union as Vietnam's largest foreign 
trading partner. 


Social indicators 


Expected annual population 
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Pyongyang hands out 
anniversary promotions 


> North Korea staged one of its biggest 
military parades in decades on 25 April as 
it celebrated the 60th anniversary of the 
founding of the Korean People’s Army in 
Pyongyang, amid signs that President 
Kim Il Sung's son and heir, Kim Jong Il, is 
taking over control of the armed forces. 
After upgrading himself and Defence 
Minister O Jin U to full marshals, Kim 
Jong Il, 50, promoted a total of 664 
military officers and generals. Despite 
reports of economic hardship in the 
North, Kim Jong Il has vowed to achieve 
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reunification of the Korean peninsula "in 
the lifetime" of his father. 


Jakarta rejects 
Group of 77 merger 
> Indonesian Foreign s 
Minister Ali Alatas 
has rejected 
suggestions that the 
Non-Aligned 
Movement (NAM) be 
merged with the 
Group of 77, a smaller 
association of 
developing countries 
which emphasises 
economic issues. Indonesia will assume 
the chairmanship of the 104-member NAM 
in September. At a 27 April seminar, 
Alatas said that though the NAM would 
pay more attention to economic relations 
with the industrialised world, "the 
eradication of colonialism, racism and 
apartheid must remain our special 
commitment." 





Alatas. 


Chlorine leak hits 
Taiwan port 


> Residents of Kaoshiung port were 
exposed to a chlorine gas leak on 23 April 
in what police said was one of the most 
serious industrial accidents in Taiwan's 
history. The Environmental Protection 
Administration has closed the plant, 
operated by the Ho Ti Chemical Co., 
pending an investigation. No one was 
killed in the accident, but hospitals in the 
area were besieged with more than 7,500 
people claiming symptoms from exposure 
to the gas. 


Kuriles lead the list 

at Japan-Russia talks 

> The return of disputed islands in the 
Kurile chain will top the agenda when 
Japanese Foreign Minister Michio 
Watanabe meets Russian President Boris 
Yeltsin in Moscow on 4 May. In a speech 
on 18 April, Watanabe proposed a 
compromise settlement whereby Japan 
would acknowledge temporary, continued 
administration of Etorofu and Kunashiri 
islands by Russia provided Moscow 
acknowledged Tokyo's ultimate 
sovereignty, and Shikotan and the 
Habomai islets were immediately ceded 
to Japan. Japan agreed to participate with 
other G7 countries in a joint US$24 billion 
aid package for Russia on 25 April, 
despite its previous insistence that large- 
scale financial assistance to the former 
Soviet Union is conditional on settlement 
of the Northern Territories issue. 
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»J-— "We apologise for a further delay in the 
departure of flight 1047 Sound familiar? Well you'd 
better get used to it. 

Research shows that over the next ten years the 
number of passengers using commercial airlines is 
expected to double. Expect overcrowding and 
delays to do the same. 

Expect to spend more time crawling along 
the motorway and even longer check-in times. 

For many companies the solution to this long- 


standing problem has been the corporate jet. 
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Last viceroy 


Patten's appointment signals shift of power 


By James Bartholomew in London and 
Stacy Mosher in Hongkong 
he British Government, fresh from 
! the Conservative Party victory in 
the 9 April elections, has engineered 
a radical change in the way London deals 
with the affairs of Hongkong. 

Former Conservative MP Chris Patten's 
appointment as the new governor of Hong- 
kong almost certainly represents the final 
rout of the Sinologists at the Foreign Of- 
fice. The appointment also means that from 
now on politicians should have the final 
say in the running of the colony. 

Only a few years ago, Sir Geoffrey 
Howe, as foreign secretary, was one of a 
Hongkong policy triumvirate of which the 
other two were Lord Wilson, the governor 
(a Foreign Office Sinologist), and Sir Percy 
Craddock, foreign policy adviser at 10 
Downing Street (another Sinologist). 

In the face of this threesome, even the 
then prime minister Margaret Thatcher had 
difficulty in influencing the British Govern- 
ment's line on Hongkong. But now 
Patten's appointment brings to the position 
of governor a man who is neither a 
Sinologist nor a Foreign Office diplomat. 

Instead, he is a political heavyweight 
and a respected colleague of the prime 
minister and the foreign secretary. He will 
have better direct access to them than did 
any of his predecessors of recent memory. 
Meanwhile, at the Prime Minister's Office, 
Craddock has been replaced by Sir Rodric 
Braithwaite whose main foreign experience 
has been in Russia. 

The position of minister of state at the 
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Foreign Office with responsibility for 
Hongkong is now filled by Alistair Good- 
lad who does have experience in the Far 
East but as a businessman — a background 
which is likely to help him see the Hong- 
kong point of view. 

This fresh team will, however, face the 
familiar problem of how to protect the in- 
terests of Hongkong while holding few 
cards in the poker game with China and 
avoiding damage to the commercial inter- 
ests of Britain. Patten and his colleagues 
may not be excessively influenced by any 
sentimental attachment to China. But force 
of circumstances may well produce an ap- 
proach which is not radically different 
from that of the previous team. Minimis- 
ing conflict with China is likely to be a 
major priority, as before. 

Patten, like Prime Minister John Major, 
is above all a professional politician. He is 
not, like Thatcher, driven by great prin- 
ciples or by an urge to change the world. 
He has a wry sense of humour and 
evades questions with an elegance that is 
unusual even for a politician. He may not 
bring a missionary zeal to the job but he 
knows a great deal about influence and in- 
fighting. 

In spite of media claims that Patten is 
likely to play hard-ball with Peking, Chi- 
nese reaction to the appointment has been 
complaisant. Editorials in a local pro-Pe- 
king newspaper, Wen Wei Po, concede that 
the colonial appointee will naturally look 
out for Britain's interests, not only in the 
last five years of British sovereignty, but 
also over the longer term. 

The key to British interests, an editorial 
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on 24 April pointed out, is smooth dip- 
lomatic relations and strong economic ties 
between China, Britain and Hongkong. 
Inappropriate political reforms in pre- 
paration for the 1995 Legislative Council 
elections would definitely run contrary to 
those interests, the editorial suggested. 

The editorial hinted that the colony's 
massive new port and airport project is an 
example of the economic trade-offs Peking 
is willing to make in exchange for its po- 
litical demands. It implied that Peking 
would not raise too much fuss about 
British companies' participation in the 
project, as long as the budget is kept under 
control. 

Patten is saying very little, so far, about 
what his policies will be. He was quick to 
admit that he is no expert on Hongkong. 
But during his political career he has vi- 
sited Hongkong and he has been involved 
in negotiations with China while minister 
of overseas development. His latest and 
most high-profile political position was as 
chairman of the Conservative Party, a job 
which gave him responsibility for master- 
minding the Conservative victory. 

More significant than Patten's formal 
career in the party and gov ernment may 
be his background as a “wet” — that is to 
say, in the liberal or centrist tradition of the 
Conservative Party. Although Patten 
served as minister of the environment un- 
der Thatcher he was not a "Thatcherite." 
His resistance to Thatcherism may have 
taught him the kind of resilience needed to 
handle China's attempts to intervene in 
Hongkong's domestic affairs. While never 
formally breaking with Thatcher he con- 
tinued his resistance tenaciously and for 
many years. 

An intriguing question about Patten's 
governorship concerns his relationship 
with his predecessor and with other senior 
members of the colony's government. 
Patten has emphasised his direct access to 
Major, and to Foreign Secretary Douglas 
Hurd as highly advantageous to his role as 
governor, with the implication that Wilson 
did not enjoy such relations. 

Clearly stung by frequent suggestions 
in the media that his governership had 
been one of constant kowtowing to Peking, 
Wilson told reporters during a visit to Lon- 
don that he wanted to warn Patten that 
public disputes with Peking would not 
work towards Hongkong’s interests. “T will 
certainly say to him, and I am sure he 
would agree: never think of this in terms 
of slogans like 'are you standing up to 
China’ or ‘are you kowtowing to China’, 
Wilson was quoted as saying. 

Patten's political instincts as a wet are 
likely to make him sympathetic to the need 
for more and better social services in 
Hongkong — something that conservatives 
in Hongkong may not necessarily wel- 
come. There are indications that some par- 
ties are already devising ways to ensure 
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that the independent-minded Patten does 
not come up with any surprises. 

Hongkong Government sources have 
suggested that the new governor, lacking 
experience with Hongkong and China, 
might upgrade the office of political ad- 
viser, a move which could provide some 
consolation to the snubbed Foreign Office. 
There were also suggestions that Patten 
was not up to a detailed handling of Hong- 
kong affairs, and would rely on Chief Sec- 
retary Sir David Ford and Financial Secre- 
tary Hamish Macleod to formulate much 
of his local policy. 

Patten’s sympathy for social services 
has brought him into conflict with other 
members of the Conservative Party in 
Britain, and local businessmen would 
undoubtedly prefer that Macleod's con- 
servative hand remain firmly on the finan- 
cial rudder. Likewise, Ford has friendly 
relations with the local business commu- 
ni 

Es has it that one prominent 
Hongkong businessman, in the course of 
making a substantial donation to the 
Conservative Party, required in exchange 
an assurance that Ford would be kept on 
for a period of time after Wilson left office. 
Ford reached normal retirement age in Feb- 
ruary, but has always confidently main- 
tained that his departure was far from im- 
minent. 

Patten's well-known political ambitions 
ensure that he will not abandon the inter- 
ests of British voters during his Hongkong 
stint. But observers in Hongkong differ on 
the question of whether the appointment 
of a politician as governor means that more 
stress will be placed on protecting British 
business interests during the run-up to 
1997. 

Significantly, Patten's appointment re- 
ceived enthusiastic endorsement from Sir 
Charles Powell, former adviser to Thatcher 
and now a director of one of Hongkong's 
leading British hongs, Jardine Matheson. 
Sceptics suggest that, though considered a 
firm advocate of democracy, Patten is un- 
likely to let principles of political reform 
and human rights escape the litmus test of 
economic realism. 

Whatever tactics Patten adopts for deal- 
ing with his colleagues in the Hongkong 
Government, or with Peking, Hongkong 
can expect that its new governor will have 
a sure political touch. It has been suggested 
here that he might well be the first gover- 
nor to equip himself with a proper private 
office to augment his influence. 

But as Hongkong celebrates the arrival 
of a sophisticated, high-ranking new gov- 
ernor, it would do well to remember that it 
is still not a major issue in Britain. At a 
press conference in London after the ap- 
pointment was announced, the first ques- 
tions from British journalists were about 
Patten's political ambitions — not in Hong- 
kong but after his return. ^ 
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Options for change 


Traditional politics challenged in May election 


By Rigoberto Tiglao and 
Rodney Tasker in Manila 


here is a real chance that the 11 May 
| general election will mark a water- 
shed in the Philippines’ agonising 
search for genuine, workable democracy. 
While many Filipinos want a shift away 
from a system mired in money, patronage 
and political machines, above all they want 
their votes to produce a stronger, more ef- 
fective leadership capable of ensuring eco- 
nomic and social stability. 

So far, there has been comparatively lit- 
tle evidence of the “guns, goons and gold” 
maxim that characterised previous elec- 
tions. This may reflect the fact that there 
are seven presidential candidates, no in- 
cumbent and a myriad of other contenders 
for national legislative and local 
offices. In earlier presidential 
elections, the contest usually 
boiled down to a straight fight 
between an incumbent control- 
ling all the administrative 
resources and a wealthy chal- 
lenger. 

The neutral Commission on 
Elections (Comelec), headed by 
Christian Monsod, is employing 
all its powers to ensure a fair 
poll. It has drafted thousands of 
soldiers and police to help its 
6,000 officers prevent violence 
and fraud and allow honest 
voter registration. 

However, given the plurality 
of the presidential contest many 
political analysts are warily 
awaiting the post-poll period. With the 
winner unlikely to attract more than 30% 
of the vote, there is the danger that a loser 
might take the law into his or her own 
hands as the results come in. Further, un- 
derground military rebels have already 
said they may cause trouble if they think 
the poll has been marred by fraud, or even 
if they do not like the winner. 

On 26 April, Monsod persuaded all 
seven candidates to sign a covenant bind- 
ing them and their followers to avoid the 
use of force, to protect the ballot, accept the 
results and cooperate with the victor. While 
some candidates may not honour the cov- 
enant when the results are announced, 
there has been little in the conduct of the 
campaign so far to arouse the concern of 
armed forces Chief of Staff Gen. Lisandro 
Abadia. Nevertheless, Abadia recently in- 
dicated that he may feel obliged to step in 
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Santiago: large calibre candidate. 


if the post-election situation deteriorates. 

The campaign so far has generated a 
glimmer of hope for the first real exercise 
in electoral democracy after 14 years of 
Ferdinand Marcos’ dictatorship, followed 
by a six-year administration under Presi- 
dent Corazon Aquino who was placed in 
power by the 1986 popular military mu- 
tiny. Yet there are emerging counter- 
currents which hardly reflect a democratic 
trend. 

For example, Aquino's chosen presiden- 
tial candidate, former defence secretary 
Fidel Ramos, has been relying on the ad- 
ministration's personnel and financial re- 
sources. The electoral strength of another 
candidate, Miriam Defensor-Santiago, has 
been her demagoguery and the support of 
one of the country's main newspapers. 





At yet another level, the experiment 
does not look particularly promising. The 
elections are being contested by what one 
academic described as "non-ideological or- 
ganisations interested less in political prin- 
ciple than in securing and holding office 
for their leaders and distributing income to 
those who run and work for them." 

In addition, with a weak judicial sys- 
tem, elections themselves lay the condi- 
tions for corruption, as the estimated P1 
billion (US$39.2 million) funding required 
for a presidential campaign can be raised 
only by promises of patronage to financial 
supporters. 

Despite these negative factors, two op- 
posing theses have emerged that will be 
tested in the elections. The first is that out 
of the seven contenders, the victor could 
only be either Laban ng Demokratikong 
Pilipino's Ramon Mitra or Marcos' politi- 
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cal heir Eduardo Cojuangco. This theory is 
based on the premise that only these two 
candidates have efficient and well-funded 
political machines covering the entire coun- 
try and can deliver the minimum of 6-8 


— million votes needed to win the election. 


The opposing thesis is that there has 
been a quiet revolution in Philippine poli- 
tics, and that the winner will be either 
Ramos, Santiago or even Sen. Jovito 
Salonga — all of whom have minuscule or 
ineffective party machines. Most analysts 
consider Vice-President Salvador Laurel 
and Imelda Marcos are out of the race. 

Salonga has been the clear choice of 
many intellectuals, primarily because of his 
image as being incorruptible. Ramos and 
Santiago, on the other hand, have consist- 
ently topped opinion polls. The latest sur- 
vey by the Social Weather Stations Inc., 
conducted on 26 March-10 April, showed 
the two candidates each getting 18% of re- 
spondents’ votes. In the same survey, 
Cojuangco came third with 12% of votes, 
while Mitra got only 6%. 

A victory by either Ramos, Santiago or 
Salonga would effect a political transfor- 
mation more dramatic than the 1986 peo- 
. ple-power uprising. It would mean that the 
majority of the country's 30.6 million vot- 
ers, half of whom live in depressed rural 
areas, have severed the bonds of long- 
standing patronage networks within a six- 
year period. However, it is unlikely Philip- 
pine politics has changed to such a radical 
extent. As one of Mitra's political strate- 
gists wryly noted: "As long as a poor 
farmer in some remote village needs to go 
to a politician for some money to bury a 
relative or buy medicine for his sick child, 
party machines will be crucial." 

In addition, there has been a confluence 
of factors that explains Ramos' and Santia- 
go's ratings in opinion surveys, which may 
indicate that voter support for them is not 
based on solid foundations. One explana- 
tion is that their ratings reflect past high 
profiles, enhanced by a ban on political ad- 
vertisements that minimised other candi- 
dates' ability to project their electoral im- 
age. Santiago's high ratings also appear to 
mainly reflect a protest vote stemming 
from her anti-establishment campaign 
. theme, which will be difficult to translate 
. into actual ballots. 
| Nevertheless, there are indications of 
. some changes in Philippine political cul- 
. ture, with the "Miriam phenomenon" — 
even if based on demagoguery — repre- 
. senting the germinal stages of new politi- 
cal forces revolting against traditional poli- 
ticians. Parallel to this is the emergence of 
Comelec as an unbiased body overseeing 
the ballot. The May polls also represent vir- 
tually the last contest for the ageing corps 
of current political leaders, with the next 
generation — even if still linked to tradi- 
tional party machines — likely to opt for a 
more modern political culture. a 
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Church militant 


Religious leaders seek to influence vote 


By Rodney Tasker in Manila 
f Catholic Filipinos needed spiritual 
| guidance on how they should vote in 
the 11 May presidential election, they 

have now received it from Manila’s Cardi- 
nal Jaime Sin, In a second message to his 
flock delivered on 24 April, Sin virtually 
eliminated all of the seven presidential can- 
didates apart from Ramon Mitra. 

Although 83% of the Philippine popu- 
lation is Catholic, it can by no means be 
assumed that all will follow the transpar- 
ent dictates of Sin. But the authoritative 
word from Sin may well serve to counter 
the reported support by a powerful Chris- 
tian evangelical church for a candidate to- 
tally opposed by the Catholic hierarchy: 
Eduardo Cojuangco. 

Sin issued his first pastoral letter on 19 
April, a few days after reliable reports that 
the Iglesia ni Cristo (INC) was supporting 








Transparent pastoral letter from Cardinal Sin. 


Cojuangco. The influential INC, with its 2 
million or more members, has been known 
to vote as a block in elections. Given that 
the winning candidate in the May election 
will need only 8-9 million votes to win, 
this was obviously disturbing news for 
the Catholic hierarchy — which had been 
at the forefront of the uprising to bring 
down the late dictator Ferdinand Marcos 
in 1986, 

Cojuangco was Marcos’ leading busi- 
ness crony during his 14 years in office, 
and his position as one of the front-run- 
ners in the coming election is obviously 
distressing to Sin and his bishops. Equally 
galling for the Catholic hierarchy is the fact 
that Imelda Marcos, the dictator's widow, 
is also running for president. 
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In his 19 April pastoral letter, Sin de- 
nounced the “oppressors and plunderers” 
of the Marcos regime. That took care of 
Imelda, who is widely perceived as having 
little chance of election success anyway. 
Then Sin also urged Catholics to reject 
“those who practised crony capitalism.” 
That was meant for Cojuangco. The one 
leading presidential candidate who could 
possibly have evaded Sin’s net was former 
defence secretary Fidel Ramos, a Protes- 
tant and Marcos’ commander of the then 
Philippine Constabulary during his long 
martial-law regime. 

After Sin's pastoral letter, Ramos’ aides 
and President Corazon Aquino — who has 
annointed Ramos as her candidate — took 
pains to say that the former general had 
only obeyed orders during martial law; 
that he was quietly opposed to the dicta- 
torship and that he had made amends by 
being one of the leaders of the military mu- 
tiny that forced Marcos to flee 
in 1986. This defence, evi- 
dently, was not good enough 
for Sin. 

In a February interview 
with a Manila newspaper, 
the cardinal had criticised 
Ramos for his role during 
martial law while com- 
mending Mitra for his "heal- 
ing presidency" campaign 
theme. The Catholic Church 
is also particularly happy 
with Mitra's vice-presidential 
running mate, former chief 
justice Marcelo Fernan. 

In his 24 April homily, Sin 
focused more closely on the 
election candidates and effec- 
tively urged voters to also 
discount Ramos. Sin was surprisingly blunt 
on the subject of those who had professed 
opposition to the Marcos dictatorship: 
"Candidates who now invoke their sup- 
posed silent opposition [to Marcos] only 
betray a deadening absence of moral con- 
victions at a time when their expression 
was needed and could have proven useful. 
Any claim of repentance now is unaccept- 
able if no reparation is given." Repentance 
should include "foresaking the ambition 
to govern the country they so deeply 
wronged." 

According to the Catholic Church's 
press office, the cardinal's message "all but 
narrowed down the church's presidential 
preference to one candidate." Sin, and his 
press office, had carefully avoided giving 
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ames. But itv Was all very a to ‘the sim- 
plest of Catholic voters: do not vote for 

Cojuangco or Imelda at any price, and 

Ramos has a lot of repenting to do. 

This plethora of advice should have 
: strengthened the position of wild-card 
. front-runner Miriam Defensor-Santiago, a 
former Aquino cabinet minister who has 
captured the popularity polls with her 
tough anti-corruption campaign talk. How- 
ever, Sin had already said the Philippines 
-is not ready for another female president, 
* and Santiago could have been included in 
-his message to voters to exclude those who 
< have been guilty of corruption — she has 
-still to answer three pending cases of cor- 
. ruption against her while in government 
` Office. 
.. Bishop Teodoro Bacani, Manila’s auxi- 
-tiary bishop and regarded as Sin's political 
. adviser, made the cardinal's strategy plain 
. in an interview with the REVIEW: "We 
. make the hat, and the people have to see 
.. whom the hat fits . . . there is a general 
. perception that Danding [Cojuangco] fits 
- the hat and that Imelda fits the hat.” 
Having explained this process of elimi- 
“nation, Bacani pointed out that while 
_ Ramos and another Protestant candidate, 
< Jovito Salonga, may have respected Catho- 
. lic principles, in the cardinal's terminology, 
they did not "espouse" them. 

As a result of this intervention, and 
hough Filipino Catholics have never voted 
as a block, the coming election could re- 
flect a poll split along unprecedentedly re- 
~ ligious lines 

= Apart from the preferences of the 
Catholic and INC churches, Ramos is 
-thought to have some fundamentalist 
Christian backing while lay- preacher 
Salonga may gain Protestant votes. It is a 
numbers’ game, because the winner 
among the seven presidential candidates 
will only need 9 million out of 30 million 
votes to succeed. The Catholic Church-in- 
spired votes could well cancel out the 2 
million INC members expected to vote for 
“ojuangco. 
-. The INC does not admit that its mem- 
bers vote according to orders, but it is 
-known that the conservative church's sup- 
_ port for Marcos was an important factor in 
'. his longevity in power. All INC spokesman 
_ Bienvenido Santiago would say was that 
~ “our oneness is intrinsic in the church — it 
_ is natural for members to be one in mind, 
one in judgment. Unity is essential." 
The INC was founded as an indigenous 
. Philippine church in 1914 by Felix Manalo 
. the "messenger of God" who estab- 
lished the Real Church of Jesus Christ. 
: When he died in 1963, he was succeeded 
by his son Erano who perpetuated the 
wealthy church as neither Catholic nor 
"Protestant but “evangelical.” Attention is 
now focused on whether the INC is a factor 
-in providing support for Cojuangco in the 
: coming election. E 
























































BURMA 


The secret mover 
Ne Win's hand seen in SLORC surprises 








By Bertil Lintner in Bangkok _ 


hen Radio Rangoon announced 
on 23 April that the ailing chief 
of Burma’s ruling State Law and 
Order Restoration Council (SLORC), Gen. 
Saw Maung, had stepped down in favour 
of his deputy, Gen. Than Shwe, few ob- 
servers expected any dramatic changes. 
This had been on the cards for some time 
and no one considered the taciturn, sullen 
Than Shwe to be a closet liberal with grand 
schemes up his sleeve. But then, totally 
unexpectedly, the Burmese military began 
releasing political prisoners, including 
former prime minister U Nu who had 
been under house arrest since 29 Decem- 
ber 1989. 

Even more startingly, the SLORC an- 
nounced that the family of Burma's most 
prominent political detainee, Aung San 
Suu Kyi, would be allowed to visit her in 
Rangoon. Recent developments also indi- 
cate that negotiations may by under way 
between Aung San Suu Kyi and the SLORC. 
Burma watchers are puzzled as to what 
prompted Burma's uncompromising, tra- 
ditionally hardline military rulers to make 
such moves. 

"One thing is certain: there's no way 
this can be Than Shwe's initiative," a well- 
placed Burmese source said. "The element 
of surprise, the shock effect and the ensu- 
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ing drama all bear the hallmark of Gen. Ne 
Win." 

Burma's enigmatic but undisputed ruler 
since 1962, Ne Win resigned officially dur- 
ing equally dramatic circumstances in July 
1988. However, while preparing for his ul- 
timate succession, he has remained the real 
power behind the scenes. 

It is also widely believed that the SLORC, 
which took over in September 1988 after 
quelling a popular uprising for democracy, 
has not lived up to Ne Win's expectations. 
"Under SLORC, Burma has become an in- 
ternational pariah, condemned even by the 
UN. A steady stream of educated people 
has left the country, the economy is in a 
shambles and Burma's political crisis re- 
mains unresolved," the source said. 

Although Ne Win no longer takes part 
in day-to-day decision-making, he is 
known to have intervened on a number of 
occasions to solve problems within the 
military. Last December, following a reso- 
lution in the UN General Assembly con- 
demning human-rights abuses in Burma, 
Aung San Suu Kyi's being awarded the 
Nobel Peace Prize and a new bout of stu- 
dent unrest in Rangoon, Ne Win report- 
edly summoned military leaders to berate 
them for turning the people against the 
army and ruining the country's reputation 
abroad. 

Since then, Burma's international isola- 
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tion has increased. Observers seem to agree 
that the SLORC had probably not expected 
an international outcry when more than 
200,000 Muslims from Arakan state fled to 
neighbouring Bangladesh, bringing with 
them stories of rape, plunder and murder. 

The Arakan crisis alienated even some 
of Burma's few Asean friends — the Mus- 
lim states of Malaysia and Indonesia. Bru- 
nei and Singapore also joined in the con- 
demnation. In New York, lobbying began 
for UN Security Council intervention. UN 
Secretary-General Boutros Boutros-Ghali 
said on 6 March that he was "seriously con- 
cerned" that the crisis would threaten sta- 
bility in Southeast Asia. The possibility of 
tough action against Burma is also believed 
to have been conveyed to the SLORC when 
UN Under Secretary-General for Humani- 
tarian Affairs, Jan Eliasson, visited Bangla- 
desh and Burma in early April. 

The SLORC is reported to have been even 
more worried over remarks by Prince 
Khaled Sultan Abdul Aziz, commander of 
the Saudi contingent in the 1991 Gulf War, 
during a visit to Dhaka in mid-April. He 
publicly recommended a Desert Storm-like 
action against Burma; "just what [the UN] 
did to liberate Kuwait." On 28 April, 
Burma agreed to take the refugees back. 

Observers believe the SLORC's inability 
to deal with mounting international con- 
demnation prompted Ne Win to intercede, 
making Saw Maung a scapegoat for the 
crisis and giving his job to a new, less well- 
known figurehead. 

The sudden and unexpected release of 
political prisoners lends credence to the 
suggestion that the moves were not initi- 
ated from within the SLORC. Among those 
freed are opposition figures who, only a 
few months ago, were sentenced to long 


prison terms or had their initial terms dou- 
bled, such as Aung San Suu Kyi's personal 
secretary Theingi, and Nita Yin Yin Mae, a 
former information officer at the British 
Embassy in Rangoon. 

Nor had there been any hints in the 
state-run media that changes were under 
way. Saw Maung’s speech on 27 March, 
Armed Forces Day, was as uncompromis- 
ing as ever, as was Than Shwe's last speech 
before being appointed new SLORC chair- 
man. Addressing a military 
ceremony in Rangoon on 3 
April, Than Shwe lashed 
out against critics of the re- 
gime: "There are still de- 
structive elements who are 
the stooges of imperialism. 
We will eliminate them." 

People who know Ne 
Win well point out that the 
surprise element has al- 
ways been one of his mas- 
ter-strokes. But they also 
emphasise that he never 
makes any move without a 
well-prepared, multi-track- 
ed gameplan. “When he 
resigned in July 1988, he 
first appointed a hardliner, 
Sein Lwin, to succeed him. That backfired. 
So he brought in a supposed moderate, 
Maung Maung. That didn’t work either, so 
the SLORC had to assume power in Septem- 
ber,” a Burmese source said. 

The 1990 election is an even better 
example of Ne Win's methods of dealing 
with domestic dissent as well as interna- 
tional criticism. The astonishingly free and 
fair election prompted several observers to 
re-evaluate their negative views of the 
SLORC. All that changed again, however, 
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Ne Win: surprise element. 


when another crackdown uprooted all 
overt opposition to army rule in Rangoon. 
Current developments in Burma have also 
to some extent disarmed what is left of the 
opposition and taken the wind out of the 
sails of SLORC's critics, some analysts ar- 

e. 

Other analysts speculate that Ne Win, 
who is known to be extremely concerned 
with his place in history, felt he had to 
do something to improve Burma's situa- 
tion: "Ne Win will turn 81 
in May. He hasn't got 
much time left to avoid 
going down in history as a 
tyrant." This school of 
thought points at the fact 
that Ne Win declared a 
similar amnesty in 1980 and 
invited his former oppo- 
nents, among them U Nu, 
back to Rangoon — albeit 
on Ne Win's own terms, 

The release of Theingi 
has led observers to spe- 
culate whether the SLORC 
has begun negotiating 
with Aung San Suu Kyi 
herself. 

"The first thing she 
would demand before she agreed to any 
talks with the SLORC would be the im- 
mediate and unconditional release of 
Theingi and the students who served as 
her 'bodyguards' in 1988-89," a source 
close to developments in Rangoon told 
the REVIEW on 26 April, shortly after 
Theingi was freed. The following day, the 
students around Aung San Suu Kyi were 
also set free, though several of them had 
been sentenced to eight years’ jail in 
March. 
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Mayday May Day 


Economic reforms cause growing labour problems 


By Lincoin Kaye in Peking 


s May Day banners and bunting 
A deck the capital of the world’s last 

sizeable avowed Workers’ State, la- 
bour unrest mounts over the consequences 
of patriarch Deng Xiaoping’s unabashedly 
capitalist-inspired reforms. Workers and 
cadres are finding themselves sacked or 
redeployed as the regime struggles to ra- 
tionalise its bloated state sector industries 
and “smash the Three Irons” (guaranteed 
employment, pay parity and perks of posi- 
tion) in the workplace. 

Rumours abound of wildcat strikes, 
sabotage, suicides and vendetta murders 
of managers in reaction to the cutbacks. 
A Sino-Japanese joint venture in Dalian 
was shut down for 10 hours when 200 
workers spontaneously walked out, 
officials admit. In April, troops were 
reportedly called in pacify the 
Seagull Watch Works factory in 
Tianjin. 

A “Free Union Preparatory Com- 
mittee” posted 2,000 copies of an 
anti-government manifesto in Febru- 
ary, likening itself to Poland's Soli- 
darity union, which overthrew a 
communist regime after a decade- 
long struggle. China suffered a ma- 
jor diplomatic rebuff in March, when 
the International Labour Organisa- 
tion passed a resolution calling on 
Peking to allow independent unions 
and free labour activists jailed after 
the June 1989 massacre. 

The government has responded 
with a new labour union law. The 
new statute looks much like the ear- 
lier version, except for two key differences: 
> Workplaces with 25 or more staff will 
be eligible for union chapters, rather than 
200 or more as previously. This change 
looks Dicignec to bring into the union fold 
the 60% of industrial workers now em- 
ployed in the rash of urban cooperatives, 
service establishments, private businesses, 
village enterprises and foreign-invested 
companies that have sprung up since the 
1979 onset of Dengist reforms. 
> No longer will unions be explicitly em- 
powered to "oppose corruption, waste and 
bureaucratism." Wang Yuxian, chief of the 
All China Federation of Trade Unions' 
(ACFTU) foreign relations department, in- 
sists that the deletion of the 1950s language 
in no way precludes such a role. But a Chi- 
nese labour relations specialist suspects 
that the change reflects the regime's "Soli- 





darity-phobia" — its dread of a labour 
movement with a broader social agenda. 

Han Dongfang, a labour leader with just 
such an agenda who suffered two years of 
imprisonment and torture after the 1989 
massacre, dismisses the new law as "an 
ACFTU charter tricked out as a statute." Its 
fatal flaw is that it subjects all grassroots 
workplace unions to the approval of the 
ACFTU, which is in turn subservient to the 
dictates of the party and government. 

"And the government, ultimately, is the 
boss — the owner/manager — in most of 
the big enterprises," he adds, especially 
those where there are likely to be the sharp- 
est "contradictions" between worker inter- 
ests and reform imperatives. If left un- 
checked, these conflicts could offer hard- 
liners a pretext to scotch reform. 





Government factory: changing union laws. 


"Contradictions must be mediated by 
an impartial — and that means an inde- 
pendent — trade union," Han says. "A 
government union can't do the job when 
the government is the boss." 

Rising output, rather than independent 
labour advocacy, is the key to conflict man- 
agement in the workplace, according to Liu 
Guanxue, director of the Labour Ministry's 
international cooperation bureau. If indus- 
trial production keeps growing fast 
enough, the state, enterprises and workers 
can jointly pay for the net of welfare, pen- 
sion and unemployment insurance outlays 
needed to mitigate the impact of reforms 
upon pay, benefits and job security. 

The government now sets aside 1% of 
payroll for unemployment insurance, of 
which 12% goes for retraining, 14% to set 
up its own service and retail enterprises to 
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offer stop-gap employment for workers 
awaiting redeployment, and the rest on 
welfare for the jobless. 

So far, Liu adds, the system generates 
more than enough liquidity — in fact it 
runs a surplus of Rmb 2 billion (US$367 
million). Things could change, though, as 
reform gains momentum. Of the nearly 100 
million unionised workers in China (70% 
in state industries), Liu estimates at least 
10% are redundant. 

That bodes a potentially huge upsurge 
in “open unemployment,” against the dis- 
guised unemployment of featherbedding 
on state enterprise payrolls, according to 
an economist with a multilateral lending 
agency. Government planners project that, 
even under optimistic assumptions of in- 
creased job mobility, as a nationwide la- 
bour market develops, the country can po- 
litically tolerate no more than a 6% unem- 
ployment rate, nearly double the current 
level. And even that level of tolerance re- 
lies upon putting a safety net in place — 
no easy task, the economist adds. “All the 
major strands of reform are interdepend- 
ent,” she explains: you cannot shape up 
the enterprises without rationalising la- 
bour, which in turn presumes a 
"commoditisation" of social secu- 
rity, housing, medicine — services 
now provided by enterprises. 

Workers must assume “co- 
responsibility" for these services at 
something like market prices — as 
opposed to the peppercorn "rents" 
charged in the first round of hous- 
ing reform — she adds, or else the 
system will not generate enough re- 
investment capital to perpetuate it- 
self. But co-responsibility, in turn, 
requires an expansion in workers' 
purchasing power, “which brings us 
back to wage reform." 

Liu's prescription of unbridled 
output growth may be too simplis- 
tic a solution, she hints. Already, in 
the first quarter of 1992, industrial 
output grew at an annualised rate 
of 18% and inflation galloped at nearly 10% 
— an inkling of a potential wage-price spi- 
ral that could seize up the reform process. 
She estimates China's reformist “window 
of opportunity" at about 18 months. 

The problem looks even more daunt- 
ing, she adds, if you factor in the contract 
workers in the various collective, private 
and village enterprises who could now 
come under the purview of the new law. 
Wang estimates that village enterprises 
alone account for more than 90 million 
additional workers. China's "blind wan- 
derers" (mangliu, or internal migrants) play 
a crucial role in keeping the cities going, 
according to the agency economist, by 
working in service industries and as sea- 
sonal fill-ins at large enterprises. “Local au- 
thorities can't go on washing their hands 
of them as they have done so far." * 
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This year, Sun Microsystems” turns ten. And though 
some computer companies have fallen on hard 
times lately, we have plenty to celebrate 

Not only is Sun outperforming the biggest 
names in computing these days, but we've grown 
about five times as fast as the industry as a whole? 

Of course, we all hear about high-tech start- 
ups that enjoy a few years of giddy optimism, But 
growth that outstrips the industry giants for ten 
years running — thats unheard of 

Consequently, Sun is now counted among 
those giants. We're the worlds largest maker of 


UNIX* computers, and the only major vendor that’s 





Only one other 10-year-old has ever 
performed so well on a keyboard. 


Our SPARC* chip technology ts thc 
platform that powers compatible products rangi 
from notebook computers to supercomputers 

And the software at the heart of our Solaris 
operating environment is in the hands of more tha: 
500,000 users, making it the most popular distribute 
computing solution 1n history 

But thats all behind us. Were more exi 


by what's ahead. After all. Mozart mav have beet 


implished 


prodigy at ten. But its what he acc 


ward that turned the world on its ear 


sun 





100 percent dedicated to open systems. microsystems 
*Based on average revenue growth trom 1982 to 1991 1992 Sun Microsystems, Inc. Sun Microsyster nd Kt 
Solaris is a registered trademark of Sun Microsystems, inc., licen to SunSoft, Inc. SPARC is a registered trademark of SPARC ! il, ] Pr 
on an architecture developed by Sun Microsystems, Inc. UNIX is a registered trademark ot UNEX Syu Lal 
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Southern lure 


Economic interests help Seoul to warm up to Hanoi 





By Shim Jae Hoon in Seoul 
- outh Korea is moving rapidly to re- 





adjust its relationship with Vietnam, 

marking another stage in Seoul's 
emergence as a major player in the region's 
diplomacy, which is increasingly over- 
shadowed by economic interests. But as 
Hanoi beckons, Seoul seems to have lost 
some of its urgency over normalisation of 
ties with Peking. 

A South Korean Foreign Ministry an- 
nouncement on 20 April said Seoul and 
Hanoi will exchange liaison offices in July 
with the understanding that they will lead 
to full embassies soon. This agreement 
peaks a year of unpublicised efforts by the 
two countries to come to terms with one of 
-the legacies of the Vietnam War, in which 
South Korean troops served alongside US 
forces. A total of 300,000 South Korean sol- 
diers saw service in Vietnam; more than 
5,000 of them died fighting there. Until the 
1975 collapse of South Vietnam, Seoul and 
Hanoi viewed each other as belligerents. 

The turnaround in their adversarial ties 
came in 1988, when the unified Vietnam 
sent a team to the 1988 Olympic games in 
Seoul. Trade followed. Since then, two-way 
commerce has risen from a meagre US$76 
million to about US$220 million in 1991. 
While trade has remained relatively low 
because of the US embargo on Vietnam, 
the exchange of visitors has been brisk with 
more than 5,000 South Koreans and Viet- 
namese visiting each other last year. 

The new friendship with Hanoi has 
considerable economic implications for 
Seoul. Because of past military involve- 
ment, many South Korean companies have 
strong contacts in Vietnam, especially in 
the south where private entrepreneurship 
has been brisk under the reform pro- 
gramme of the communist regime. Al- 
though they have maintained a low com- 
mercial profile in deference to the US, most 
big South Korean business groups have set 
up branch offices in Ho Chi Minh City (for- 
merly Saigon). In Hanoi, Seoul's semi-offi- 
cial presence is symbolised by the Korea 
Trade Promotion Corp. 

While merchandise trade will be a sig- 
nificant component of this evolving eco- 
nomic relationship, many South Korean 
companies see Vietnam more as a poten- 
tial site to move their labour-intensive in- 
dustries — such as textiles, footwear and 
home appliances — than as a new market. 
Judging by the intensity of business inter- 
est, as reflected in Korean moves for agree- 


ments on investment protection and dou- 
ble taxation, Vietnam looks likely to replace 
Indonesia where rising wages and exces- 
sive red tape have begun to discourage in- 
vestors from Seoul. 

South Korean interest in Vietnam also 
focuses on bigger projects such as car as- 
sembly and energy development. A con- 
sortium of seven chaebol (family-owned 
business groups) including Daewoo and 
Ssangyong won a contract last January for 
oil prospecting off the Vungtau coast in 
southeast Vietnam. 

As for smaller projects, Samsung is 
talking of setting up a colour television 
plant and Samhwan Corp. is eyeing the 
construction sector. It has plans for a 25- 
storey futuristic office building in Hanoi, 





Taiwan-backed factory: foreign competitors. 


as well as road construction and general 
postwar rehabilitation projects. 

These are mostly in the planning stage, 
but South Korea is expected to become a 
sharp competitor to Taiwan's already sub- 
stantial investment in Vietnam, worth 
some US$440 million in 32 projects. Tai- 
wan, by far the biggest foreign investor in 
Vietnam because it is relatively free of US 
diplomatic pressure, is engaged mostly in 
small-scale manufacturing industries. By 
contrast, South Korean business will be 
angling mostly for heavy industrial 
projects. 

In the mid to longer term, openings to 
Vietnam could dampen South Korea's eco- 
nomic attraction to China. Seoul is still 
searching for a new formula in managing 
its evolving ties with Peking. South Korean 
Foreign Minister Lee Sang Ock's talks with 
Chinese Premier Li Peng and Foreign Min- 
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ister Qian Qichen in early April failed to 
inject any urgency into their slow timetable 
on the opening of relations with Seoul. No 
exact date was set as to when bilateral ties 
could progress to the diplomatic level from 
the current stage of commercial and consu- 
lar links. 

But when China does become ready for 
it, it might not be what Peking expects. 
Taiwan is lobbying fiercely to keep the re- 
lationship with South Korea intact even 
after full Seoul-Peking relations are 
achieved. Seoul may opt for the Saudi Ara- 
bian model: shifting diplomatic recognition 
to Peking but keeping commercial ties with 
Taiwan in a quasi-diplomatic arrangement. 
Seoul is little inclined to part from its long- 
standing friend, in an either-or swap with 
Peking, especially as the two countries en- 
joy trade worth US$3 billion a vear. 

As for China, it has been galled by 
Taiwan's continued occupation of the 
embassy compound in Seoul — dating 
from the pre-revolutionary years — 
while its trade office in Seoul must 
operate from a small commercial build- 
ing. The Taiwan Embassy sits on one of 
South Korea’s most expensive properties 
— worth about Won 150 billion (US$197.4 
million). Officials in Taiwan deny persist- 
ent reports that they want to sell the pro- 
perty to avoid having to hand it over to 
Peking. To avoid possible embarrassment, 
they are also trying to swap it for another 
piece of land. 

"It's up to [Taiwan] to decide what to 
do with its embassy site,” Assistant For- 
eign Minister Chang Man Soon told the 
REVIEW, indicating Seoul's refusal to get in- 
volved in the dispute. (Japan turned over 
the Taiwan embassy site to China while 
the US allowed Taiwan to turn over the 
embassy building to a Taiwan agency.) But 
Peking has strongly warned against mak- 
ing any move on the property, saying it 
belongs to the Chinese people. 

As it is, Seoul is no longer in a great 
hurry over China. On the contrary, it seems 
to be moving to reinforce the existing rela- 
tions with Taiwan by resuming exchanges 
of government delegations for the first time 
in a long while. Early next month, Seoul 
will play host to a high-powered delega- 
tion from Taipei headed by presidential 
secretary-general Chiang Yen-shih and in- 
cluding Vice-Foreign Minister Chang 
Hsiao-yen. The signals from Seoul suggest 
it is reluctant to allow its ties with Taiwan 
to be influenced by Peking. 

China will be hard pressed not to look 
for some kind of diplomatic breakthrough 
with South Korea in the foreseeable future, 
given the growing two-way trade — US$6 
billion in 1991 and likely to be US$8 billion 
this year. Already the two sides have had 
to upgrade their trade ties by agreeing to 
exchange branch offices of state-owned 
banks in order to facilitate financial trans- 
actions. " 
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How our technology helps to save 
raw materials and protect our environn 


Environmental protection and cost- 
effectiveness have a common de- 
nominator — the efficiency of ener- 
gy conversion. The less fuel used 
per kilowatt hour of electricity gen- 
erated, the smaller the amount of 
carbon dioxide and other pollutant 
emissions. Our unfired combined- 
cycle (GUD®) power plants make 
this possible. They utilize the com- 
bustion heat twice, first in a gas 
turbine and then in a downstream 
Steam turbine. 
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Higher temperatures for greater Clean combustion and flue gas 
efficiency containing fewer pollutants 


For example, we have developed Nitrogen oxide emissions can be 
a new type of heat shield lining for much further reduced by using 
inlet casings so that gas turbine state-of-the-art fossil fuel combus- 
efficiency can be increased even tion processes than by simply en- 
further by particularly high inlet 
temperatures. The attainable inlet the combustion of oil and gas, and 
temperature of around 1300 °C also gas from coal, produces such 
increases the efficiency potential low pollutant emissions that gas 
of our GUD plants from today's 
92.5% to over 5596. 


hancing efficiency. With our burners 


turbine plants equipped with these 
burners do not require any addi- 
tional exhaust gas cleaning equip- 
ment — even with the most stringent 
of pollution control requirements. 


Heat shield of a gas turbine inlet casing 
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generation will be able to meet the Siemens Power Generation 
growing worldwide energy de- 

mand while conserving resources. 

We are committed to putting this 

principle into practice. In all fields 

of power plant engineering we 

design, develop and supply state- 

of-the-art systems, equipment and 

turnkey plants tailored towards zs CUTE. 
pollution control and higher cost- sepsitcche te tiam 
effectiveness. 
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Questionable company 


Watanabes role in Indonesian aid project queried 


By Robert Delfs in Tokyo 

apan’s Deputy Prime Minister and 

Foreign Minister, Michio Watanabe, 

has denied reports in a US newspaper 
that he is involved in a consortium en- 
gaged in building an Indonesian exhibition 
complex that will be partly financed from 
Japanese official development assistance 
(ODA) funds. 

In a prepared statement issued by the 
Foreign Ministry, Watanabe stated that he 
will not profit from this or any other ODA- 
funded project. Nevertheless, evidence that 
a Japanese businessman involved in the 
project may be an aide to Watanabe raised 
new questions about financial payments to 
politicians by Japanese companies engaged 
in ODA-funded projects. 

Mitsuo Marume, director of the Jakarta 
Development Corp. (JDC) — the consor- 
tium formed to develop the project 
through the Japanese-Indonesian joint 
venture Jakarta International Trade Fair 
Corp. — is also the president and director 
of Konan Trading Corp., which founded 
JDC. The US$220 million complex is being 
built on the site of the former Kemayoran 
airport in Jakarta. 

Marume was described as Watanabe's 
"private secretary" by Koji Kakizawa, the 
parliamentary vice-foreign minister, ac- 
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. By Louise do Rosario in Tokyo 


t ec Fed Ss 


have 


_ Japan's soft spot for Peru's President Al- 
UR 


i because of his Japanese 
y 


nild in its to his unconstitu- 
tional dismissal of congress in early 
April. 

In public statements Japanese officials 
| careful not to condone the 
Peruvian president's "internal coup." 
Foreign Minister Michio Watanabe told 


E origin has led Tokyo to be conspicuousl 


.. parliament that he “could not agree with 
's] disregard of the constitution. 


[From now on] we will pay great atten- 


_ tion to President Fujimori's actions." 


cording to the report by 
Lewis Simons, Tokyo cor- 
respondent for the San Jose 
Mercury News. The report 
also cited a consultant to a 
Japanese company in- 
volved in the project, who 
stated that Watanabe was 
likely to receive payments 
from firms involved in the 
project over a number of 
years. 

Watanabe initially de- 
nied any connection with 
Marume, other than having 
used his services as an in- 
terpreter in Southeast Asia 
on one or more occasions. 
In addition, Kakizawa retracted his origi- 
nal statement, saying he was in no position 
to determine what kind of relationship 
Marume may have had with Watanabe's 
office. 

During Watanabe's appearance before 
the Foreign Affairs Committee of the lower 
house on 22 April, however, an opposition 
legislator produced a photocopy of a 
namecard which described Marume as a 
member of Watanabe's staff. 

Marume had reportedly distributed 
copies of the card at a news conference 
during a visit to Jakarta with Kakizawa in 


While Japan decided not to suspend 
aid to Peru, the US immediately sus- 
pended its US$230 million aid pro- 
gramme and called for the restoration of 
democracy. Since Fujimori — a second- 
generation member of Peru's 80,000- 
LAE Japanese community — assumed 
idency in July 1990, Tokyo has 
mui significant levels of financial 
and diplomatic backing. At the end of 
1991, Japan pledged to provide US$400 
million worth of commodity and other 
kinds of aid to Peru over a two-year pe- 
riod. This compares with aid disburse- 
ments worth US$563 million to the 
whole of Central and South America 
between April 1989 and March 1990. 

By comparison Japan's economic in- 
terests in the country remain limited. Bi- 
lateral trade in 1991 totalled Y77.9 billion 
(US$576.9 million). Japanese investments 
are also small, trailing far behind invest- 
ment in Brazil, Panama and other Latin 
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Watanabe: denial. 


January. 

In response, Watanabe said he had 
never employed Marume, whom he de- 
scribed as a "volunteer" who received no 
salary. "It is true that I had received some 
assistance from [Marume] in connection 
with Cambodia and other matters, so in a 
sense he was technically part of my staff," 
Watanabe explained. "The 
namecard was probably 
printed at that time." 

Watanabe's office also 
confirmed that he had 
encouraged Japanese com- 
panies to participate in the 
Jakarta project in his 
capacity as head of the 
Japan-Indonesia Friend- 
ship Association, but de- 
nied Watanabe had any 
personal investments or 
position in Marume's com- 
pany. 

In another develop- 
ment, documents confis- 
cated by US authorities 
from the late former Phil- 
ippine leader Ferdinand Marcos at the time 
of his flight to Hawaii in 1986 indicate that 
as many as 35 Japanese companies in- 
volved in ODA projects in the Philippines 
during the 1970s made payments to 
Marcos or his associates. 

In one such instance, Sakai Heavy In- 
dustries paid US$700,000 to Marcos in 1975 
through Balthazar Aquino, a former Phi- 
lippine Government official, according to 
the 24 April edition of Mainichi Shimbun. 
The newspaper also reported that Aquino 
met a Sakai board member in a Hongkong 
hotel to receive the payment. * 


Fujimori has, not surprisingly, played 


up his origins when in Japan. On a visit 
to his ancestral home in Kumamoto, 
Kyushu — from where his 
grated 60 years 
gathering that ^with Kumamoto blood 


emi- 
ago — he told a local 


this kind two Japanese restaurants were 
bombed in Lima on 25 April. 

For the moment, the so-called Fuji- 
mori m — à term used to 
describe his p y in Japan — is still 
strong. But if he fails to live up to his 
commitment to hold new elections, 
Fujimori may put his main foreign ally 
in an : EN podion xad ead Je. 
pan to withdraw its support. x 
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Sign of the times 


Radical newsweekly bows to commercial logic 





By Louise do Rosario in Tokyo 


he imminent closure of the influen- 

tial Left-leaning weekly Asahi Jour- 

nal is another indication of the re- 
turn to conservatism in contemporary Ja- 
pan. Once the most popular magazine 
among students, its circulation has 
dropped from a record 270,000 in 1968 to 
60,000 now. Its owner, the Asahi Shimbun 
group, said its losses, amounting to several 
hundred million yen a year, have become 
intolerable. The Journal will print its last 
issue on 29 May. 

More and more young Japanese today 
seem to prefer to read 
about fashion and food, 
and not politics as their 
parents did during ear- 
lier, more radical dec- 
ades. One telling sign is 
that the comics weekly 
Shonen, launched in 1959 
— the same year as the 
Journal — has become a 
big hit among teenagers, 
selling 3.1 million copies 
a week, Fuji Television 
and Asahi Television, set 
up at about the same 
time, have also become 
media giants. 

The Journal has seen 
its circulation and ad- 
vertising dropping 
steadily since 1980. 
The last straw was 
the drying-up of 
advertising rev- 
enue when recession 
set in recently. 

Japanese intellectuals greeted 
the news of the 33-year-old Journal's 
demise with shock. Although the magazine 
was not commercially successful, many 
readers had expected that Asahi newspa- 
per group — which prides itself on 
progressive reporting — would have al- 
lowed what is regarded as its “soul” to 
continue publishing. But the Asahi man- 
agement said allowing the Journal to carry 
on would have set an undesirable prec- 
edent for other loss-making Asahi-related 
publications. 

Born on the eve of the turbulent 1960s, 
the Journal was a mirror of its times. It was 
a forum for avant-garde writers and 
widely read by both leftists and rightists. 
Like its parent daily Asahi Shimbun, the 
Journal was uncompromisingly anti-US 
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and anti-capitalism, stances fashionable 
then among liberal intellectuals. In the 
1960s — the heyday of student activism all 
over the world — it was not unusual to see 
university students at demonstrations 
clutching copies of the Journal. 

In their commitment to liberalism, the 
Journal's staff sometimes imprudently 
crossed the line between reporting and 
participating. In 1972, one of its reporters 
helped a leftist assassin destroy evidence 
on the killing of an army officer. The cre- 
dibility of the Journal was badly dented and 
circulation dropped to 100,000 copies. The 
Journal never recovered from that blow. 

As Japan's student 
movement grew more 
militant and isolated in 
the late 1970s, the Jour- 
nal's popularity also 
faded. It maintained its 
tradition of progressive 
reporting, tackling con- 
temporary concerns 
such as pollution, 

capital pun- 
ishment and 
women's is- 
sues. In the 
1980s, it man- 
aged to hold cir- 
culation at 80,000, 
but losses contin- 
ued to pile up. 
Competition, too, 
grew more intense. It 
came from both outside 
and within the Asahi 
group, the best example 
of this being the glossy 
newsweekly Aera launched in 
1988. 
Meanwhile, Asahi Shimbun 
itself has also steadily moderated 
its liberal line. The Journal, with its 
persistent image as a radical magazine, 
began to get more out of touch with the 
times — and even with its parent. 

In a last attempt to resuscitate the Jour- 
nal, Mitsuko Shimoura, a 53-year-old 
Western-educated journalist was picked as 
editor in early 1990. She started to de-em- 
phasise the leftist tendencies of the 
magazine, but in doing so, alienated many 
long-standing supporters. Shimoura was 
full of ideas on how to revitalise the 
magazine, but the parent company was 
unwilling to pump in more money. “The 
historic mission of the Journal has ended,” 
it said. | * 
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MALAYSIA 


Battle for the margins 


Ruling party tactics pay off in by-election 


By Michael Vatikiotis in Kuala Trengganu 
I n the struggle to win the hearts and 











minds of conservative Malays in Ma- 
laysia’s northern states, the Islamic 
Party (Pas) is winning the campaign but 
losing the contest. This much is clear from 
the results of another in a recent string of 
by-elections which have pitted the ruling 


. National Front against Pas. 


The Front, represented by its Malay 
component, the United Malays National 
Organisation (Umno), snatched a 389-vote 
majority in the 21 April by-election for the 
Trengganu state assembly seat of Bukit 
Payung. The government has called the 


_ result a triumph for moderation and a vin- 
dication of its policies. 


But a closer reading of the contest re- 
veals that the only way Umno could over- 
come an entrenched Pas following was by 


_ trawling the rest of the country for non- 


resident registered voters from the district 
— some 5,800 of them — and covering the 
costs of their return to vote. "The cam- 
paigning was all done here in Bukit 
Payung, but the decisive votes came from 
outside," said one opposition politician. 
The by-election was called after a court 
declared the 1990 result, which gave Pas a 
majority of just 17, null and void because 
election officials had itted a voter to 
cast a ballot on behalf of her infirm hus- 
band. This is the first of at least six more 
petitions before the courts contesting re- 
sults from the 1990 elections. In the case of 
Bukit Payung, the Umno candidate filed 
the petition. But Pas is also taking at least 


one case to court. 


Campaigning in Bukit Payung — a 


small and relatively prosperous district on 
_ the fringes of Kuala Trengganu, the state 


capital — was unusually intense. Taking 


- no chances in an area with a record of elec- 


| 


tion-related violence, the government 


- drafted some 3,000 police, including para- 


i 


| 


h 
* 
`% 


military and riot squad units. In the 1990 


election, Pas was accused of preventing 


Umno supporters from voting. This time, 
the proportion of police to voters was at 


least one to three, and it was Pas’ turn to 
claim intimidation tactics were being used 
against them. 


Pas mounted an all-out campaign, 
bringing in supporters from around the 


country, but with particular input from 


neighbouring Kelantan state. Umno also 
focused its considerable energies on this 
by-election. Federal government ministers, 
political secretaries, Umno Youth members 


30 


and an assortment of political hangers-on 
descended on the district to plead the 
Front's case. 

But since the single most important 
issue in these parts is religion, Umno was 
somewhat disadvantaged. "The govern- 
ment offers development, but so long as 
Pas uses the Islamic struggle in these vil- 
lages, there will be no shortage of votes for 
Pas," said a political observer. 

"You can open schools and provide 
subsidies, but the most important thing is 
to promote our religion," said a Pas 
speaker at a party rally to roars of approval 
from the crowd. 

Analysis of the voter profile in the dis- 
trict shows a more or less fixed block of 
Pas votes accounting for half the voters. 
Umno claims the other half. In areas like 
this, elections are fought on the margins, 
focusing on fence sitters 
and whoever can be per- 
suaded to abandon strong 
party loyalties. At the end 
of the day, party loyalties 
are more or less fixed, and 
elections are won on slim 
majorities. This also means 
that tactics can be rough. 

Calculating that Umno's 
strategy was to lure Pas 
voters away from the party, 
Pas countered the heavy 
police presence with a 
daunting security cordon of 
its own, manning barriers 
across the gates of party 
posts and in some cases 
blocking roads to villages. 

To counter Pas' strong 
local roots in the area, 
Umno resorted to busing in Umno Youth 
members to live with villagers as anak 
angkat, or foster children, and canvass for 
votes. The villagers were reimbursed for 
cost of board and lodging. Other tactics in- 
cluded the publication of a "newspaper" 
and other literature filled with anti-Pas 
propaganda. All the material related to Pas 
rule in Kelantan which, as in two previous 
by-elections in Kedah state, was the major 
issue in Bukit Payung. 

Umno felt unusual tactics were called 
for in a district known for its strong Pas 
sympathies. It is a district where posters 
bearing the full moon, the Pas symbol, 
framed by old tractor tyres held up by stan- 
chions are common in almost every village. 
This late April dry season campaign also 
coincided with a full moon, casting a pale 
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Nik Aziz: holy appeal. 


shadow over the nightly ceramahs, or cam- 
paign meetings. 

On one such moonlit night, a young Pas 
firebrand stood on the balcony of a 
wooden village house, clothed in white. 
“Welcome all Muslims,” he began, “I hope 
you will listen to what I have to say, be- 
cause | am worried that tomorrow we all 
may not be here because of this govern- 
ment which has no respect for Islam.” 

The rhetoric is strong. The government 
is described as “pharaonic,” and one that 
should be removed by means of a “holy 
war.” The crowds at the Pas rallies are al- 
ways much bigger and more responsive 
than at Umno meetings. One senior Umno 
leader, who is also a federal government 
minister, spoke at a ceramah where his 
only audience was the family hosting the 
meeting. 

In a culture which puts great store by 
public-speaking skills, Pas politicians are 
seen as champions. At one such rally to- 
wards the end of the campaign, police esti- 
mated a crowd of 10,000 people. But it is 
misleading to interpret large crowds at Pas 
rallies as a show of support; rather, they 
are a form of entertainment. 

Pas tried to exploit three major opposi- 
tion issues in this election; 
Pas rule in Kelantan, Um- 
no's attack on the heredi- 
tary Malay rulers and al- 
leged government interfer- 
ence in the judiciary. One 
of those invited by Pas to 
address their rallies was 
former lord president Tun 
Salleh Abbas, whose re- 
moval from the post spark- 
ed a continuing contro- 
versy over the last issue. 

However, local people 
appeared disinterested in 
academic notions of how 
Umno is undermining 
basic Malay values. They 
came in their thousands to 
listen to Kelantan Chief 
Minister Nik Aziz Nik Mat 
because he is a holy man. By the same 
token, they were unimpressed by govern- 
ment ministers who could not speak with 
fluency on Islam. 

The people of Trengganu combine deep 
religious convictions with a passion for lo- 
cal politics, which probably means that 
Umno will always be challenged by Pas in 
the state. Watching 20,000 people gather at 
the election centre to await the results un- 
der a now waning moon, it was hard to 
believe that clashes with the riot police de- 
ployed around the town hall could be 
avoided. 

Yet, once Umno's victory was declared, 
the Pas-dominated crowd merely uttered a 
collective groan, then turned quietly to 
head back to their villages — there to await 
the next political battle. m 
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Governing principles 


first saw Chris Patten 30 years ago 
when he swept into a classroom, 
barking at everyone to be quiet. He 
was Head Boy and I was in the Lower 
Fourth Form at a Catholic school in Ealing, 
West London. The last time I saw him in 
| the flesh was at the 1991 Christmas party 
of the New Statesman, a leading British po- 
litical journal, where most other guests 
were staunch Labour Party supporters. A 
gasp was heard around the crowded room 
as the chairman of the Conservative Party 
walked in to exchange views with his in- 
tellectual and political opponents. It has 
always been part of Patten's charm to 
maintain a certain political ambiguity. 

Although his graceful pen has been 
regularly at the service of the Conservative 
press in Britain, it was to the New States- 
man that he gave an interview last year, 
revealing that he foresaw a life outside the 
House of Commons. Indeed, it was a re- 
porter from Marxism Today, the journal of 
the British communist party, who extracted 
from Patten the revelation that he wished 
the Conservatives of Margaret Thatcher 
could become more like a European Christ- 
ian Democratic party. 

The school, run by Benedictine monks, 
employed one of Britain's great teachers of 
history, Steve Walker. His humane guid- 
ance produced more entries into Oxford 
from his history class — including Patten 
and myself — than any history section of 
any school of similar size in the 1960s. 
Walker had a gift of making his subject a 
pleasure, and his pupils — without realis- 
ing what was happening — absorbed a 
world view, a process of analysis and a 
command of facts that have stayed with 
them ever since. 

Although Walker kept his politics to 
himself, undoubtedly the greatest time and 
period of hope for him — and which he 
conveyed to his pupils — had been the 
years after 1945 when the barren politics of 
the pre-war Conservative years were re- 
placed by the welfare state, the mixed 
economy and socially responsible capital- 
ism. This era, in Britain as in the rest of 
non-communist Europe, ushered in a pe- 
riod of material growth and social progress 
without parallel in history. 

Although British history as studied at 
school in those days did not get past 1914, 
the world view we were given was one 
based on tolerance, on the long sweep of 
history and on deductive empiricism rather 
than inductive rationality. 

The most important new history book 
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By Denis MacShane 


of Patten's time at school was Lord Blake's 
biography of Disraeli. The 19th century 
premier was the most un-Conservative of 
Conservatives — exotic, a writer, a reli- 
gious outsider — for whom politics was as 
much about seizing possibilities as it was 
plotting and building towards power. In 
just about every article or speech he has 
made as a Conservative grandee, Patten 
has quoted Disraeli. If it does not exist, 1 
would urge an immediate translation into 
Chinese, for both Hongkong and Peking, 
of Blake's biography. Better still, Disraeli's 
novels should be compulsory reading in 
the colony. 

At Oxford University, Patten never 
quite fulfilled the promise he arrived there 
with. His cleverness at 
Balliol was well-known 
but, reported Richard 
Cobb — Balliol's histo- 
rian of the French revolu- 
tion — to his old friend 
Walker, Patten preferred 
to spend too many after- 
noons playing cricket 
when he should have 
been at his books. 

On leaving Oxford, 
Patten went to work for 
John Lindsey, then the 
young, dashing Republi- 
can Mayor of New York, 
in an election campaign. 
Here he got the taste for 
politics. Patten had left 
university before 1968, 
the annus mirablis for stu- 
dent revolt which turned 
an entire generation in 
the direction of a cretin- 
ous leftism. He is really a 
product of the suburban 
1950s — safe, comfort- 
able, friendly — not the 
swinging 1960s, still less 
the hedonistic 1970s and 
selfish 1980s. 

Before that sharp left turn of 1968 — 
which otherwise might have hooked him 
— Patten was working for the Conserva- 
tive Party, and professional Conservative 
politics is all he has ever known as a way 
of life or earning a salary. His moderation, 
Catholic tolerance and stylish pen made 
him a favourite of the then prime minister 
Edward Heath. After Thatcher won the 
election in 1979, Patten-watchers wondered 
how he would cope with her aggressively 
divisive politics, the very opposite of 
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| 
Disraeli’s one-nation Conservatism which | 
he adhered to and which his friend, Prime 
Minister John Major, appears to want to | 
reintroduce. | 

As industrial production plummeted 
under Thatcher, Patten wrote essays for | 
The Times suggesting that it was "generally 
advisable to open a parachute before hit- 
ting the ground.” She ignored the advice, | 
but needed his pen and his ideas. | 

Patten nevertheless obeyed the first 
rule of the Conservative Party, which is | 
obey, and quietly adapted to Thatcherism. | 
Of all the ministerial jobs he held, the one 
he revelled in — and the one where his 
spirit and style were most on display — | 
was that of minister of overseas develop- | 
ment. This is à govern- | 
ment post where the 
minister can sit adminis- | 
tering or get out and in- | 
tervene. Patten was an 
interventionist, travelling 
the world and seeking to | 
kick through bureau- 
cratic barriers to get help 
to the helpless. 

Seen as a fringe post, 
Patten made it a high- 
profile ministry. He also 
contributed to an impor- 
tant change in British ex- 
ternal policy when he be- 
gan the process that 
maintained aid should be | 
linked to democracy: no | 
move to democracy, no 
endorsement from Lon- 
don. 

Patten will, therefore, 
come to Hongkong with 
considerable political and 
intellectual baggage. His 
charm and wit mask a 
life-long student of his- 
tory who feels he has 
more chance of making 
a mark in Hongkong 
than in Britain. And while his Con- 
servatism understands the need for the 
market and for business to flourish as free 
of controls as possible, Patten will not want 
to go down in history as a man who be- 
trayed freedom and will insist that the 
place he governs is more, not less, demo- 
cratic when he finally steps down and goes 
home. * 
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Denis MacShane is an international trade un- 
ion official and writer based in Switzerland. | 
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ARTS & SOCIETY 


VIETNAM 1 


Art in the time of doi moi 


Painters, poets and playwrights are pushing the boundaries of reform 


By Sally Goll in Hanoi 


sgi it was Nguyen Quan’s turn 

) play host. Quan, a Hanoi 

pubs r and art critic, sat cross-leg- 

ged on the floor of his second-sto- 

rey studio, a broad, airy room filled with 

canvases depicting his trademark imagery: 

the dismembered milky-white breasts and 

moon-ike face of his wife, set in an ab- 

stract sea of Vietnamese tea cups and gar- 
den plants. 

Duong Tuong, a poet and translator 
(Gone with the Wind, Wuthering Heights, 
Shakespeare's Much Ado About Nothing) 
arrived with Dang Xuan Hoa, a young 
painter whose beatnik beard and mous- 
tache and intense expression invariably 
invite comparisons to Vincent Van Gogh. 
Next, poet Do Trung Lai slipped quietly 
into the room, followed by Pham Viet Hai, 
a painter and director of Gallery 7 Hang 
Khay, Hanoi's leading art gallery, who ap- 
peared at the top of the stairs and scanned 
the floor for a place to sit amid the clutter 
of tea cups and cigarette boxes. 

There was nothing subversive — or 
even unusual — about this gathering of 
Vietnamese artists and intellectuals. 
Nguyen Quan and Pham Viet Hai are two 
of Hanoi's most respected painters. Do 
Trung Lai writes bitter-sweet laments to 
unrequited love; all three a are card-carrying 
communists. Hai's gallery, located at the 
southern tip of Hanoi's Hoan Kiem Lake, 
is owned by the government, while Lai is a 
colonel in Vietnam's red army. 

Nevertheless, this clubby, art-filled af- 
ternoon testifies to the liberalising effects 
of doi moi, which roughly translates into 
renovation, and is Vietnam's answer to 
perestroika. Nearly every day, Quan, Hoa, 
Tuong, et al, get together to sketch, paint, 
sculpt, compose poetry and, in a rite of 
Vietnamese male-bonding, pass a bamboo 
water pipe filled with tobacco around the 
room. Their easy comradeship points to a 
relaxing of restrictions which is transform- 
ing modern Vietnamese society and free- 
ing its artists and intellectuals to engage in 
work that would have been unthinkable 
just a few years ago. 

To be sure, obstacles remain. As one 
Hanoi writer put it, "publicly they say 
everything is permitted, but it reality it is 
not." Yet everyone agrees that radical 
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changes have taken place in the 
last two years. "Love, labor, poli- 
tics," says Duong Tuong. "Many 
things which were once taboo are 
now permitted." 

The result has been a dramatic 
surge in activity in the arts. Paint- 
ing, ceramics, poetry, short sto- 
ries, theatre, are all flourishing in 
Hanoi. It is painting, however, 
that is widely considered to be the 



















Hua (/eft) and his comrade-in-art Quan (above) 





first branch of Vietnamese arts to reclaim 
its integrity and vitality. It's popularity 
with foreign collectors has encouraged 
amateur painters to take up their brushes 
in earnest, and there has been an explosion 
of art galleries in the capital. 

The abstract images of contemporary 
Vietnamese painters are the least likely to 
run afoul of the government's ever-vigi- 
lant cultural czars, who are still on the 
look-out for works which threaten to un- 
dermine socialism. The popularity of paint- 
ing has spilled over into ceramics. Once a 
week Tuong and Co. hop on their Hondas 
and motor out to Bat Trang, a small village 
10 km outside Hanoi, to stock up on ce- 
ramics and drop in on old friends. This is 
true cottage industry. The villagers of Bat 
Trang have been making ceramics for four 
centuries. Samples of Bat Trang ceramics 
are on display in Hanoi's History Museum. 
Each house in this village of some 500 peo- 
ple has its own kiln and each family its 
own secret glaze formula. 

Hanoi's Red River, on which Bat Trang 
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is set, is a part of the process. The ochre- 
coloured clay, called kaolin, is transported 
up river by boat from Hai Duong prov- 
ince, about 60 km away. And sand from 
the river is used to make the plaster 
moulds which give shape to the plates, 
vases, miniature communal houses, pago- 
das and other totems of traditional village 
life that are sold throughout Vietnam. 
Back in Hanoi, at Restaurant 57, a cafe 
and art gallery on Quang Trung Street, ce- 
ramic plates on which the poets Lai and 





revel in pursuing art for art's sake. 


Tuong have painted lines of verse are on 
exhibit alongside paintings by Hoa, Quan 
and Hai. 

There has also been a proliferation of 
periodicals devoted to popular culture. 
Sport & Culture magazine was launched 
back in 1982 with what was then a radical 
mandate: to cover international sports and 
culture; features on Vietnamese celebrities 
and athletes were only added in 1984. Re- 
cent issues include features on M. C. Ham- 
mer and Boris Becker; coverage of African 
and European football; society shots of 
Sylvester Stallone and Arnold Schwar- 
zenegger; a review of the Mel Gibson/ 
Glenn Close version of Hamlet and a Viet- 
namese beauty pagent. 

Sport & Culture’s international formula 
has proved extremely popular with Viet- 
namese readers. Circulation has grown 
from a print run of 100,000 in 1982 to a 
1988 peak of 200,000. But in 1989 as doi moi 
kicked in, increased competition soon be- 
gan to eat away at Sport & Culture’s reader- 
ship. Circulation has since fallen back 
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down to 100,000. Nguyen Thuu Vinh, a 
member of Sport & Culture's editorial 
board, sitting upright in a navy turtleneck 
and beret, explains that "for a long time, 
Vietnamese readers didn't know what was 
going on in the world. Now other publica- 
tions are adding more international news," 
particularly, he adds, the Saigon newspa- 
pers, "but still everyone else follows us." 

Apart from criticising "decadent" 
behaviour — too much reliance on sex, for 
example, editors at both Arts and Literature 
and Sport & Culture are reticent to publish 
probing critiques of the events or artists 
which decorate their pages. Sport & Cul- 
ture's film reviews, are restricted to "giving 
guidance." On those occasions when Viet- 
namese culture editors do want to go on 
the record with a negative opinion, they 
prefer to run translations of reviews that 
have run in Time, Newsweek, Le Monde or 
USA Today. “Normally,” says Sport & Cul- 
ture's Vinh, "it's better to be indirect." 

For a poet, Arts and Literature's editor 
Huu Thinh, demonstrates little flair for 
creativity when asked for his candid as- 
sessment of today's arts and literature, 
which, he claims “has never been better. 

Ironically, poetry has traditionally been 
at the very heart of Vietnamese literature 
and has played an important part in pro- 
moting the cause of nationalism. During 
the war against the French, poets fighting 
on the front lines wrote inspirational 
verses. Later, during the war to drive out 
the Americans, this practice was institu- 
tionalised, and poets were put on the pay- 
roll. Ho Chi Minh often put pen to paper 
for his cherished cause and critics then 
gave his poetry high marks. 

Now that unification has been achieved, 
however, and a peace settlement signed 
with Cambodia, the army is demobilising. 
Poet Do Trung Lai, the army colonel, esti- 
mates that their numbers have been more 
than halved. “There is no longer any dif- 
ference between military and civilian po- 
ets,” says Lai. “We are all just poets.” 

While the government remains the final 
arbiter of literary merit, market forces are 
also influencing what is published. Pham 
Tien Duat, famous for his poem “White 

Circle,” which compared the white ribbon 
worn at funerals by the relatives of the 
dead to black smoke rings created by 
American bombs dropped during the war, 
complains that the arrival of a market 
economy has turned literature into a com- 
modity. “Before renovation, the govern- 
ment paid 1 you to write, in advance. Now, 
you have to sell your literature yourself. | 
have to invest my own money to publish 
my poems.” 

According to one estimate, Vietnam's 
vanity press is responsible for a ten-fold 
increase in the number of volumes of po- 
etry published each year. “Today, if you 
have money, you can publish poetry,” 
Duat notes glumly, “even if it’s bad.” G 
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Playing 
for keeps 
Satire takes 
to the stage 


By Murray Hiebert in Hanoi 


hree times a day recently crowds 

were packing Hanoi's largest ope 

tre to see Fable for the Year 2000, 
biting, satirical play that had been du 
down in the more daring south. This pecu 
liar turn of events, a sign of the topsy-turvy 
cultural limits in Vietnam these days, are 
due to the play's canny young producer, 
Le Hung. 

After the play was banned in Ho Chi 
Minh City, Hung had to find a way to get 
around the censoring committex desig- 
nated by the ruling communist party to 
keep the lid on intellectual ferment. Last 


September, he came up v m an idea: he 
took the play to a theatre festival, hosted 
by the Writers Association, in the north- 


eastern province of bep Ninh 

There Fable For the Year 2000 won a re- 
markable nine top awards for Hung, the 
script writer, five of the play's actors and 
actresses, the stage artist and the musical 
With these prizes in hand, Hung 
went to the party's censoring committee 
which could no longer block the play's re- 
turn to the stage. In late February, Fable For 
the Year 2000 made its Hanoi debut 

Ihe play opens with a gun-wielding 
robber holding up an impoverished writer 
who is on his way to a publishing house to 
sell his latest script. The moneyless writer 
escapes death by convincing the robber 
that he needs fame more than money and 
so should take the writer's script and have 
it published as his own 

The next scene is a performance of the 
hijacked play. It is a modern rendition of 
an ancient fable in which two stubborn 
male goats meet on à bridge and fight to 
their deaths to prevent the other from pass- 
ing first. In the play on the 
bridge pits, rather than goats, an old man 
against a young one 

The old man insists he 
because his generation has | 
rything: houses, roads, 
and even the young mai 
angry that old men "occu 


score. 


the standoft 


should go first 
roduced eve- 
bridge 
ing man, 
the most 


the contested 
| he Ti 


py all of 


important positions except in homes for the 
ageing," declares that he cannot wait until 
the old man has “walked his last step” be- 
fore the voung generation can start walk- 


ing. Eventually, the two men, who have 


been joined in their struggle by 


t.t 


i youne 


37 












1 and an old woman, begin to figh 
; d everyone ends up falling off the bridge 
into the river. 
When the curtain rises again, the robber 
has once again held up the writer, this time 
demanding that he re-write the play's con- 
“clusion because “a very big boss" does not 
. like the ending. The writer refuses, but he 
« finally relents when the robber threatens to 
< kill the artist's wife. Later in the play, the 
+ robber attacks the writer two more times 
- and forces him to re-write the play's begin- 
. ning and middle as well. 
. Fable For the Year 2000 was written by 
< Le Hoang, a controversial, 37-year-old film 
.. Writer from Ho Chi Minh City. Hoang was 
- born in the north but migrated to the south 
-after the war against the US ended in 1975. 
“°° Although the play is allegorical, most 
-; Vietnamese in the audience understand 
->that the struggle between the writer and 
: the robber depicts the conflict between art- 
ists and the party in Vietnam. "The use of 
_ the gun by the robber to force the writer to 
change his script depicts the censoring 
committee,” Hung says. “I was worried 
what would happen if the committee asked 
X. Ine whom the robber represents." 
- The play also addresses the struggle 
_ between the old and the new generation as 
the conservative communist party, influ- 
-enced by traditional Confucian respect for 
- age and determined to cling to power de- 
spite the collapse of communism else- 
where, attempts to introduce economic re- 
; forms and jump-start Vietnam's still back- 

























Despite the acclaim achieved by the 
- play, exploring the generational struggle 
remains sensitive in Vietnam. To get 
around this problem, the old man in the 
play tears off his fake beard in a conclud- 
-ing scene, revealing that he actually is a 
^ young man. “The old man says he needed 
¿to pretend to be old because the number of 
` old people clinging to their chairs is very 
“big,” Hung says. “If he had really been old, 
- the censoring committee would never have 
allowed the play to pass.” 

5. Fable For the Year 2000 is only one of 
several controversial plays which have 
- opened in Hanoi's theatres in recent 
» months. Just before the Lunar New Year in 
_ early February, Living Devils, written by 
_ Nguyen Khac Phung, who has written sev- 
eral angry plays attacking corruption 
. Within the party and the government, was 
| shutdown for allusions to corruption in the 
_ powerful Ministry of Interior. 

In the original version, Living Devils told 
> story of a conspiracy between a Viet- 
mese variant of the mafia and the pow- 
ul Ministry of Interior’s police to kill 
ose who stood in the way of their illegal 
port operation. To bring Living Devils 
ck to the stage, Hanoi producer Nguyen 
ong Khoi had to delete the references to 
' police and tone down the violence. In- 
tead, in the version Khoi produced, the 


















illega “scheme is 5 the | fandiwon: t locil 
officials, not the Ministry of Interior. 

New writers are no longer singing the 
praises of revolutionary heroes, but raising 
questions about the costs of Vietnam's 
wars against France and the US as well as 
about the nature of heroism itself and the 
quality of life in Vietnam today. 

Many writers no longer accept the par- 
ty's old conception that art is exclusively a 
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weapon of the revolution. “The most inter- 
esting plays last year were plays which 
both criticised the government and pro- 
vided entertainment for its audiences," 
says Hung, who is considered by many to 
be one of the most daring young produc- 
ers in Hanoi today. "If a play doesn't have 
both characteristics, it won't pass the cen- 
soring committee and audiences won't 
come to watch it." " 
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Foreign devil, favourite son 


The Devil Soldier: The Story of Frederick 
Townsend Ward, The Most Honored and 
Controversial American in Chinese History 
by Caleb Carr. Random House, New York. 
US$25. 

The life of Frederick Townsend Ward, 
(aka “Hua the White God”) defies the 
imagination. Born into a down-and-out 
Salem, Massachusetts family in 1831, Ward 
sailed the high seas at age 18, fought as a 
mercenary in South America, Mexico and 
in the Crimean War before he was 23, and 
was granted on honorary official title by 
the Qing-dynasty court at 30. 

He was awarded the mandarinate, and 
the right to wear a peacock feather in his 
cap, because of his services as the leader of 
the Ever Victorious Army, a mercenary 
unit of Chinese soldiers led by Western of- 
ficers and equipped with state-of-the-art 
military technology. According to Caleb 
Carr, a military historian who writes with 
elegance and an impressive command of 
his subject, Ward and his soldiers played 
an indispensable role in protecting the city 
of Shanghai and its environs from the 
horrific depredations of the Taiping rebels 
in the early 1860s. Hired and paid for by 
self-interested Chinese in Shanghai, the 
Ever Victorious Army succeeded where 
enfeebled and useless Manchu troops had 
failed. 

For the xenophobic Manchu rulers to 
delegate so much power and responsibi- 
lity to a foreigner generally regarded as 
“irrepressibly forthright and troublesome” 
is in itself remarkable. Ward enjoyed a 
unique position. The local Chinese consi- 
dered him a saviour, the Manchu court 
eyed him with distrust, and even the for- 
eign community in Shanghai, led by the 
vitriolic North China Herald, repeatedly 
maligned him as a desperado, freebooter 
and lunatic. It was not until shortly before 
his untimely death in battle at the age of 30 
that the Shanghai expatriate community 
and the military establishment came to 
hold him in good favour. They even as- 
sisted in burying his remains in a memorial 
temple with a Confucian shrine. 

The Chinese communists, however, 
ripped out the shrine and paved the temple 
over. To them, Ward was the epitome of 
imperialist aggression, a mercenary in the 
service of the most regressive element of 
Chinese society — the Manchu rulers. This 
is ironic, for judging from Carr’s admit- 
tedly admiring account, Ward had the in- 
terests of the Chinese at heart, treated his 
soldiers without prejudice (indeed, he 
found them far superior to the drunken 
Western dregs that he employed in his first 
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attempt at organising a 
fighting unit) and repeat- 
edly found fault with the 
Manchu's ultimately sui- 
cidal policies. 
Contradictions abound, 
however, in dealing with 
China in the late 19th cen- 
tury. There was the Taiping 
rebellion, for example, led 
by a mad visionary who 
claimed to be the younger 
brother of Jesus Christ. 
Many foreigners, infatu- 
ated by tales of Christ-wor- 
shipping Chinese, origi- 
nally supported the 
Taipings. But when their 
own mercantile interests were threatened, 
they joined forces with the Manchus 
against the rebellion, even as British and 
French troops were marching against the 
increasingly powerless Manchu court in 
Peking, raping and pillaging as they went. 





One of Carr's theses is that Ward's mili- 
tary lesson was ignored by the Manchus at 
great cost to the dynasty. He proved, ar- 
gues Carr, that "If properly disciplined, 
equipped, paid and led, the Chinese could 
be the equal of any regular 
force in the world. If the 
Manchus had paid more 
attention, they could have 
learned how to adopt the 
best of the West and suc- 
cessfully ‘self-strengthen’.” 

Carr might at times ex- 
aggerate Ward’s military 
exploits and significance, 
but that hardly diminishes 
the pleasure of this book 
about an unusual man in 
astonishing circumstances, 
Carr is cogent in his treat- 
ment of the Taiping rebels, 
the foreign presence in 
Shanghai and, especially, 
the rapid advances in mili- 
tary technology — advances that made it 
possible for small units like the one led by 
Ward to achieve stunning victories against 
huge odds. As a piece of cross-cultural his- 
tory, The Devil Soldier is a triumph. 

m Andrew Leonard 





Before the fall 


Edgar Snow's Journey South of the Clouds 
edited with commentary by Robert M. 
Farnsworth. LIniversity of Missouri Press, 
Columbia and London. US$28. 


Before Edgar Snow became the legen- 
dary chronicler-mythmaker of Chinese 
communism with his book Red Star over 
China (1937), he was a restless advertising 
man in New York. In between, in 1930-31, 
he travelled in Asia and wrote about it for 
the New York Sun, the China Weekly Review 
in Shanghai and the Consolidated Press, à 
New York-based feature service. 

Snow had planned à book to be called 
Journey South of the Clouds; the project was 
side-tracked, but Prof. Farnsworth, vice- 
president of the Edgar Snow Memorial 
Fund, has now revived the title for this 
anthology of 42 articles Snow wrote during 
his early travels. Three observations can be 
made from the start: Snow moved around 
much too quickly to gain serious insights; 
he was, even then, an engaging and vivid 
writer; the book, with Farnsworth's 
knowledgeable annotations, tells us more 
about young Snow than about the territory 
he traversed. 

Snow (1905-73) quit his advertising job 
when his boss refused to give him a raise, 
because the young man, to quote Farns- 
worth, ^had a congenital problem arriving 
at work on time." But his experience en- 
abled him to land a position as assistant 
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advertising manager with the China Weekly 
Review in Shanghai. The paper served as a 
useful jumping-off point. The travels cov- 
ered in this book included Formosa (Tai- 
wan), Canton, Hongkong, sections of In- — 
dochina, an overland trip to Yunnanfu 
(Kunming), a caravan journey from 
Yunnan to Burma, and finally India. 

He covered this ground in 10 months; 
much of the time had to be spent on the 
sheer effort of getting from place to place; 
and more then half the articles might be 
categorised as travelogues that emphasise 
local exotica. At one point, Farnsworth 
says, ever so gently, “He slightly altered 
the facts of his experiences in Formosa to 
make a better story." 

The hasty impressions of this budding 
journalist, still under 30, have an unavoid- 
ably dated quality. Snow's views on Ma- 
hatma Gandhi, for example, took a far 
more positive turn in his later writing. In- 
formation came to him second-hand, was 
gathered on the run, and so conclusions 
simply had to be superficial. 

To the degree that a seed of Snow's 
eventual endorsement of the Chinese 
communist movement can be found in 
these pages, it is in the romantic fascina- ' 
tion of the alien with another culture that 
appears to represent an idealised society, 
In May 1931, Snow wrote to his sister from 
India: “I am homesick. But my dilemma is 
that I can't quite decide whether it is nos- 
talgia for China or for America. | am 
strongly inclined to believe it is China." 

m Martin Ebon 
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Bank funding is needed to assist Vietnam's reconstruction. 
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Nice to be needed 


ADB treads a careful path through a jungle of ideologies 


By Anthony Rowley in Manila 


t was in many ways a lost decade for multilateral develop- 
ment institutions such as the Asian Development Bank (ADB) 

in the 1980s. Their methods and missions were called into 
question by those who hold the purse-strings, while many of 
their best clients seemed no longer to require multilateral support. 
By contrast, the 1990s promises to be a decade when the 
multilaterals regain international respectability — mediating the 
balance between public and private sectors in development and 


bigger role in Asian development in 
china especially. 

Not all of the shareholding governmen 
which are from outside Asia are convinced that ti 
should get too deeply involved in China or India. They denied t 
ADB a big enough replenishment last year of its 
to accommodate either of these two regional giants 

Nor are they anxious for the ADB to push too fas t 


ADB’s 52 
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directing increased financial flows to coun- 
tries who increasingly are turning back to 
them for support. 

The ADB is a microcosm of this wider 
situation but it also faces unique challenges. 
The bank is at the centre of one of the 
world's most prosperous regions, in which 
both East and West have major strategic 
and economic interests. This often means 
that the ADB is pulled in different directions 
by competing interests. 

At the bank's 1992 annual meeting in 
Hongkong on 4-6 May there is likely to be a 
fight over the bank's request for a major 
boost in its capital to enable it to play a 
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china — especially Vietnam. Su 
are as much politically 
nomically driven. So long as econot 
to China or India is routed mainly through 
the World Bank 
trol over the purse strings. And 
same applies to aid to Vietnan 
Japan is only à 
holder with the US in the 
Japan and the so-called developing men 
ber countries, or DMCs, in the hoosi 
vote together they can outrank thi 
its European allies 
his has rarely happened 
history of the ADB but 
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the US | 
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lion Bortdulio of ordinary (non-con- 
essional) loans to China in the space of a 
uple of years, despite the US abstaining 
im voting its approval. 
China is an area of considerable impor- 
e to Japan, as is Indonesia which has 
seived some US$7.9 billion or 21% of all 
DB loans to date — more than its fair 
¿eshare according to some Western ADB 
< shareholders. Tokyo dare not push Wash- 
‘ington too hard on access to Vietnam at 
~~ this sensitive juncture in Japan-US rela- 
-.. tions. But Japan, supported by some Asean 
members, would like to get ADB funds 
_ flowing quickly to Indochina. 
4... Although some Japanese opinion with- 
. in the ADB foresees an eventual scaling 
~ back of World Bank activities in Asia in 
favour of the ADB — a view that the ADB's 
apanese president Kimimasa Tarumizu 
es not necessarily share — Western countries continually re- 
nd the bank of its responsibility to smaller countries in the 
rion. 
The trouble is that the ADB’s geographic boundaries are all the 
me expanding. They stretch already from the tiny Pacific states 
India — where the ADB has committed US$3.3 billion of loans 
ince 1986 and from China to Indonesia. Mongolia joined last 
r, as did the Marshall Islands and Micronesia, and Afghani- 
tan is likely to be reactivated soon as a borrower. 
This year's annual meeting in Hongkong could see some of the 
iral Asian republics spun off from the former Soviet Union 
ig in as observers. Countries like Azerbaijan, Kazakhstan, 
rgvstan, Tajikistan, Turkmenistan and Uzbekistan would all 
ave to join the UN regional organisation ESCAP before they could 
join the ADB "Most of the central Asian republics have already 
become members of the European Bank for Reconstruction and 
Development, and they would have to quit that organisation be- 
fore being eligible for loans from the ADB.” 
. Sooner or later the ADB's relevance to the needs of an ever-ex- 
- panding Asian community — now including Indochina — which 
. is dedicated to economic growth and, more or less, to market 
principles will have to be re-assessed. The ADB is only one eighth 
the size of the World Bank in resource terms yet it has been re- 
sponsible for 1396 of total net resource transfers to the Asian region 
over the past couple of years. 
~ These issues were not so pressing in the latter part of the 1980s. 
Demand for ADB loans has been relatively weak and a number of 
ountries — Thailand in particular — as well as fully graduated 
conomies like South Korea — have repaid 
iher than borrowed. Japanese private 
irect investment has poured into other 
parts of Asia and the more developed 
countries of the region have been tapping 
international capital markets. 
5 Quite suddenly the situation has turned 
. round. China and India have become big 
_ borrowers while other Asian countries 
have begun moving to pre-empt a possible 
global capital crunch by lining up future 
ans commitments. Last year ordinary 
lending commitments by the bank jumped 
by nearly 50% to US$3.6 ‘billion. The bank's 
n borrowing to finance its loans leapt 
;.Jast year to US$1.3 billion and will 
e to US$3.1 billion this year. 
_ Asia’s needs for capital are likely to es- 
date rapidly during the current decade. 
uch of the region's infrastructure is 
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creaking and groaning under the sheer 
weight of industrial development in the 
latter half of the 1980s. Thailand is a prime 
example, but so too are Taiwan and Hong- 
kong and other Asean states. India, China 
and Indochina also will have major infra- 
structure financing needs. The region's 
capital needs could be something like 
US$2.5 trillion over the next 10 years. 

Private capital inflows — direct invest- 
ment from Japan especially, as well as loans 
and capital market flows from outside the 
region — that have powered much of the 
manufacturing investment in Asia in recent 
years will not be so readily available for 
infrastructure projects. Bilateral aid flows 
to Asia are expected to be constrained by 
reconstruction pressures elsewhere. 

Infrastructure provision has tradition- 
ally been the province of the public sector 

in much of Asia — something which might 
suggest an assured role for the ADB in the 1990s. However, the US 
and some of the ADB’s European shareholders remain opposed. to 
seeing a shift back towards a public-sector orientation in the bank, 
having fought hard to get the principles of market forces and 
privatisation established throughout much of the Asian region: 

The ADB is emploving various ingenious mechanisms — such 
as the "build, own and transfer [BOT]" principle of private/public 
sector cooperation on infrastructure projects, plus a heavy empha- 
sis on co-financing with private credit institutions — in order to 
satisty the demands of the bank's more ideological constituents. 
But there is clearly a limit to how far such schemes can be pushed. 

There is a consensus now among ADB staff and shareholder 
governments from developed and developing countries that the 
job of the bank is to promote development that not only alleviates 
poverty but also lays the groundwork for market forces to operate 
within Asian economies. This ranges from policy advice on pric- 
ing structures to helping the development of capital markets. 

There is less agreement on whether the bank should remain a 
big spender on physical projects. Government-guaranteed project 
loans have accounted for the bulk of ADB lending over 25 years 
and by 1991 still accounted for 66% of annual totals. Since 1985, 
when the bank established a private-sector division, loans to the 
private sector have amounted to about 10% of cumulative lending. 

Demand for energy and transport/communications loans in 
particular has surged over the past few years — a trend which can 
only increase rapidly in the 1990s. This is likely to force the bank's 
shareholders to make a pragmatic determination over whether or 
not to fund such projects in the public sector — and to decide 
, Whether to give the bank the ordinary 
capital resources it needs for the size of its 
task. 

ADB Asian directors generally take a 
pragmatic view. “The major portion of 
Asia's infrastructure spending will be in 
the public sector," declares Chung In Yong, 
a former South Korean finance minister, 
now one of the ADB's three vice-presidents. 
The staff dare not commit themselves 
openly on such a political issue, though one 
internal report concluded that “the role of 
the state will be vital in sustaining deve- 
lopment impetus" in Asia. 

If the ADB does not get the remit and 
the resources to shift to the centre of Asian 
infrastructure development, it could 
devolute into a sort of Asian OECD — more 
concerned with policy dialogue and less 
with project finance. u 
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Ever expanding 
client list 


Bank president, Kimimasa Tarumizu talks about future directions. 


o you feel the Asian Development Bank [ADB] has suf- 
ficient financial and physical resources to cope with the 
development needs of Asia in the 1990s? 

The demands in the 1990s on the bank's limited resources will 
be enormous and under no reasonable assumption can the bank 
meet more than a small proportion of the external financing gap 
of its DMCs. At present, the bank’s net transfer of finance repre- 
sents approximately 4% of the external financing gap of its DMCs. 
Given the large external financing requirements of DMCs, the bank 
will be expected to play a more active catalyst role than before in 
mobilising external resources through innovative modes of co- 
financing, both from official and commercial sources. Policy ad- 
vice to DMCs will become the centrepiece of the bank’s activities. 
Sound economic policies will enhance the creditworthiness of 
countries and, in turn, will attract commercial resources. 


Do you feel that the ADB ought to play a bigger role in develop- 
ment in India and China — as well as in Indochina? 

The bank should be 
able to play a greater role 
in China. This would be 
assistance only. The bank 
could also play a larger 
role, through its technical 
assistance programme, in 
policy recommendation 
and institution-building 
to support economic re- 
forms. Moreover, in the 
future, if concessional 
funds could be mobilised 
for this country, then the 
bank can play a larger 
role, particularly in the 
areas of poverty allevia- 
tion, environment and 
other social development- 
oriented programmes in 
Kimimasa Tarumizu — a larger role. [China]. 

On India, ADB lending 
, is now quite substantial. Since we began lending to the country in 
1986, aggregate lending has reached US$3.3 billion. Annual bank 
lending to India has also grown from US$250 million in 1986 to 
US$892 million in 1991. Although the investment requirements in 
India are large, the country has always had a high rate of domes- 
tic savings and has, therefore, been able to meet most of its invest- 
ment needs from its own resources. While the demand for exter- 
nal resources is higher than the available sources of such financ- 
ing, we are quite satisfied with the level of lending that we have 
been able to provide to India and feel that it represents a sub- 
stantial amount of resources for investment in productive projects. 

As to Indochina, I expect the bank will begin lending to Cam- 
bodia and Vietnam in the near future. In Cambodia, rehabilitation 
efforts are particularly urgent and need a quick injection of funds 
to finance priority rehabilitation in a number of key sectors. The 
development potential of Vietnam is great. Vietnam deserves sub- 
stantial assistance from the international aid community. The 
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country’s economic reforms have been in the right direction. We 
recognise, however, that the bank has to coordinate this closely 
with other donors. But we hope that lending operations may be- 


gin soon. 


Could the formation of regional economic blocs in Europe, 
North America and possibly in Asia polarise the operations of 
development banks so that the ADB assumes greater importance 
in Asia relative to the World Bank? 

I believe that the role of development banks — international or 
regional — will increase i1 th. future in view of enormous deve- 
lopment challenges faciny th developing countries and the less 
than optimistic prospects fo~ bilateral development assistance to 
the developing world. I don't see any reason to polarise the opera- 
tions of development banks. The regional development banks 
have their role to play within the region from a regional perspec- 
tive, while international development banks also have their own 
role to play from a global perspective. 


The World Bank is paying a good deal of attention to the 
"Japanese development model" — seeking to codify Japan's 
post-war economic development experience in a form that might 
be applicable to developing countries. Is this not a more natural 
role for the ADB? 

No one multilateral or bilateral deve- 
lopment agency claims a monopoly with 
respect to "lessons learned" for develop- 
ment, nor has Japan itself ever claimed that 
its recent economic development experi- 
ence was a "universal model" that all de- 
veloping countries should emulate. Cer- 
tainly, Japan's economic success is worthy 
of study and assessment as to whether cer- 
tain aspects of the strategy are applicable 
to developing countries. Closer analysis of 
Japan's experience may show that its de- 
velopment strategy has not been as unique 
as is commonly perceived, having traits 
common or similar to the earlier economic 
development strategy of some European 
countries. A key principle of the bank's 
policy on aid coordination has been that its 
activities in individual DMCs should be 
consistent with those of major multilateral 
and bilateral aid agencies. The bank's coor- 
dination with other development institu- 
tions and aid agencies is expected to inten- 
sify in the future in view of the bank's more perceptible role in 
policy-based sector and programme lending. 


Some Japanese aid experts have criticised Western forms of de- 
velopment philosophy as based on "current intellectual fads." 
Do you think that differing national approaches to develop- 
ment on matters such as the respective roles of public and pri- 
vate sectors could give rise to tensions within the ADB? 

The bank's DMCs include countries with different stages of de- 
velopment. The structure, characteristics and capacities of the 
public and private sectors in each DMC must be analysed on a 
country-specific basis, and then the development of a country- 
specific bank strategy is needed to tackle priority problems. My 
personal opinion is that our main task in the private sector will be 
related to the right environment for the private sector to operate 
in rather than [to promoting] the private sector itself. 


Do you feel that Japan's greatly expanded economic presence in 
Asia — in terms of investment, trade and financing — will natu- 
rally lead to Japan's taking leadership of the ADB? 

The broader economic role in Asia of a particular member 
country of the bank does not determine that country's policymak- 
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India: heavy demands on funds. 


ing powers within the bank, either in terms of specific powers or 
voting shares. While it has been customary that the president of 
the bank is a national of Japan, this must be considered in the 
broader context of the historic and current composition of the 
bank's senior management and the board of directors, which 
clearly demonstrates representation by nationals from many of 
the bank's regional and non-regional members. Bank policy is a 
reflection of agreement among the bank's members and should 
not be seen as the interests of any one particular member. 


Asia's needs for infrastructural development are estimated at 
around US$2.5 trillion over the next 10 years. How important a 
part is the ADB likely to play in financing and otherwise assist- 
ing these needs? 

In many of the bank's DMCs, rapid economic growth during the 
second half of the 1990s has exposed serious infrastructure defi- 
ciencies involving power generation, port and airport capacity as 
well as road transportation networks. While better management 
of existing facilities will be called for, overcoming these infrastruc- 
ture constraints will be critical if economic growth is to be sus- 
tained. 

The ADB in its operations considers infrastructure development 
among its priority areas. From Bangkok to Jakarta to Manila, gov- 
ernments are spending billions of dollars 
for new airports, ports, railways, power 
plants and other projects. 


DIVNO HSH 


Energy projects in the region will prob- 
ably require between US$40-50 billion 
over the next five years. Again, can the 
ADB play a part here, especially as com- 
mercial bank lending is liable to be re- 
stricted by balance-sheet constraints? 

Bank lending to the energy sector start- 
ed as early as 1969 and now amounts to a 
total of about US$92 billion. To mobilise 
adequate investment for energy develop- 
ment in the context of growing resource 
constraints of government, increasing 
reliance will have to be placed on the pri- 
vate sector in meeting these large invest- 
ment needs in an area traditionally held by 
the public sector. The bank is, therefore, 
continuing to make efforts to play a cata- 
lytic role for attracting co-financing re- 
sources and for drawing upon the private 
sector to a larger degree for resource mobi- 
lisation and more active participation in energy development 
projects. 


Do you feel that financial deregulation — in exchange control 
and interest rate structures, for example — should not be pushed 
too far and too fast in Asia, and that priority should be given to 
encouraging local savings and channelling them into national 
enterprises? 

Encouraging local savings and channelling them efficiently into 
the national economy are precisely the main goals of financial 
liberalisation. Rigid ceilings on interest rates, for instance, have 
been shown to hinder the growth of financial savings, and reduce 
the efficiency of investment. For financial liberalisation to achieve 
desired results, however, there are important prerequisites, 
namely: macroeconomic stability and appropriate financial infra- 
structure. The bank does not intend to push for full financial de- 
regulation in countries where the macroeconomic situation is 
highly volatile and/or the financial infrastructure is particularly 
weak. In such countries, the initial focus of the bank's financial 
sector operations is on building up sound financial infrastructure. 
A balanced and competitive financial system can better withstand 
shocks and help stabilise the economy. x 
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i well... earnings in 1992 have started strongly." 
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the size of its so-called “soft” loans relative to Asia’s total 
| funding needs. Whether it wins the war to consolidate its 
. position as a significant provider of harder loans to the region will 
be determined partly at the Hongkong annual meeting. 


When the size of the fifth replenishment of the bank's soft 


loans arm, the Asian Development Fund (ADF), was decided last 
` December, the total was fixed at US$4.2 billion (including tech- 


: mical-assistance funds) for the period 1992-95, This was far short 


of the US$10 billion that ADB senior staff had hoped for original- 
* T . 
d They had assumed that China and India — Asia’s two most 
_ populous nations and home to some of the region's poorest peo- 
ple — would become eligible for soft loans under ADF 6. But in the 
event neither of the two regional 
lants was given access, and by the 
time haggling over ratios of ADF con- 
-tributions was over, even the scaled- 
back US$6 billion replenishment re- 
-quested by ADB staff was not avail- 
able. 
= Both China and India ought, in 
_ theory, to have been well qualified. 
- Their per-capita GDP is around half 
of the US$690 level (in 1985 prices) 
Which the ADB uses as a benchmark. 
, On the other main eligibility crite- 
on for ADF loans — a borrower's 
-foreign-exchange availability and 
debt repayment capacity — both 
China and India again ought to have 
qualified. 
~ ADF loans would be welcomed 
. by both China and India. They carry 
no interest — only an annual “ser- 
vice charge" of 1% — and are repay- 
able over 35-40 years, including a 10- 
year grace period when neither prin- 
cipal nor interest is payable. 
¿The current annual interest rate 
the ADB's ordinary loans — for 
"which both China and India are eli- 
.gible — is 6.61% with a maturity of 
10-30 years and a grace period of 
_two to seven years. This is substan- 
tially above the 5.7% which a bor- 
rower like China could get currently 
‘on. a commercial loan based on a 
argin over the London interbank 













































¿Political as well as economic fac- 
rs influenced some of the banks’ 
ajor donors in deciding who gets 
cess to ADF. This soft-loans win- 
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w is funded entirely by grants, 
hich is not the case with loans 
m the bank's ordinary capital re- 
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though fully backed by the ADB's own capital. 

The US for one had strong reservations over lending to China 
in the wake of the June 1989 Tiananmen Square incidents in Pe- 
king. Not all Western donors to the ADF were wholehearted ad- 
mirers either of India’s economic policies at the time when the 
ADF's fifth replenishment was being hammered out. 

Western donors cited domestic budgetary constraints against 
an ADF replenishment big enough to accommodate China and 
India. Yet they had been prepared.to contribute the lion’s share of 
a US$15.5 billion replenishment of the World Bank's soft-loan arm 
the International Development Association (IDA), which in turn 
has earmarked 30% of IDA lending for China and India during 
fiscal years 1991-93. 

This raises the question of why the Washington-based World 
Bank, rather than the Manila-based ADB, should be chosen as the 
chief conduit for concessional lending to Asia's two most popu- 
lous countries. A source close to the US Government within the 
ADB argues that China and India are as much a "part of the world" 
as they are of Asia. 

But the fact that Washington has the dominant voting position 
(and a power of veto) within the World Bank, whereas it is only a 
co-equal shareholder with Japan within the ADB, is probably not 
without significance. The irony is that Japan is by far the biggest 
single donor to ADF, fronting up more than twice the amount of 
funding provided by the US. 

There is another argument 
against including jumbo-size coun- 
tries such as China and India within 
ADF: that this could crowd out those 
smaller Asian economies to which 
most largesse has flowed so far 
through the soft-loan window. Chief 
among these have been Bangladesh 
and Pakistan followed by Sri Lanka 
and Nepal and then the Philippines 
and Indonesia. 

These will again receive the 
"dominant share" of funds during 
the time of ADF 6, though Indonesia 
and the Philippines are likely to suf- 
fer somewhat reduced access. Mon- 
golia, the Marshall Islands and 
Micronesia — all recent ADB mem- 
bers — will also be dipping into the 
ADF pot this time, as probably will 
Vietnam and Cambodia which are 
both currently in arrears on previ- 
ous loans. Currently inactive ADB 
members Burma and Afghanistan 
may quality too. 

ADF resources are thus likely to 
be stretched thin under ADF 6 — 
even if Japan fronts up with addi- 
tional special funds as it has done in 
the past to supplement multilateral 
replenishments. ADB officials believe 
things could get even worse and 
that, in the words of one, there 
"might not even be an ADF 7 at all." 
At best, replenishment will be "a 
good deal more difficult." 

Certain ADF donors have pro- 
duced a special report requiring the 
ADB to carry out a review of the 
need for ADF beyond 1993. They 
have also told the bank to shape its 
concessional lending to accommo- 
date specific criteria such as poverty 


through ADB borrowings in international’ capital markets — 
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HONG KONG MEANS BUSINESS 


Hong Kong is one of the best places you can find in which to do business 
— jt is at the heart of East Asia, the world's most dynamic region. 
And Hong Kong is 


Building for a prosperous capitalist future after 1997 as a Special 
Administrative Region of China. Hong Kong's separate legal, fiscal, 
monetary, social and governmental systems will remain intact. 


Using its links with China, particularly the fast-developing Guangdong 
hinterland, to forge a dynamic new partnership. Hong Kong businesses 
provide employment for about 3 million people in Guangdong; 40% of 
China's exports and 70% of its inward foreign investment are channelled 
through Hong Kong. 


Selling its increasingly sophisticated products and services to China, 
the region and the world. 

Investing in infrastructure. During this decade Hong Kong will invest 
US$12 billion in a new airport and related developments, US$2.5 billion 
on other transport and environmental projects. 

Nurturing the talents of Hong Kong people by almost doubling the 
number of tertiary education places by 1995 and building 400,000 new 
public sector homes by the year 2000. 

Expanding links to the booming Pacific Rim economies. More than half 
of the world's population lives within five hours flying time of Hong Kong. 
Securing its reputation as one of the most stable, law abiding and safe 
cities in Asia. 


Succeeding through a commitment to free trade and free enterprise. 


N 


Hong Kong is now the world's 10th largest trading economy with a per 
Capita GDP of over US$12,000 per year. 















lopment and preservation of the- 
nvironment. This could put ADF of- 
icials in a straitjacket when they 
eed to be flexible in applying ADF 
unds to things such as offsetting the 
mpact of natural disasters or re- 
ponding to external shocks like a 
“collapse in commodity prices. 
"5^ The ADF kitty now includes the 
¿= US$4.2 billion committed to ADF 6 
plus around US$1.5 billion carried 
-« over from ADF 5 — making around 
|. US$5.7 billion available between 
- now and 1995. This has to be com- 
- pared with the US$1.35 billion com- 
. mitted in new loans by ADF in 1991 
~~ and the US$1.04 billion actually dis- 
.  bursed. Both commitments and dis- 





















_tainties over replenishment. 


ASIAN DEVELOPMENT BANK 


- amultilateral development finance institution based in Manila, 
Philippines, invites applications from highly qualified 
professionals for the following current and anticipated staff 
| positions: 


* MACRO-ECONOMISTS (Programs/Research) 

* MICRO-ECONOMISTS (Projects - Agriculture, 
Social Infrastructure, Energy, Transport) 

* PROJECT ENGINEERS (Railways, Power 
Systems, Transport) 

* FINANCIAL ANALYSTS (Infrastructure, 
Energy, Agriculture) 


. Candidates should have at least a Master's Degree or its 
equivalent and a minimum of eight years of relevant 
_ professional experience, preferably gained through working 
- in a regional developing country. 


- The Bank is also seeking candidates below 30 years of age for 
„its YOUNG PROFESSIONALS PROGRAM. Applicants 
must hold at least a Master's Degree or its equivalent in 
.]| economics, finance, business administration or other fields 
-| related to the work of the Bank; relevant work experience is 
_ | highly desirable. Applications for the 1993 intake should 
-| reach the Bank not later than 31 July 1992. 


D x All candidates must be nationals of Bank member countries 
; and must be proficient in written and spoken English. 









i The Bank actively encourages women to apply for the 
above positions. 


hi erested persons may send their curriculum vitae to: REF. 

) ..9206-C, (for the YOUNG PROFESSIONALS 

GRAM, REF. NO. YP93-C), HUMAN RESOURCES 

I SION, ASIAN DEVELOPMENT BANK, P.O. BOX 

89, MANILA 1099, PHILIPPINES, FAX. NOS. (63-2) 741- 
; (63-2) 632-6816; (63-2) 631-7961; (63-2) 631-6816. 





Top 10 soft loan suppliers 













= bursements fell compared to the previous year, because of uncer- 


. Having lost one battle over soft loans, the ADB staff now have 








z to turn their attention to the bigger 
i battle to protect the bank's ordinary 
lending (OCR) during the next few 
years. OCR lending is the biggest part 
of the ADB's operations. In 1991 — 
the ADB's financial years coincide 
with calendar years — OCR loans to- 
talled US$3.64 billion (roughly three 
times the size of ADF loans) and dis- 
bursements were US$2.07 billion. 

Full resumption of lending to 
China in that year, plus an overall 
sharp increase in project lending in 
the Asian region, pushed up OCR 
loan commitments by 46% (and dis- 
bursements by 22%) in 1991. The 
biggest OCR borrower by far is Indo- 
nesia, followed by the Philippines, 
Pakistan, India and Thailand. South 
Korea, once a major ADB borrower, is now a net donor. Some 
countries such as Indonesia, the Philippines, Pakistan and Papua 
New Guinea get a "blend" of both ADF and OCR loans. 

The OCR loan increases in 1991 were exceptional and ADB staff 





| are budgeting for an average 15% annual increase in ordinary 
; lending through much of the 1990s. 


This means, according to one senior ADB official, that the bank 


must get another general capital increase (GC?) in place by the end 
_ of next year, ready to go into operation at the beginning of 1994, 
. or the OCR will "run out of funds.” The last GCI — due in 1988 — 
| never happened because of wrangling among ADB members and 
_ it has been 10 years since the bank had a capital increase. 


As a result, financial resources have become stretched. The 


| ADB's charter says that it must maintain a 1:1 ratio between its 
| outstanding loans and its capital plus reserves. At present, out- 
| standing loans total around US$20 billion and capital around 
, U5$24 billion. Accelerated loan repayments, especially by South 
, Korea and Thailand, have helped supplement OCR resources. 


The ADB can and does borrow — up to 95% of that part of its 


callable capital denominated in convertible currencies (around 
. 6096 of total capital) — but borrowing must never reach levels 
_ which jeopardise the 1:1 ratio between outstanding loans and capi- 
_ tal. At around US$9 billion at present, the ADB's borrowings are 
_ substantially in excess of capital actually paid in (around 10% of 
| the total subscribed) but outstanding capital commitments by 
, members can always be called to back borrowing. 


The ADB will run out of borrowing authority this year, accord- 


| ing to officials, so it will rely on capital plus loan repayments to 
_ continue financing OCR loans beyond that. The staff is hoping for 
. an increase in capital of 110% or about US$27 billion in order to 
_ back a new lending programme of US$34 billion between 1994 
, and 1998, 


Officials admit that most of the ADB member countries oppose 


| this as being too large. The executive director for one major 
| shareholding country told the REVIEW he did not think the staff 
_ had made an adequate case for the size or timing of the next 
| GCL 


Part of the argument centres on whether the size of loans com- 


, mitted or those actually disbursed are compared with the ADB's 
| capital. By using commitments, the “headroom” available for new 
_ lending can be made to look much smaller than if amounts actu- 
_ ally disbursed are employed, 


Out of the cumulative US$37.5 billion of loans the ADB had 


| committed between its inception and the end of 1991, US$19.5 
billion or 52% had actually been disbursed. This is an inferior 
_ disbursement record to that of the World Bank, but the ADB has at 
| least managed to maintain a net positive transfer of resources 
| (disbursements minus repayments) to developing countries at a 
_ time when multilateral agencies generally have been recouping 
, more than they contribute. 


u Anthony Rowley 































ec crsalidating its hold over the Asian De- 
B) at the senior staff level, though this 
nto a dominant say in the Bevetopient 


. apan appear: 
| -velopmen 





bank's policies : 
mimasa Tarumizu — a Japanese like all his 
is appointed a fellow national to head a strate- 
it the bank reporting directly to him. And Ja- 
tly assumed control of the strategically impor- 








y result i in Japan — and specifically the Finance 
versees relations with multilateral financial in- 
ising the kind of effective control over the ADB 
sury exerts over the World Bank. 
portant difference: the US has the biggest single 
World Bank while Japan and the US are co- 
with 16.396 each) in the ADB. Tokyo, however, 
ADB's soft-loan funds while Washington pro- 
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Summers: 


This can be seen as a counter to US “development imperial- 
ism" which has tended to dominate both World Bank and ADB | 


- ttiinking 1 in recent years. 


^. ... Both countries agree nowadays on the need for a "market- - 
- frien diy” approach to development, but they differ over things | 
. like the extent to which “self-help” should be encouraged through — 
= Jeans rather than grants — and over the borders between public | 


- and private-sector enterprise. 














h Japan’s consensus-driven and mercantilist approach. 
affer also describes as a "zen-like theory of economics 


0, that Japan's growing economic influ- .. 
ng upon the ADB's policies. But there are - 


k has lent more money to Indonesia — a | 
panese economic influence in Asia — than - 
leveloping member countries. Some directors | 
oming more openly critical of this largesse toa | 
is by no means among the Asian region's poor- | 


And the ADB resumed full lending to China in 1991 around the _ 

same time that Japan also resumed lending to China, in advance | 
. of other leading industrialised countries. The ADB has moved | 
. quickly into Cambodia too, which some say reflects Japan's ambi- | 
—etions to normalise economic relations with Indochina as soon as | 


cording to one European executive director at the ADB, it - 
apan's Finance Ministry that offered technical assistance to | 
. the World Bank to encourage it to study the Japanese and East - 
- Asian development model. The idea apparently appealed to | 

World Bank president Lewis Preston and to chief economist Larry - 


-One US staffer in the ADB argues that the “Hegelian” US : 
f economic development — based upon open and con- — 
approaches among economic agents — remains basically - 
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panese officials involved in the ADE's strategic plant 
Such triangles are perceived to include Thailand and C 
Yunnan province; Thailand and Indochina; Burma and Asez 
two Koreas; Indonesia, Malaysia, Singapore, Johor and Bataa 
and the Japan Sea Basin. 

Japanese strategic thinking on this issue is that the ADB sh 
be looking beyond the needs of individual Asian countries 
issues which increasingly will straddle national frontiers in: 
future — in anything from sharing power supplies across bord 
to environmental conservation. 

One area where Japanese thinking is likely to come it 
flict with North American — and possibly some Eur 
thinking is that of human rights. “Political stability n 
priority,” declares one highly placed Japanese official i 
ADB. What is the point of having human rights in a. 
if no one wishes to invest in or visit it, asks this Manila: 
staffer. 

While Tarumizu formally eschews such views, there is 
of Japanese thought in the ape that the Worl E j 
mately de-emphasise Asian lending in favour of oth 
leaving the ADB with an enlarged remit to invest mu 
in Asia. 

Another senior Japanese official in the ADB's pr 
division — the sharp end of the bank concerned 1 
than with projects — challenges the Western ort 
ing rapid de-regulation and liberalisation of de 
mies. 

Would Japan have created. a successful aut 
it had relied upon "laissez-faire" approache 
cial. Infant-industry protection, coupled: 
internal competition, is sometimes necessi 
getting the "Confucian values of diligence 
oe : 
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ew issues have polarised opinion within multilateral insti- 
tutions in recent years to the same extent as debate on the 
respective roles of public and private sectors in develop- 
ment. The Asian Development Bank (ADB) is no exception in this 
respect, though institutional thinking is beginning to crystallise. 
~The banK's board decided in 1985 that the ADB could lend to the 
^; private sector without government guarantee — ADB president 
.: Kimimasa Tarumizu acknowledges with refreshing pragmatism 
that there is “no conclusion yet" on the public vs private-sector 
issue, 
. His words contrast with the ideological bias sometimes evi- 
dent elsewhere. Bureaucrats nurtured within a public-sector en- 
vironment often have a vested interest in perpetuating that sector, 
hile political appointees on the ADB's executive board have 
sometimes countered with simple free-market solutions. 
- The debate is of more importance to Asia. From China, Tai- 
wan, Hongkong, the Asean countries and bevond into Indochina 
nd the Subcontinent — the region faces an infrastructure expan- 
ion and renewal bill estimated at US$2.5 trillion over the next 
decade. 
.. The question is, who is going to finance such mega-spending 
~~~ the public or private sector? Tarumizu admits that infrastruc- 
ture projects — transport, communications and social facilities — 
s well as energy have traditionally been considered to be within 
he public domain. 
"There is a strong feeling within the bank to limit our ap- 
roach in the private sector and that our job is to establish the 
ight environment for the public sector," he says. For example, the 
ADB has restricted its role in Asian manufacturing, concentrating 
instead on financing public transport, communications and en- 
rey facilities which enable private investors to establish manufac- 
turing enterprises. 
. Some argue that this is a very "Japanese" approach: one which 
nas enabled Japanese companies to capitalise on public infrastruc- 
ture in Asia to support their huge manufacturing investments. 
ut it is also a reflection of the fact that, in Asia as elsewhere in the 
eveloping world, infrastructure provision is largely in the public 
lomain. 
‘This appears to imply that if the private sector is to have a 
gnificant role in building Asia’s infrastructure, there will have to 
e wholesale privatisation of public enterprise. Even if desirable, 
. this is impractical given the relatively slow progress made in pri- 
*. Vatisation so far against the ideological targets of the 1980s. 
-- s Fortunately, more pragmatic solutions may be sought. An ADB 
_ "task force on the private sector" which reported last December, 
«. and which worked in conjunction with international consultants 
- McKinsey & Co., concluded that privatisation should not be 
jewed as "confined only to the divestiture of state ownership of 
'ublic enterprises in favour of private investors." 
Instead, the ADB should “view privatisation as a package of 
easures that would improve the efficiency of state-owned enter- 
ises and encourage the private sector to execute investments on 
ehalf of the public sector," the task force concluded. 
The Manila-based development bank has already made a ten- 
ive start on joint private/public sector involvement in infra- 
ucture provision through its so-called BOT (build, own and 
sfer) operations. These allow private enterprises to own and 
'ate projects for an agreed period before transferring owner- 
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ship to the public sector — "E mE ide 

As the ADB task force put it: "BOT projects allow the private 
sector — whether through domestic, foreign or joint venture — to 
participate in the formulation, implementation and operation of 
new, capital-intensive infrastructure projects which have long 
gestation periods, and which previously would have been under- 
taken only by the public sector." 

The BOT concept has been introduced recently in a number of 
Asian infrastructure projects. These include the Eastern Harbour 
Crossing in Hongkong, the Shajiao power project in China and 
two highway projects in Malaysia: the North Kalang Straits by- 
pass and the Kuching /Kapang interchange in Sarawak. 

ADB officials admit that BOT principles are "complex" and still 
relatively little understood, let alone tested, in Asia. But the con- 
cept is important because even if commercial lending to (ADB) 
developing countries becomes more “project-oriented” in future, 
as another ADB report suggests, the private financing will not nec- 
essarily create private enterprise. 

"One area where the ADB is anxious to involve the private 
sector more heavily is energy," says director of the ADB's private- 
sector division A. Cushman May — citing China, Indonesia, the 
Philippines, Pakistan and India as cases where the need is espe- 
cially big. The BOT concept is probably applicable here too. 

The public/private sector debate is not just a question of gov- 
ernments versus private enterprise: it is also a matter of who de- 
termines prices in an economy — the state or the market. An 
American political appointee at the ADB — with a more sophisti- 


Investment expenditures in selected countries E 





cated approach than some of his predecessors had in the 1980s — 
admits that the ADB has made even less progress on the second 
count than on the first. 

The tendency among many Asian governments to regulate 
prices (often to the benefit of special interest groups) of everything 
from energy to capital, and to achieve similar ends through subsi- 
dies and tariffs, has the effect of distorting market forces, this 
official observes. The boundaries of the ADB's private-sector de- 
bate have widened substantially to encompass such issues. 

This belies the impression conveyed by bare statistics that the 
ADB is having negligible impact on the private-sector. The cumu- 
lative total of ADB private-sector investments at the end of 1991 
amounted to just over US$700,000, or less than 2% of its total 
lendings. The figures for direct involvement with the private sec- 
tor are misleading in another way too. The ADB makes use of pri- 
vate financial institutions as well as state-owned development fi- 
nance institutions (DDIs) as conduits for indirect loans to private 
enterprise. 

The bank has to date extended 112 credit lines totalling US$3.8 
billion to DDIs and other financial intermediaries in 23 Asian 
countries. The amount going to private enterprise via this route is 
estimated at U5$350-450 million a year over the past several years. 

E Anthony Rowley 
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Shanghai — not the Asian way. 


POLICIES 


The politics of 


he Asian Development Bank (ADB) is a political animal — 
i it cannot be otherwise given the competing and conflicting 
interests of its major shareholders — and this has shaped 

the nature of its operations in China and Indochina. 

Although the bank is not permitted to make concessional loans 
to China, it has managed to build up a US$1 billion portfolio of 
ordinary loans there with roughly half of this amount being 
. committed in 1991 alone — since the resumption of full lending. 

This has not been achieved without political battles. The US, 
for example, has abstained on voting for a group of loans made to 
China. Washington regards the ADB's resumption of China lend- 
ing as an "awkward compromise." 

On the one hand, the US administration was against giving 
Peking access to the ADB's "soft" loans, but on the other hand it 
wanted what money was lent to be directed 
towards “human needs." The trouble is 
that the ADB’s non-concessional or ordinary 
lending — at roughly commercial rates — 
is normally used for financing projects. 

So it has proved in China, where loans 
have gone recently to financing steel and 
acrylic plants, an investment bank as well 
as railway projects and for the Nanpu 
Bridge project linking East and West 
Shanghai. The US does not see all of these 
as directly related to human needs and ar- 
gues that even the ADB's ordinary lending 
could be more specifically directed to more 
basic social needs. 

The Nanpu Bridge loan caused particu- 
lar embarrassment within the bank. “Some 
Western countries opposed it at board 
level but it went ahead anyway," says an 
Asian representative. "There was loss of 
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face and embarrassment. This is not the Asian way of doing 
things." 

Washington adduces its concern over human rights violations 
in China as support for its stand on loans to Peking. But one Asian 
country director within the ADB argues that human rights viola- 
tions in China are fewer now than they were before the "open- 
door" policies were initiated in 1978 and outsiders became aware 
of them. 

"There is too much of a tendency to mix politics with the 
charter of the bank," says this director, arguing that much the 
same applies to the ADB's attitude towards Burma. "Burma's 
standard of treating people may not be up to Western standards 
but there have been some changes for the better." 

The ADB's official line on Burma is that it is monitoring 
economic developments there and that "an operations strategy 
will be prepared when appropriate." But some of the Asian 
directors want the bank to adopt a more "understanding" ap- 
proach. 

Vietnam is probably an even more contentious issue within the 
bank. The Asean states generally favour a resumption of ADB ac- 
tivities within Vietnam as soon as possible. "Let us give them a 
chance,” says an executive source representing some of the Asean 
members in the bank. 

But the US, he argues, is adamant against resuming loans to 
Vietnam until the issue of US personnel missing in action (MIAs) 
left over from the Vietnam War is resolved. "This is a domestic 
issue for the US and one that should be related to bilateral rela- 
tions rather than multilateral lending,” the Asean director ob- 
serves. 

US executive sources in the bank do not agree. They cite the 
April 1991 statement by Assistant Secretary of State Richard H. 
Solomon in which he specifically linked any easing of US opposi- 
tion to World Bank and other development bank lending to 
Vietnam with progress on the UN peacekeeping process in Cam- 
bodia. 

However, this so-called third phase of US-Vietnam normalisa- 
tion is supposed to follow a second phase in which Vietnam ac- 
counts more fully to Washington on the MIA issue. Unfortunately 
this has become an election issue in the US — as has opposition to 
normalisation from immigrant Vietnamese now living in the po- 
litically strategic state of California. 

Japan is caught in the middle of these opposed views — a 
propriate perhaps in view of its self-image as neither a fully Asian 
nor a Western country. Washington claims that Tokyo has been 
supportive of its stand on Vietnam though this appears to have 
been influenced more by a desire to avoid further Japan-bashing 
in the US than by principle. 

“This is an Asian bank and the board should go and help 
Asian countries that need help urgently,” says one regional direc- 
tor. He argues that ADB executive directors 
should visit development member coun- 
tries more often in order to make their own 
political assessments. 

Only in Cambodia does the ADB appear 
to have had a relatively free hand of late 
among previously war-torn Asian coun- 
» tries. Last year the bank was able to send 
| . its first economic mission since 1970 to 
Phnom Penh. This was the first mission 
since the war by any multilateral agency 
and enabled IMF officials from Washington 
to piggy-back into Cambodia. 

ADB staff are currently drawing up a 
detailed economic report on Cambodia 
which they hope will act as a blueprint for 
stabilising the country's economy and as a 
starting point for aid from other multilat- 
eral and bilateral sources. 

m Anthony Rowley 
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By Jonathan Friedland in Manila 


he spacious, marbled corridors of the Asian Development 

Bank's (ADB) Mandaluyong headquarters have a serenity 

about them; fine arts adorn the walls, the lighting is soft 
and employees talk quietly, adding to the cathedral-like calm. The 
atmosphere just outside the recently completed US$172 million 
compound could not be more different. Traffic is snarled. The air 
is thick with exhaust. The phones do not often work and power 
outages have made a mockery of work schedules. 

The ADB's 1,600 employees tend to focus their small talk on the 
latter. They complain — often bitterly — about the inconven- 
iences of life in the Philippine capital, an ironic stance given their 
high standard of living and their job, which is to better the lot of 
the poor in Asia. The carping, particularly among the bank's ex- 
patriate staff, has taken on a more serious, fearful tone of late. 

This change came about as a result of the stabbing death, in the 
. ADB parking lot, of bank employee Robert Bares in January. Bares, 
an American who had worked at the ADB for 10 years, was killed 
by a contract security guard who said that Bares had refused to 
give him money promised for finding a buyer for his car. He was 
. the first ADB employee to be murdered. The incident caused a 
review of bank security ordered by President Kimimasa Tarumizu. 
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State Bank of India. One of the world's oldest banks. Born in India almost 
200 years ago. Today it is the only bank from a developing country in Asia, ranked 
among the top 25 Asian banks. 

With over 12,000 offices, assets of about US $ 50 billion, and around one-fifth 
of the country's business, the State Bank of India Group is the leading commercial 
and investment banking group in India. 

An international network of 45 offices in 30 countries spans all time zones 
and major financial centres. Specialised offices for handling foreign exchange make 
it possible for State Bank of India to handie as much as 40% of the country's 
foreign trade. 

State Bank has a diverse range of successtul operations. From agriculture to 
small industry to trade to corporations in the private and public sectors. 

Yes, we've come a long way since our first ever overseas presence in Asia. 
about one and a quarter centuries ago 
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ADB headquarters — respite from reality. 


Tarumizu is particularly concerned about the safety of bank 
employees given his own experience. The former chairman of 
Japan's Investment Trust Association arrived in Manila just before 
the December 1989 coup attempt erupted. Tarumizu was pinned 
down in his Makati hotel by cross-fire between loyalists and the 
rebels and then was later forced to evacuate his new home when 
fighting began anew. Like many other senior Japanese expatriate 
businessmen in Manila, Tarumizu has also been subjected to kid- 
napping threats and travels with bodyguards. Contingency plans 
in the event of a coup have been in effect since 1989; some bank 
staffers would be flown to Cebu while treasury operations would 
be swiftly relocated to Hongkong. 

The perception that Manila is a hostile locale for the bank is a 
far cry from the views held when a decision was made to locate 
there. Back when the ADB was being established in 1966, the Phil- 


| ippines capital was seen as a sleepy backwater and it wasn't 
, among the first choices of officials deciding the matter. 


These officials felt Tokyo or Teheran to be the most appropri- 
ate venue for an Asian development bank. When a consensus 
failed to emerge, then Philippine president Ferdinand Marcos saw 
an opportunity. He wined and dined delegates waxing eloquently 
about Manila's low cost, English-speaking workforce, peaceful at- 
mosphere and development potential. Manila it was. 

Throughout the late 1960s and the 1970s, Manila was indeed a 
pleasant place to work. Non-Filipino ADB staffers were immune 
from the nastiness of martial law and the growing capriciousness 
of the Marcos regime. Their lifestyle was cushioned by generous 
salaries, a lack of tax, and good subsidies for housing and their 
children's education. Home leave was plentiful, as were opportu- 
nities to get out of the country on business. 

Although Manila is no longer by any stretch of the imagination 


| à pleasant city, ADB staffers are still very comfortable, materially at 





least. Starting salaries at the executive level are about US$40,000. 
Vice-presidents make in the range of US$120,000 a year. Only 
Americans and Filipinos pay income tax, and the Americans get 
their first US$70,000 tax free. Expatriate employees live in luxuri- 
ous enclaves like Forbes Park or Green Hills and drive to work in 


. Mitsubishi Pajeros or Mercedes Benz’. 


The new headquarters building, which was three years late in 
finishing and wildly overbudget, is a fine place to end a commute. 
It has elegant dining rooms, modern gymnasium facilities and a 


| full complement of tennis courts. It is air conditioned even during 





brownouts and the phones work nicely. 

Bank executive directors say that no serious study has been 
undertaken on relocating the ADB to another Asian capital, nor do 
they suspect one will unless the Philippines deteriorates into po- 
litical anarchy. "Politically, it is inconceivable to relocate the bank," 
says one Asian executive director. "If we were to move, it would 
be a strong and hard blow to the Philippines Government" m 
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Funding from 





he role of regional development banks is to foster develop- 
ment. Although primarily this means financing projects 
and giving policy advice, it also involves helping to de- 
velop regional capital markets. Without them, private funding to 
help finance development would be restricted. 





In this respect, the Asian Development Bank (ADB) has done 


quite a good job. It is using its own substantial powers as a bor- 
rower to help develop Asian bond markets and is seeking to at- 
tract portfolio and direct investments from outside the region. 

Like other regional development banks, the ADB draws its ba- 
sic capital from subscriptions by member governments — both 
within and outside the region. But very little (around 10%) of this 
capital is actually paid in, so the bank must borrow heavily in 
order to finance its operations. Traditionally most of this bor- 
rowing has been done in Tokyo, New York, London, Frankfurt, 
Zurich, Amsterdam and Vienna. Beyond Tokyo, Asian capital 
markets were not sufficiently developed in the decades following 
the ADB's launching in 1966 for the bank to make use of them. 

This is changing. Coinciding with the holding of the ADB's 
annual meeting in Hongkong at the beginning of May, the bank 
will launch a Hongkong-dollar bond issue of HK$500 million 
(US$64 million) — its first such issue in a (non-yen) Asian cur- 
rency. For Hongkong, the issue has political significance because 
the seven-year bonds do not mature until 1999 — two years after 
Britain cedes sovereignty to China. If investors buy the bonds, it 
means they have faith in the Hongkong dollar beyond the 1997 
handover. China has given the issue its blessing, though the terms 
will probably have to reflect some risk premium. 

Up to now, the App’s only foray into the Hongkong capital 
market has been through the US dollar, when the territory shared 
a US$300 million “Dragon Bond” issue made simultaneously in 
Singapore and Taipei last November. These bonds were designed 

to absorb liquidity of Japanese and other banks which are frequent 
subscribers to private issues of Asian-dollar bonds. 

-. Because of their relatively long maturity, the HK-dollar bonds 
should establish what the ADB sees as an important long-term 
benchmark in the local bond market. ADB officials say that deve- 
lopment of regional fixed-interest markets has lagged and that the 
bank can assist by making issues in selected Asian currencies. 

. < “ADB treasure Tomoo Hayakawa hints that the bank may shortly 
issue bonds denominated in Australian dollars. A study mission 
has been despatched to test the viability of such an issue. 

Beyond that, Bangkok seems likely to be the next Asian market 
in which the ADB will seek to raise local-currency funds. Singa- 
pore is not enthusiastic about allowing non-domestic issuers to 
tap its local-currency markets and Seoul has indicated that it does 
not feel its bond market to be sufficiently mature yet to open to 
issuers such as the ADB. 

The Taipei market has the liquidity if not yet the breadth and 
depth to sustain bond issues by foreign entities, but in the ADB's 
case the fact that Peking is a member adds a potential political 
constraint on any move which might be seen to legitimise Taipei's 

capital markets internationally. | 

«For investors to subscribe to ADB bonds, whatever the currency 
ie, they must also have confidence in the bank as an institu- 
'ortunately the ADB has maintained a strong record on pro- 
ity and liquidity and continues to enjoy a Triple A rating 
tandard & Poors (S&P) and other international agencies. 















p——— Ó E 


UI EE Mte Apr ra enano A pee eer Ao ert PH pi i sonant Pede Aer eh AI Ih PPP ta t tei 


ondor and ab 


















According to S&P, the ADB's profits are among he hi 
the multilateral development banks the agency rates. ] 
example, the ADB scored what rating agencies 
pressive 3.75% ratio of net operating income t 


dá 
reflects high returns on liquid assets — the ADB m 
minimum 40% liquidity ratio against its borrowings- 
virtual absence of non-performing loans in the A 

If lenders to the ADB have reason to be hi 
cial record, borrowers are not all quite so c 
lending rate on its ordinary loans has remaire 
the rate charged by the World Bank. Borrower 
plaining not only about rates charged but abot 
composition of their loans. 

In 1986 the ADB introduced a pool-base 
system with the rate charged to borrowers. 
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The ADB is expecting to become a much bigger borrower 
- Worldwide in 1992 — as well as a bigger lender. Borrowings are 
‘scheduled to jump to US$3.1 billion (including a US$500 million 
refinancing), compared with US$1.3 billion in 1991 and annual 
verage near US$500 million in the late 1980s. This reflects pro- 
xted loan growth in countries like China, Indonesia and India 
nd the fact that disbursements are expected to accelerate. 

Beyond its growing activities as a borrower in Asian capital 
larkets, the ADB has sought to attract private investment capital 
ito the region through a variety of means. Its AFIC (Asian Finance 
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The ADB has attracted more equity capital — from portfolio 
investors — via the various country funds it has helped sponsor 
in Asia. The Asian Equity Development Fund, for example, at- 
tracted US$150 million and there have been various others includ- 
ing an Asian convertibles fund. 

Where they have probably had most impact is in helping Asian 
governments to understand the need for functioning stockmarkets 
in their countries as conduits for portfolio investment flows. ADB 
funds typically have an advisory panel of financial officials drawn 
from the Asian markets they invest in. The idea is to secure policy 
reforms that promote market efficiency and investor protection. 
“The challenge for the future is to open up Asian markets 


further for international investors," says Arvind Mathur, a senior 


investment officer in the ADB's private sector division." There will 
be a big demand among institutional investors for Asian 
privatisations." The ADB hopes to start a special privatisation fund 
when the time is ripe and is encouraged by the fact that India has 
already privatised US$1.5 billion of state holdings while Thai Air- 
ways recently floated US$250 million of stocks. 

Of even greater significance is Asia’s projected need for around 
US$2.5 trillion in infrastructure spending over the next 10 years. If 
some part of this at least can be financed through the private 
sector there might be a case for the ADB to float an Asian infra- 
structure situations fund among international investors. 

E Anthony Rowley 





CO-FINANCING 


The search for 


market players 


——— 
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he Asian Development Bank's (ADB) direct contribution to 
the external financing needs of developing Asia can never 
be very great — around 5% annually — but by attracting 
official and commercial lenders as co-financiers the bank can have 
a significantly greater impact on the region's funding needs. 

To date, the ADB has managed to attract US$10.8 billion in co- 
financing of various kinds to supplement its own lendings — 
which have totalled US$37.6 billion. In 1991 the bank attracted 
U5$1.46 billion of co-financing for 24 projects to which it contri- 
buted US$1.64 billion of its own funds. 

These amounts are by no means insignificant in relation to the 
ADB's total lending in 1991, amounting to US$4.89 billion. But by 
far the biggest source of co-financing to date has been other official 
lenders — governments or other multilateral sources in the main 
— and such money could be in shorter supply in future. 

.. Out of its total co-financing to date, the ADB obtained US$7.5 
billion or 70% from official sources. The challenge now is to lure 





commercial banks and other private financial institutions back 
into the developing country lending which they undertook to the 


tune of hundreds of billions of dollars a decade or so ago — until 
they were scared off by the Third World debt crisis. 

This is all the more important in view of Bank for International 
Settlements (BIS) capital-adequacy ratios which threaten to put a 
savage crimp on commercial banks' balance sheets and which are 
biting especially hard on Japanese banks that once were desper- 
ately eager to build overseas assets. | 

In the 20 years up to 1990, ADB co-financing from commercial 
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sources amounted to US$33 billion, but after subtracting the big 
chunk coming from export credits — especially from Japan — the 





true commercial contribution from banking and other sources was 
much smaller — less than 15% of the total. Commercial co-financ- 


ing jumped 42% in 1991, but again a major export credit boosted 
the total — = 

Probably the most significant development in 1991 was not so 
much the fact that co-financed amounts rose but rather co-financ- 
ing from official sources plunged by 40%. Official funding from 
all but multilateral sources (such as the World Bank or the ADB) is 
likely to be relatively scarce during the 1990s as donor govern- 
ments struggle with budget deficits. Private money will be needed 
to fill the gap. 

Recognising that its co-financing programme is “at a cross- 
roads,” the ADB is reviewing its policies and a working paper will 
shortly be put to the executive board. This will almost certainly 
stress the need to bring more commercial lenders into co-financ- 
ing. Their money represents real "additionality" in funding Asia's 
development, as one ADB source puts it, because co-financing from 
official sources is money that might anyway have gone into bilat- 
eral donations to the bank. 

In addition, terms on commercial bank loans based on the 
London inter-bank offered rate or LIBOR are currently quite at- 
tractive compared with those for so-called ordinary — as distinct 
from "soft" or concessional — loans from the ADB or World Bank. 

ADF efforts to attract commercial lenders have already met with 
some success. In 1991 the bank arranged commercial co-financing 
for projects in five of its development member countries (DMCs) 
through its complementary financing scheme (CFs) and through 
guarantees. These included the first commercial co-financing for 
China — to finance the Nanpu Bridge in Shanghai. 

The crs mechanism seems particularly promising as a co-fi- 
nancing vehicle. One good example was the financing of a US$200 
million power project in India. The package was put together in 
1990 before India announced a package of sweeping economic 
reforms which have since made commercial banks a little more 
enthusiastic about lending to the country. 

The Indian Government contributed US$50 million and the 
ADB made a US$100 million direct loan to the project, but that still 
left a US$50 million financing gap. Commercial banks might in 

. some circumstances have done a “parallel” loan to the ADB — with 
- cross-default clauses — but in this case they chose not to. 

«Instead, under the CFs process, the ADB signed a “complemen- 
ry loan agreement" with an international group of commercial 
, who in turn signed a "participation agreement." There was 









'ect agreement between the commercial lenders and the In- 


Government, and as the loan was of a non-recourse type, the | 






ADB would be under no obligation to rep 
the banks if India defaulted. | 

But the commercial lenders enjoy much 
the same privileges as the ADB does on its 
direct loan. The Indian Government agreed 
not to include their loan in any possibl 
debt rescheduling and the central bank un- 
dertook to ensure that sufficient foreigr 
exchange is available to service both loat 
The commercial loan also enjoys free rep 
triation of interest and principal and i 
empt from withholding taxes. 

It is, as an ADB officials puts it, 
risk-free.” In return, the ADB. à 
commercial lenders to give better 
than they would normaliv by extendin 
maturity of the loan. 

The crs scheme can thus be use 
make commercial money more ne 
match the maturity of the ADB's own o 
nary loans, which can run for anything 
tween 10 and 30 years compared with 
seven years average maximum life for commercial loans. 

The ADB has also managed to get agreement from th 
ments of Britain, Hongkong and Switzerland that they v 
the need for debt-provisioning by banks in respect of 
pation in ADB CFs-type lending. This helps take the strain 
balance sheets. 

A critical question now is whether similar concessio 
extracted from the Basle-based Bis. If it would agree # 
could apply a lower risk weighting to assets such as CFS 
would enable banks to lend a good deal more without it 
their BIS ratios. 
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On the occasion of the 25th Annual Meeting 


We take pleasure in congratulating 


THE ASIAN DEVELOPMENT BANK 


Hoare Govett Asia Ltd 
An independent, management-owned firm 
providing brokerage and investment research services on Asia s 
equity markets to institutional investors worldwide 


Our markets 


Hong Kong Singapore Indonesia Korea Malaysia 
Shenzhen Shanghai Tarwan Thailand 














d a he Asian Development Bank (ADB) spends several million 
D | dollars a year on post-evaluation of its projects. It appears 
EL to be money well spent. Development banks have in the 
.. past been targets of justified criticism for financing projects which 
_ do not really assist economic development. 
2 = Since its founding in 1966, the ADB has committed a total of 
_ US$37.8 billion in loans and investments for 1,102 projects. As of 
_ 1991, annual spending was running at the rate of US$3.25 billion 
| o7 On 76 projects. 
“This is a lot of money and a lot of projects, so it is important 
hat the effectiveness of the projects be monitored constantly. The 
DB has earned a reputation for good monitoring — better often 
an its ability to coordinate projects with its own budget. 
_ The ADB's energy projects have scored the highest success rates 
date. Industrial projects have also had a relatively high rate of 


iccess. At the other end of the scale, livestock and fishery projects 
have been judged relatively unsuccessful while agricultural and 
irrigation projects are somewhere in between. 
. Success is judged by the bank as being an economic rate of 
turn of 1096 or more. This takes into consideration macro and 
icroeconomic plus social factors, as well as financial return. Of 
e projects monitored in 1991, 57% were deemed to be successful, 





CONSULTANCY OPPORTUNITIES 


We are a Developing World Consultancy Firm. Since 1976 
we have worked for the ADB on around 150 projects in the 
„Asia/Pacific Region in countries including Sri Lanka, 
Bangladesh, Myanmar, Lao PDR, Bhutan, Papua New Guinea, 
Western Samoa, Indonesia, China and Maldives. We have 
Branch Offices in many of those countries and contacts to 
Implementing Agencies in all of them. We have a sound track 
‘record with the ADB and associate firms in many of those 
[| countries. 
Ji} We seek contacts with: 
Mi (D Developed World Consultancy Firms especially firms 
-||| ^ fromltaly, Spain, Austria, Belgium and Turkey to join us to 
-Mi -< bid for ADB financed projects and, 
-I (2) Skilled Technical Specialists in a variety of disciplines 
-i|| ^^ including Agronomy, Engineering, Accountancy, Finance, 
- Management, Forestry, Fisheries, Environment, Economics, 

Sociology, Small and Medium Enterprise Development - 
. etc. to be fielded in proposals submitted by us and our 
. Associates. 
Interested parties to contact our Managing Director or Director 
Operations. 

SOURCES DEVELOPMENT CONSULTANTS LTD 

/1, Galle Road, 

olombo, 3. Sri Lanka. — 
ix No. 447972, 449407 Telex: 21450 PRISE CE 
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available to complement irrigation projects. Solving one problem 
can create others. A successful irrigation scheme may enable a 
farmer to raise output and to buy threshing equipment, something 
which in turn renders hired labour — often female — redundant. 

Women in rural areas usually find it hard to secure alternative 
employment so the ADB — which now puts much emphasis on 
"women in development" — tries to offset this by providing 
women with cheap credit so that they can start cottage industries. 

But in the larger area of livestock promotion, the ADB admits its 
failures. One problem is that the kind of animal husbandry tech- 
niques which produce the best results are not normally to be 
found in government, and private-sector ventures are often ab- 
sent. Only Thailand has developed a really successful livestock 
industry. m Anthony Rowley 





PROCUREMENT 


$ 
Hey, big spender 
he Asian Development Bank (ADB) is a big spender when it 
I comes to buying hardware, contracting and consulting 
services for the projects it finances. The question of who 
benefits from this spending has generated controversy in the past. 

Bilateral aid to developing countries is almost always tied to 
procurement of goods and services from the donor country. Mul- 
tilateral aid through institutions such as the ADB is supposed to be 
relatively untied. Japan's bilateral overseas development assist- 
ance (ODA) has traditionally had a high "tied" content — though it 
is lower now than it used to be — and Japan likewise was for 
many years the principal beneficiary of ADB procurement policies. 

In 1975, Japan enjoyed around 27% of the contracts awarded 
internationally by the ADB for procurement of goods and services, 
civil works and consulting. These are valuable contracts: between 
1988 and 1991 the ADB spent almost US$21 billion on such serv- 
ices, of which Japan's share was worth US$3.8 billion. 

By 1988 Japan's share was still over 22%, though by 1991 it had 
fallen to 17.6% — more in line with Tokyo's 16.3% subscription to 
the ADB's ordinary capital resources. 

Interestingly, Indonesia has now taken over the slot of second 


| biggest beneficiary from ADB procurement — in front of South 


Korea, which for many years also scored very high because of its 
huge contracting industry. | 

Sources in the ADB's central projects-services office say that 
contractors from Indonesia, Thailand and Taiwan are now very 
active across the Asian region and are often able to outbid Japan- 
ese contractors — or those from the US which nowadays ranks 
fourth in the ADB's procurement league tables. @ Anthony Rowley 
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Towards a deeper understanding of Asia. 


The Far Eastern Economic Review covers the important stories 
of Asia for the most demanding readers in the world. Every week 
the Review contributes substantially to your continual need for 


information, with well researched, in-depth and analytical 
reports. Take another critical step today towards a 
deeper understanding of Asia. Subscribe to the Review. 


SAVE UP TO 63% off the cover price. 
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New kids on the block 


Dumping suit puts South Korean semiconductor makers on the defensive 


By Mark Clifford in Seoul 

trio of South Korean semicon- 
ductor makers has become a 
major force in the microchip 
market since the late 1980s, espe- 
cially in the highly competitive production 
of Drams used in personal computers and 
workstations. But the companies, which 
many foreign competitors say have had a 
free ride for far too long, are finding out 
that making semiconductors is just as 
much about politics as it is about techno- 
logy. 

The world's leading chip makers are 
telling the South Korean industry, which is 
led by Samsung Electronics, Goldstar Elec- 
tron and Hyundai Electronics, that it had 
better be prepared to join their club. Rival 
companies complain that a 1986 agreement 
between Washington and Tokyo that set a 
floor price for Japanese chips provided a 
window of opportunity for South Korean 
makers. 

By the time of the agreement, most US 
chip makers had left the memory business, 
leaving the field to the Japanese and the 
South Koreans. And because they were not 
party to the agreement, South Korean com- 
panies were free to undercut their Japanese 
rivals without fear of provoking a price- 
cutting war. 

Foreign competitors now want South 
Korean chip makers to set their prices 
closer to industry norms. The latest warn- 
ing shot was fired on 23 April, when 
Micron Technologies, a US semiconductor 
maker, filed a lawsuit alleging that South 
Korean companies are dumping their 
Drams, or dynamic random access 
memory chips, in the US. 

"Micron has compelling data that indi- 
cates that US laws are being violated," 
chairman Joe Parkinson says. Micron Tech- 
nologies filed its lawsuit against the South 
Korean industry as a whole, but the com- 
pany's sights are set on the most aggres- 
sive players, Goldstar Electron and Hyun- 
dai Electronics. 

A similar lawsuit initiated largely by 
Siemens of Germany is pending before EC 
authorities. Even the Japanese, no slouches 
when it comes to aggressive pricing, are 
leaning on South Korean companies to in- 
crease their royalty payments as a way of 
forcing them to raise prices. 








Three makers told to join the club. 


As Dram prices have plummeted in 
recent years, established players have 
become increasingly concerned by the 
growing difficulty in recovering their capi- 
tal costs and research-and-development 
expenses..A four-megabit Dram, which 
cost US$17-20 in mid-1991, currently sells 
at US$11-14. The previous-generation one- 
megabit device sells for about US$3.50 a 
piece, less than half of last year's level. 

South Korea chip makers deny that they 
are dumping their products. Nonetheless, 
Micron Technologies' lawsuit is expected 
to force the South Korean industry to raise 


‘Tampering 
with the scrip 


By Doug Tsuruoka in Kuala Lumpur 
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A share scandal in Tampin, 30 km from 
the old maritime staging post of Malacca, 
is proving to be an unhappy milestone in 
Malaysia's efforts to tighten up its securi- 
ties-trading practices. 

Nearly 100 Tampin residents, many of 
them elderly, claim to have been cheated 
out of M$3 million (US$1.2 million) in a 
securities scam last year. The affair has 
led to charges against three people. But 
while Malaysia's courts are hearing more 
cases involving securities-law violations, 


it looks as though the unlucky investors 


of Tampin will go uncompensated. 


FAR EASTERN ECONOMIC REVIEW 


its prices. Ironically, the US company help- 
ed South Korea's leading chip maker, Sam- 
sung Electronics, enter the business in 1983 
by selling it technology. 

Because of its low prices, the South 
Korean semiconductor industry shot out of 
obscurity in the past decade to become the 
third-largest producer in the US$50 billion 
global market in 1991. The industry's 
strength, however, is almost entirely in the 
Dram sector. South Korean companies ac- 
counted for 19% of the US Dram market 
last year, up from 15% a year earlier, ac- 
cording to market researcher Dataquest. 

This year, South Korea is likely to pass 
the US to become the world’s No. 2 Dram 
producer behind Japan, with shipments of 
about US$2.5 billion. Exports will be led by 
sales of four-megabit Drams, which are 
expected to more than double from last 
year's level of US$448 million to over US$1 
billion. 

Most of the credit for the success of the 
South Korean semiconductor industry 
must go to the tenacious founder of the 
Samsung group, Lee Byung Chul. It was 
his willingness to pour hundreds of mil- 
lions of US dollars into the business in 


The Kuala Lumpur Stock Exchange 
(KLSE), which has pledged to uphold the 
rights of small investors, decided on 17 
April not to make any payout from its 
“fidelity” fund. Financed by an annual 
levy on KLSE brokers, the fund was set up 
as a token attempt to compensate inves- 
tors harmed by wrongdoing on the part 
of member firms or their employees. KLSE 
officials have denied they were influ- 
enced by the fact that the Tampin claim 
— the fund's first in more than 20 years 
of existence — would have reduced its 
M$3 million balance to zero in one blow. 

At dispute is whether any of the 
people involved in the alleged share scam 
did in fact work for a KLSE firm. 

The OE "ig ins dune (share 
salesman) charged with crimi- 
lations. The remisier and a director of a 
Masc ME co uet of abet- 
ting the alleged crimes. All three have 
to stand trial. —— — | SE 
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1983-86, when Japanese price-cutting was 
bleeding chip makers worldwide, that sus- 
tained the company’s Dram business. 

From 1989-91, Samsung Electronics’ 
capital spending on semiconductors 
totalled Won 400 billion (US$570 million), 
and the company shows no sign of slow- 
ing down. Its capital spending for 1992 and 
1993 is expected to total Won 1.5 trillion, 
with semiconductors receiving the largest 
portion. 

The Hyundai group, with help from 
Korean-American scientists and technical 
assistance from Texas Instruments Inc. of 
the US, jumped into the fray a few years 
after Samsung. But the group, with its tra- 
ditional strength in heavy machinery and 
construction, has been far less successful 
than Samsung. Moreover, founder Chung 
Ju Yung's autocratic manner ultimately 
drove away many of the foreign-trained 
researchers who had returned to help build 
the group’s electronics arm. 

In 1991, Hyundai Electronics’ revenue 
rose 21% from a year earlier to Won 817 
billion, but the company still sustained a 
loss of Won 27.4 billion. A year earlier, it 
had a loss of virtually the same amount. 

Goldstar Electron, which led South Ko- 
rea's semiconductor effort in the 1970s, 
began to refocus on Drams in 1989 with a 
joint-venture agreement with Hitachi, for 
which it acts as a second source. The com- 
panies have developed a close working 
relationship, with Goldstar Electron export- 
ing substantial quantities of chips to Japan. 

Sources familiar with Goldstar Electron 
say the company, which incurred an esti- 
mated loss of Won 23 billion in 1991, has 
been profitable since last November. Ana- 
lysts expect the company to be profitable 


The Tampin “victims’ committee" 
Aoc cue aos pagi eite 





s edidi e apcurs C. K. Goh Securities. 


It is now known as Straits Securities. 


Tan Chow has de- 


nied that it employed any of the three 
people charged. A Straits Securities’ ex- 
ecutive says that although one of the 
three was a director of Chuaco, the 
remisier's wife — the central figure in the 
‘case — was never employed by Chuaco. 
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in 1992. 

The South Korean semiconductor in- 
dustry is feeling the sharp side of the inter- 
national trade order through the anti- 
dumping lawsuits. But it benefits from 
what is an increasingly politicised indus- 
try. South Korean chip makers, which won 
a free ride on prices thanks to the 1986 
semiconductor agreement between Wash- 
ington and Tokyo, are now receiving fur- 
ther help from Japan's pledge to raise the 
foreign share of the domestic market. 

Under one of the most controversial 
provisions of the semiconductor accord, 


Nevertheless, the ruling has done 
nothing to remove the impression 
many small investors that when it comes 
to with well capitalised brokers, 
leri foem ape them. 


theft of shares irs ded more than 
M$83,000. 

The Tampin investors, meanwhile, 
he Say Seber esti oataaeee “We 
will fight to get back our ” vows 
Kan Mooi Fong, a Malacca who 
says she was cheated out of more es 
M$13,000. 


CAD CACTODAL COOMA DEVIEM 


Japan pledged to increase the foreign share 
of its chip market to 20% by the end of this 
year. With the foreign share stuck at 14%, 
the goal is unlikely to be reached, but con- 
tinued pressure by the US is good news for 
South Korean chip makers. 

Samsung Electronics has already in- 
creased its sales efforts in Japan. Company 
officials say Japanese companies are eager 
to buy from South Korean sources, both to 
cut their own needs to make commodity 
chips in a capital-intensive business and to 
help meet the 20% target. Hitachi, for ex- 
ample, says its goal is to buy 50% of its 
Drams from Goldstar Electron. 

The increasing reliance by Japanese 
companies on South Korean companies is 
expected to accelerate, thanks to a shift go- 
ing on in the chip market. In the 1980s, the 
Dram market was a linear march from one 
generation to the next. Computer makers 
were hungry for all the power and 
memory that they could find. There was a 
smooth transition from the 16-kilobit chips 
that powered the first personal computers 
a decade ago to the 64-kilobit chips and 
then on to the 256-kilobit chips, with de- 
mand surging as prices fell. 

But this silicon cycle has changed. One 
generation no longer simply follows an- 
other. Demand for the four-megabit Dram 
has been far slower to take off than chip 
makers had expected, even though prices 
have dropped sharply. That will stretch the 
cycle, ultimately benefiting late entrants 
such as the South Korean companies. In 
addition, Japanese electronics companies, 
which are being crimped by falling earn- 
ings and rising capital costs, are cutting 
back Dram capacity and putting some in- 
vestment projects on hold. 

More significantly for the South Korean 
semiconductor industry, Japanese chip 
makers are turning their attention towards 
new-generation 16-megabit and 64-mega- 
bit products and away from the main- 
stream part of the Dram business. Japanese 
companies left the one-megabit business to 
South Korean makers, in the belief that it 
was a dying product line, and are cutting 
production in the four-megabit market. 
South Korean companies, however, are 
counting heavily on continued sales of low- 
end chips as semiconductor cycles length- 
en. 

Nonetheless, South Korean chip mak- 
ers do not want to survive simply as low- 
end commodity producers. The semicon- 
ductor market is becoming a place where 
design and features are more important 
than the latest-generation chip, and South 
Korean companies will have to adapt. In 
this new market of product differentiation, 
South Korean companies have not shown 
that they are up to standard. Moving to 
better designed products and getting closer 
to customers may be as big a challenge as 
defending themselves against dumping 
complaints. * 
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Strength, size and diversity— 
the many facets of De Beers 


Six points from Julian Ogilvie Thompson’s 
Chairman’s Statement for 1991 





The De Beers Centenary Diamond, at 273 carats, the largest 
modern-cut top-colour flawless diamond in the world. 


Outlook producers and the trade in troubled remain satisfactory. In yen, retail sales 
Sales of rough diamonds and the times. When the world economy of diamond jewellery in Japan were 


combined profits of De Beers/Centenary resumes a reasonable rate of growth the unchanged and this translated into an 


have held up well in difficulteconomic diamond business can be confident of increase in dollar terms. World sales, 
conditions — a tribute to the strength renewed prosperity. therefore, matched the record set in 1990. 
and diversity of the Group and its The diamond cutting centres are To sustain retail sales we have increased 
ability to fulfil its traditional role: soundly financed, their stocks are not our annual expenditure on advertising 
stabilising the diamond market for high and salesof diamond jewellery and promotion to US$164 million. 


Group earnings 

dattributable earnings 

Ü per cent in US dollars to 
: asignificantly better 
r any other natural 
panies — and equity 
nings fell by 18 percent 
on. Total dividends per 
re 112.1 US cents 
" 1 11.3 US cents in 1990. 


d producers have 
commitment to 
ng through the 
Organisation (CSO). 
ary'si important sales 
rmer USSR hasbeen 
mazzoloto of the 
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Mining 


The US$400 million Venetia project 


i x faut sch e duled to achieve ul capacity 


_ bythe end of 1993, 3. With output of 5.9 


million carats a year the Venetia mine 
should make a major contribution to 
De Beers Consolidated's production 
and profits. Debswana's mines produced 
16.5 million carats last year anda 
feasibility study on increasing tonnage 
throughput from Jwaneng by a third 

is nearing completion. In Namibia, 
CDM’s on-shore production rose to 
more than 1 million carats, contributing 
higher profits to De Beers Centenary 
and higher revenue to theN amibian 
Government. The extra carats flowed 
from the new Auchas mine on the - 
Orange River and the new Elizabeth 
Bay mine at Lüderitz. A further 171,000 
carats were recovered off-shore by 


Deb marine on behalfof CDM. 


Other investments 


The De Beers/ Centenary 


: Group s financial strength derived in 


part from i its expanding non-diamond 
investments: in Neusiedler AG, the 
Au strian paper manufacturer, as well as 
in Anglo American Industrial 


Corporation andin Highveld Steel. The 


~ latter flowed largely from the acquisition 


of Middelburg Steel & Alloys andisa 


| prelude to the development ofthe 


Columbus stainless steel project, which 


will presenta major investment 


opportunity. 


De Beers Consolidated Mines s Limited (Incorporatec ^ 
= Beers Centenary AG (tee? under the. i N 


South Africa 

We were heartened by the remarkable. : 
success of the National Party-Democratic: : 
Party alliance in achieving a resounding 
"ves vote in the referendum on the E 
continuation of reform. A more 
challenging task liesahead — how to > 
agree a new constitution thatwil ii 
the delicate balance between leg imac 
and efficiency, equity and prosperity. | | 
A dialogue is just beginningbetween — 
business, unions, political parties and 
governmenton how to achieve an 
effective market-driven economic 
system. There is, however, as yet too 
little emphasis on the encouragement 
of investment, individual effort and 
enterprise. South Africa is, nevertheless, 
benefitting from its re-integration into 
the world — in sport, culture, trade, 
technology and finance — and the 
outlook is more optimistic than for 


many a decade. 


The full Chairman's Statement is available with 
the Annual Reports of the two Companies 
for the yearended 31st December 1991, 
which have been posted to registered 
shareholders. Copies may be obtained by 
writing to the London address below. 









years have had little to cheer about 
from their offshore-exploration work 

in Vietnam. But Hanoi's decision late last 

year to put on the auction block potentially 
= the largest oilfield, along with 10 neigh- 
. bouring concessions, has refuelled hope of 
= a significant discovery. 
.. Nine companies or groups in recent 
. months have bid for the right to develop 
the Dai Hung field, off the coast of south- 
ern Vietnam. Four of the bidding concerns 
— Royal Dutch/Shell Group, the giant 
Dutch-British joint venture; British Petro- 
um (BP) Enterprise Oil of Britain; and 
Broken Hill Proprietary (BHP) of Australia 
— are already exploring for oil in the 
country. The other bidders, mostly Japan- 
ese companies and a South Korean consor- 
tium, had earlier avoided investing in Vi- 
etnam out of deference to the US trade 
ibargo imposed in 1975. 
Foreign oil-company executives say 
Marubeni Corp. is teamed up with Norsk- 
ydro of Norway, while Mitsui & Co. is 
jidding in partnership with Mitsui Oil Ex- 
‘oration Co., Nissho Iwai with Japanese 
'etroleum Exploration Corp. and Sumi- 
omo Corp. with Total of France. The South 
Korean group, led by state-owned Korea 
Petroleum Development Corp. (Pedco), 
as among its eight members four of 
he country's largest groups: Daewoo, 
Hyundai, Lucky-Goldstar and Samsung. 
Dai Hung was discovered in 1987 by 
Jietsovpetro, a Vietnamese-Russian joint 
enture that sank three wells near where 
obil Corp. was drilling in 1975. That 
'ear's communist victory against the US- 
acked southern government forced the US 
il giant to withdraw. Vietsovpetro, how- 
. ever, lacked the capital and technology to 
. develop Dai Hung, and Hanoi was left 
. with little choice but to open the field to 
o other tenders. 
= "The opening up of Dai Hung to for- 
eign companies marks a significant new 
evelopment in Vietnam's oil industry,” 
epresentative of a foreign oil oni env 
ays. "Before, PetroVietnam [state-owned 
jetnam Oil & Gas Corp.] only added new 
creage for exploration. Now, it's adding a 
iscovered we 
Foreign oil companies consider their 
Jetnamese concessions as jewels in their 
ortfolios. A 1991 study by the Resource 
ystems Institute of the East-West Centre 
| Hawaii estimated Vietnam's oil reserves 


5 I ) oreign oil companies in the past two 









































at 1.5-3 billion barrels, similar to the poten- 
tial of Australia and Malaysia. The report 
forecast that Vietnam could be pumping 
300-500,000 barrels per day (bpd) within 
the next 13 years. 

Nonetheless, both government officials 
and foreign oil-company executives admit 
that it is too early to give accurate figures 
on the country's oil potential. Dai Hung’s 
reserves, for example, are estimated at 300- 
750 million barrels of recoverable crude. 
But there is a high degree of uncertainty 
about this figure because of the oilfield’s 
complex geological structure and the out- 
dated techniques used by exploration 
teams from the former Soviet Union. 

“Whoever gets the contract for Dai 
Hung faces a major appraisal programme," 
a foreign oil-company executive says. "We 
know there's oil, but we still don't know 
how much or how to develop it." 

The government expects to grant the 
Dai Hung concession to one of the bidders 
by mid-year, says Do Quang Toan, an offi- 
cal at the Ministry of Heavy Industry, 
which is responsible for oil-and-gas deve- 
lopment. Vietsovpetro, which was set up 





FAR EASTERN ECONOMIC REVIEW 


in 1981, will retain rights to the field, but 
the company's role will be limited to re- 
ceiving a share of produced oil. 

The only oilfield currently producing oil 
in Vietnam is Bach Ho, where Vietsovpetro 
is pumping about 106,000 bpd. In 1991, 
Vietsovpetro produced 11.2 million barrels 
from the field, all of which was exported to 
Japan and Singapore. The company ex- 
pects to produce about 40 million bpd in 
1992, 

Vietnamese officials privately complain 
about the outdated techniques used by the 
Russians, particularly what they view as a 
lack of concern about managing reserves 
and a failure to prevent severe rust on their 
platforms. But Toan insists that Vietnam 
does not have any plans to invite foreign 
oil companies to help Vietsovpetro exploit 
Bach Ho or Rong, a nearby oilfield dis- 
covered by a Shell consortium in 1974. 

The other focal point of interest by for- 
eign oil companies involves five conces- 
sions considered to have significant po- 
tential because of their location near Dai 
Hung and Bach Ho. "The proximity to ac- 
tual oil production makes these blocks 
more attractive and reduces the risk," a 
foreign oil-company executive says. 

Vietsovpetro relinquished these blocks 
about a year ago, after which the govern- 
ment decided to open the area to bids from 
foreign oil companies. Bids for these blocks 
closed in March, and Toan says the gov- 
ernment plans to select the winners by 1 
July. Among the bidders are BHP, Enter- 
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prise Oil, Yukong of South 
Korea and several Japanese 
ups. 
In January, PetroVietnam 
signed heads of agreement for 
five other nearby blocks that 
had also been released by 
Vietsovpetro. The five winning 
concerns, which are currently 
negotiating production-sharing 
contracts that they expect to 
sign by mid-year, are BP, Shell, 
Total, Arabian Oil Co. of Japan 
and a South Korean consor- 
tium. The consortium is made 
up of Pedco and seven groups: 
Daewoo, Hyundai, Lucky- 
Goldstar, Samsung, Samhwan, 
Sangyong and Daesung. 
Because of the promising lo- 
cation of the 10 latest blocks, oil- 
industry analysts say Vietnam 
managed to drive up the cost of 
contracts substantially in the re- 
cent bidding. Signing bonuses 
for earlier production-sharing 
contracts had ranged from 
US$500,000-3 million, but dur- 
ing the last round, the South 
Korean consortium is believed 
to have beaten Enterprise Oil by 
offering as much as US$10 mil- 
lion. A Pedco official says the 
group paid less than this 
amount, but another South Ko- 
rean industry executive says the 


petroleum gas (LPG) plant are 
nearing completion. In mid- 
April, Liquigaz/SNC Lavalin, a 
Canadian consortium, 
an agreement with Petro- 
Vietnam, the state-owned oil- 
ud company, to build a 
to the main- 
jer from Bach Ho, where 





The gas would be uscd to drive electric 
It would produce 
ughly 1-1. ‘million m° of LPG annually, 

% of which would be exported. 

. Bach Ho has gas reserves of about 30 
billion m’, while two still undeveloped 
i HUNE ung and Rong — 

to have another 66 million 

mv, according to Vietgas, the state-owned 
‘Company responsible for developing the 
country's gas resources. Several Japanese 
‘companies have submitted feasibility 
"studies to construct a fertiliser plant that 
T e a rd 
this project will be postponed until Rong 
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and Dai Hung have begun producing, 


Vietgas officials say. 
The 1 of motorbikes and other 


vehicles in the wake of Hanoi's economic 
reforms has also 


pted growing 
oil companies 


competition among 
in blending and marketing petroleum 


ucts in Vietnam. Shell (which con- 


trolled 60% of Vietnam's oil-product 
market before the communist takeover in 
1975), British Petroleum and Castrol Ltd 
of Britain have already sigi 
ture 
grease plants. Total and another French 
company, Elf Aquitaine, are negotiating 
contracts to 
ducts in the country. 


signed joint-ven- 
to set up lubricant and 


ee i pro- 
m Murray Hiebert 
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signing bonus was in the US$7- 
9 million range 

Heavier data-viewing fees 
and more-expensive signing 
bonuses have prompted con- 
cern among foreign oil-com- 
pany executives that Vietnam 
may be getting too greedy. 
"Some officials see the money 
handed over for licences as the 
main oil business," a foreign 
oil-company representative 
says. "There's a tendency to 
forget that the real money 
comes from oil production." 

Since mid-1988, Vietnam has 
signed 11 production-sharing 
contracts with Shell; Total; BHP; 
BP; Enterprise Oil; the Oil and 
Natural Gas Commission of 
India; PetroCanada; Petrofina 
of Belgium; Petronas, Malay- 
sia’s state-owned oil company; 
Sceptre Resources of Canada; 
and a consortium led by SECAB 
of Sweden and International 
Petroleum Ltd of Canada. 

Seven of these companies 
have drilled 17 wells at a cost of 
about US$300 million. Four 
others have completed seismic 
surveys and should begin drill- 
ing within the next year 

None of the companies has 
found commercially exploitable 
oil. In 1991, Total relinquished 
its block in the northern Tonkin 
Gulf after drilling three wells. 
Petrofina kept only three of its 
eight blocks in the southwest 
after completing seismic sur- 
veys. 

Enterprise Oil made a strike 
off the southern coast of Viet- 
nam, but it had a flow of just 
300 barrels of oil a day. Shell 
and BP also had strikes with gas 
flows. 

Foreign oil-company execu- 
tives say other major companies 
are considering giving up some of their 
concession areas off the coast of central 
Vietnam and throwing in their dice on the 
new blocks in the south. Several smaller 
companies are looking for partners with 
whom to share the cost of drilling explora- 
tion wells. 

"[n the first round, we've had no cause 
for big celebration," a foreign oil-company 
executive says. "If in the next round we get 
no goodies, there's a good chance you'll 
see a huge drop in interest here." He was 
referring to the fact that the current low 
price of less than US$20 for a barrel of oil 
has caused many companies to cut their 
exploration budgets. 

Although many foreign investors in 
Vietnam are frustrated with a cumbersome 
bureaucracy and frequently changing 
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upbeat. . y working in 
nam," an executive says. "Setting up 


Zé, 


oH com 
"Its 
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We can get clearance for a rig in less than a 
eek.” But the executive complains about 
the lack of airports, ports and modern 
. roads as well as the country's over-ex- 
«tended service companies. 
_ In an effort to cope with the flood of 
. foreign oil companies, the Ministry of 
< Heavy Industry is working on the coun- 
| try’s first oil law. In March, a draft of the 
law, which defined the rights and obliga- 
_ tions of Vietnamese and foreign parties, 
. Was presented to foreign oil-company rep- 
_--resentatives at an international seminar in 
the southern coastal town of Vung Tau. 
^^^ Apparently in an attempt to increase the 
authority of PetroVietnam, the draft law 
also proposed to set up an independent 
troleum-management authority under 
e control of the premier, Vo Van Kiet, 
er than under the Ministry of Heavy 
dustry. The authority would establish oil 
policy, inspect drilling activities and redis- 
ribute exploration blocks. Many aspects of 
e draft law are modelled on the oil regu- 
ions of Indonesia and Ma- : 
sia. 
oreign oil-company ex- 
ives, who give the gov- 
iment high marks for its 
levelopment strategy, 
ome the move to regu- sm 
the emerging oil indus- jug 




























high rate of royalty fees - 
Xl production — 6-25% - 
lepending on output — and 
| sharp 50% profits tax set in 
he draft law. "It's a grab bag 
all the taxes they could 
me up with," one foreign oil-company 
cutive complains. "It's a bit worrying. 
'tnam has to be careful not to price itself 
- of the exploration and production mar- 


ft 





The Ministry of Heavy Industry's Toan 
ays the tax rates will be revised before the 
_ draft law is presented to the National As- 
_ sembly for approval, perhaps late this year. 
_ "Our target is to lure more foreign com- 
_ panies to come to Vietnam,” he says. “Be- 
cause of this, we have to balance the prof- 
__ its for Vietnam with the profits for foreign 
|; companies.” 
_ Indeed, by wooing oil companies from 
at least a dozen countries, Vietnam has also 
been able to parlay oil potential into im- 
roved diplomatic relations and additional 
ssure on the US to end the trade em- 
go. Big US oil companies, meanwhile, 
epping up their own lobbying efforts 
way US officials to end the sanctions. If 
'e is any commercially exploitable oil in 
ietnam, they want to be involved in find- 
git — not on the sidelines. = 
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Embargo keeps US firms on sidelines 


he most notable absentees among 
I the international oil companies 
jousting for exploration blocks and 
downstream market share in Vietnam are 
the Americans, though not for want of in- 
terest. 
Virtually every major US company and 
a host of minor ones has sent executives to 
Vietnam for talks with the government. But 
they are prohibited from going beyond 
chit-chat by the 1975 trade embargo. 
Consequently, US oil companies sup- 
porting an early end to the embargo were 
cheered when the Bush administration on 
13 April exempted telecommunications 
companies from the embargo by permit- 
ting direct telephone links between the two 


But they disagree with Mile a SMA 


countries. Revenues earned by US tele- 
communications companies, however, will 
go into escrow accounts until the embargo 
is lifted. 

“American oil companies are getting 
increasingly frustrated,” says Virginia 
Foote of the US-Vietnam Trade Council, a 
Washington-based lobby group whose 
backers include major oil companies. “If 
they’re not allowed to negotiate and sign 
contracts very soon, then they may be left 
out.” 

Talks are taking place between oil com- 
panies and the Bush administration re- 
garding the oil sector's unhappiness about 
lost opportunities. Few companies, how- 
ever, are willing to be identified with calls 
for ending the embargo. 

“Ws largely a public relations question 
for most companies, as they don't want to 
appear out of step with US policy," says 
sesto Vecchi, a New York-based lawyer 
whose firm, Kaplan, Russin and Vecchi, 
represents companies with an interest in 
Vietnam. 
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some US legislators have introduced 
bills aimed at forcing the embargo to be 
lifted, but none of these initiatives is given 
much chance of passage, let alone with- 
standing a presidential veto. Nonetheless, 
the support from leading politicians in both 
parties reflects a growing feeling that the 
sanctions may be hurting US business in- 
terests more than they are Vietnam. 

Some US oil-company executives visit- 
ing Hanoi say they have been told that 
Vietnam is reserving prime locations for 
them, but these reports are denied by Viet- 
namese officials. "We want American 
companies to come as soon as possible be- 
cause they are rich in experience, techno- 
logy and capital, but we can never say that 
we will reserve blocks for them," says Do 
Quang Toan, an official at the Ministry of 
Heavy Industry, which is responsible for 
oil-and-gas development. 

After the latest round of oil production- 
sharing contracts have been signed by mid- 
year, as expected, the most promising 
offshore areas in water depths of less than 
200 m will have been committed. If 
Washington lifts its embargo in 1993 
following the US presidential elections, as 
some observers expect, oil-industry ana- 
lysts say the best option remaining for 
American companies will be farm-in ar- 
rangements with concerns already holding 
concessions. 

À recent winning bid by a South Korean 
consortium led by state-owned Korea Pe- 
troleum Development Corp. has prompted 
persistent rumours that the group may 
have received coaching — and perhaps of- 
fers of future financing — from US compa- 
nies that took their seismic surveys with 
them when they fled Vietnam in 1975. A 
well-placed South Korean source says dis- 
cussions along these lines with US oil 
companies have taken place, but he denies 
that any agreement was reached. 

The so-called road map towards nor- 
malisation set out last year by the US State 
Department called for a four-phase process 
of moves and counter-moves by the two 
governments. The telecommunications ex- 
emption plus the early April visit to Viet- 
nam by US Assistant Secretary of State 
Richard Solomon indicates that stage two 
has been reached. 

Other moves called for during that 
stage include letting US companies set up 
representative offices in Vietnam. They 
would also be permitted to sign provi- 
sional contracts that could be executed 
once the embargo is formally lifted. a 





Didn’t you want to make a deal 
in Taipei recently ? 
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Global business contacts are merely 
local business contacts spread out over a 
wider area. 

This is particularly true in banking. For 
international activities, it is normal to con- 
sult a bank with international experience. 





national expertise is in-depth familiarity 
with local conditions. 


Are you planning sales, production oi 
investment outside your own market 
Speak to UBS, Switzerland's leading bank 


and one of only a few AAA banks world 






And the most important part of inter- wide. 
UBS. The bank of experts. 
Union Bank 
of Switzerland 
UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taiper, Beijing, Scoul, syan lombay. Head Office: Union Bank of Switzerlant 


Bahnhofstrasse 45, CH-8021 Zurich. 
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COMPANIES 


Kiss and make up? 


oeoul and Hyundai search for compromise 








yundai chairman Chung Se Jung 
H has apparently ended the some- 

times bizarre stand-off between the 
group and the South Korean Government. 
In a hastily arranged Blue House luncheon 
on 25 April, he apologised to President Roh 
Tae Woo for “trouble” resulting from the 
political involvement of his brother. 

After Chung Se Jung, bowing deeply, 
expressed his regrets, Roh said: “As long 
as you work hard, I will, too.” And in re- 
turn for a pledge by the Hyundai chief 
not to divert funds or personnel into this 
years presidential campaign, the presi- 
dent promised to help the group. Hyundai 
officials say the exchange signals Roh's 
desire to see the conglomerate survive in- 
tact. 

"All of the [big business] group heads 
and the Federation of Korean Industries 
[FKi] decided that it was too dangerous for 
the country,” says Hyundai Engineering 
chairman Chung Hoon Mok, who is not 
related to the Hyundai founder or the 
group's chairman. "They asked us to throw 
in the towel." 

Hyundai and the government had been 
at odds since group founder and elder 
brother of the chairman, Chung Ju Yung, 
formed a political party earlier this year. 
The animosity intensified after the Unifica- 
tion National Party registered a strong 
showing in March legislative elections and 
Chung Ju Yung indicated that he may run 
for president. 

Chung Ju Yung, who was not at the 
luncheon, could still sabotage the fragile 
peace. So, too, could financial authorities, 
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cost up to 


which appear to be determined to find evi- 
dence of wrongdoing by Hyundai. An in- 
vestigation into irregular stock trades 
started on 27 April. 

The bitter relations reached a danger- 
ous peak on 20 April, when Hyundai Engi- 
neering went into technical default after it 
did not have enough money in its account 
to cover a Won 9.5 billion (US$12.2 million) 
note presented at the close of that business 
day. Such incidents usually pass unnoticed, 
as South Korean banks simply pay the 
overdrafts. Because of the Hyundai group's 
rift with the government, however, low- 
ranking staff at Korea Exchange Bank, Hy- 
undai Engineering's main bank, sought 
approval from superiors before making 
good on the note. 

In a telling demonstration of the gov- 
ernment's extensive control of the financial 
system, the bill was not paid until Finance 
Minister Rhee Yong Man gave his personal 
approval the following day. 
Hyundai Engineering's 
overnight technical default 
sparked fears that the 
company was near insol- 
vency. 

Political difficulties have 
kept Hyundai Engineering 
from winning government 
approval to raise money on 
the corporate-bond market. 
The company was forced to 
turn to short-term finance 
institutions, but when news 
of the default spread, short- 
term finance houses pulled 
their loans. Consequently, 
Hyundai Engineering has 


US$3.3 billion. 

Although Hyundai has been involved 
in overseas housing construction, the 
company says the joint venture marks the 
first time that the group has focused on it 
with such a investment. The 
Bangkok project, announced in March, 
could result in 20-27,000 middle-class 
apartments in the next decade. 

Hyundai's partner in the joint venture 
is the Phlaphongphanich family, which is 
involved in real estate. The family, which 
owns the President Park luxury-condo- 
minium project in Bangkok, is contribut- 

ing the 96 ha of land needed for the hous- 
ing scheme. 


FAR EASTERN ECONOMIC RFVIFW 





Chung Ju Yung: animosity. 


had to borrow from other companies in the 
Hyundai group. 

With 1991 revenue of Won 24 trillion, 
Hyundai Engineering is one of South Ko- 
rea's largest companies. But as is the case 
with many construction companies, the 
company has a chronic shortage of work- 
ing capital. Its problems are compounded 
by about US$350 million that it is owed by 
Iraq for work done in the country in the 
early 1980s. 

Hyundai Engineering's financial diffi- 
culties prompted South Korea's business 
community to seek an end to the squabble 
between the Hyundai group and the gov- 
ernment. All South Korean companies 
stood to pay higher interest costs if Hy- 
undai Engineering became insolvent. 

Moreover, because all big South Korean 
companies are highly geared, they are vul- 
nerable to the sort of cash pinch faced by 
Hyundai Engineering. Given South Ko- 
rea's tight liquidity situation, any hesita- 
tion on the part of lenders could quickly 
bring down many companies. (In attend- 
ance at the Blue House luncheon were the 
heads of the Samsung, Lucky-Goldstar, 
Daewoo and Sunkyong groups as well as 
the chairman and vice-chairman of the 
FKL) 

The dispute with the government may 
, also hurt the Hyundai's 
* group's overseas business. 

The rift is believed to have 

damaged Hyundai Engi- 

neering’s chance of win- 
ning work in Hongkong's 
airport-development 
project. Hyundai Engineer- 
ing is likely to be over- 
looked even though its 
HK$5 billion (US$6.41 mil- 
lion) bid to build a 1.4-km 
bridge to connect Kowloon 
and Lantau Island is HK$2 
billion less than the next 
lowest bidder, a consor- 
tium led by Mitsui & Co. of 
Japan and Trafalgar House 


Some analysts question Hyundai's 
wisdom in plunging into the Bangkok 
housing market now that property prices 
are falling. The location of the project, 
however, gives it a reasonable chance to 
succeed. The site, 7-8 km from the city 
centre, is in one of Bangkok's fastest- 
growing areas and near the route of a 
planned mase-transit line. 

The project contains apartment towers, 
commercial space, schools and healthcare 
facilities. President Park finance officer 
CX says surveys have 
indicated there is significant demand in 
the middle-class market. He says the de- 
velopers will initially build 80-100-m? flats 
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of Britain. - 

Hyundai Engineering officials say the 
dongkong Government notified the com- 
vany on 23 December that the company 
was financially qualified to enter the 
»roject. But they complain that two post- 
ender conditions were added later just for 
Hyundai Engineering. The officials say the 
colony demanded that the company set up 
a US$90 million working-capital fund at a 
local bank as well as post a US$230 million 
letter of credit. — 

Hyundai Engineering's Chung Hoon 
Mok says he does not have any problem 
about setting up a working-capital fund. 
But he says the demand for the irrevocable 
letter of credit is an insult. "I am tossing 
the ball [back] to their court," he explains. 
"Let them have the onus of legitimising 
their behaviour." 

Under the proposed terms of the letter 
of credit, the Hongkong Government 
would be able to draw down the letter of 
credit if Hyundai Engineering failed to 
meet any of seven targets in the contract. 
Some Hyundai Engineering officials 
grumble that their company's financial 
status is being questioned in order to 
award the contract to a consortium that 
includes a British company, a claim denied 
in Hongkong. 

Meanwhile, the Office of Banking 5u- 
pervision (OBS) said on 23 April that it 
would not remove Hyundai Electronics’ 
privileged core-company status in view of 
its importance to the country's economy. 
The OBS threatened to remove the status 
after finding out that the company illegally 
funnelled Won 13.3 billion to the Unifica- 
tion National Party. Hyundai Electronics, 
which has annual exports of more than 
US$2 billion, denies the charge. 

It remains to be seen, however, if Hy- 
undai Electronics stays out of the news. 
The company's vice-chairman, Chung 
Mong Hun, son of the Hyundai group's 
founder, is in jail on charges of tax evasion 
and embezzlement at the Hyundai Mer- 
chant Marine unit. " 








CAD CACTOOM 





ECONOMIC MONITOR: 


BEEN R arearamunminms fakery ANP 





n economic recovery is under way 

in Australia, but without fanfare. 

Experts say the struggle back to 

prosperity is going to be a tough 
one. The lack of excitement is understand- 
able. There has been little recovery in com- 
modity prices, with wool and wheat prices 
having fallen from recent high levels, and 
business confidence is only slowly turning 
around. 

A more serious concern is high unem- 
ployment. No less than 10.5% of the work- 
force is on the dole, a level expected to re- 
main high for some time. William Evans, 
chief economist for Westpac Banking 
Corp., says that GDP growth of 1.5% is re- 
quired just to keep pace with the rising 
number of people joining the workforce. 
Westpac forecasts economic growth of 
2.3% for 1992, rising to 4.2% next year. 

Despite the uncertainty on the job front, 
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people are starting to spend again, and the 
country appears set for a slow, consumer- 
led recovery. Retail-sales figures for Febru- 
ary show a 3.9% improvement compared 
with a year earlier, and motor-vehicle reg- 
istrations were up 3.8% for the same pe- 
riod. The number of housing loans in- 
creased by an annual rate of 18.9% in Janu- 
ary. 

The Westpac-Melbourne Institute's 
consumer sentiment index showed a 12% 
jump in February alone, as the nation 
awaited Prime Minister Paul Keating's 
special economic package aimed at stimu- 
lating growth in the medium term. The in- 
dex grew by a further 4.5% in March, re- 
covering in two months the entire drop 
recorded between July 1991 and January 
1992. The index is based on responses to 
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questions about such things as purchasing. 
intentions and confidence in the economic - 
outlook. 

Inflation has been held in check. 
consumer-price index increased just t 
in the last quarter of 1991, taking t | 
nual figure to 1.5%. The expectatio 
that inflation will hover around. 2% 
rest of this year before climbing to à 
4% in 1993. 

There are renewed expectations of 
terest-rate cuts, held up by the governi 
in case inflation rebour 
cent comments that offi 
further have led the m 
rates to below 7.5% (com 
during January), while 10- 
have ewes to belos x 








currency to aiie are 
panic in January when 


US cents on fears that t 
becoming interventionist. 
rallied to 77 US cents. 
Big business, however, is not 
vinced that the worst is o over. 

business confidence released. 
National Australia Bank and oth 
flat conditions and only faint s 
ders will pick up during the seco: 
this year. | 
A Westpac Banking survey indic: 
that new orders remain weak, with o 
3% of respondents expecting an incre 
Output is also soft, and 69% of resp 
ents report plants working below norm 
capacity. 
Business investment fell 5.6% durin 
the final quarter, and 18.2% for the year 
while factory production was down by 
2.9%. Construction rose 0.8% during the 
quarter ending in December, but was still 
down 8.9% for the year. n 
The trade position is continuing to ime. ee 
prove, though the picture is still far from 
pretty. The current-account balance, which 
posted a seasonally adjusted deficit of. 
A$2.4 billion (US$1.8 billion) in January. 
1990, has been steadily improving and £ 
deficit was A$667 million in February 199 
The merchandise-trade balance, which 
been moving up since mid-1989, posted 
seasonally adjusted surplus of A$513 m 
lion in the same month. Imports have be 
rising, however, and the trend in the tra 
balance has been moving sideways sinc 
last june. m Alan D Dew 
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apanese attempts to inject momentum 
«into the stalled Gatt Uruguay Round 
appear to have been largely unsuc- 
cessful. Despite impatient warnings from 
Tokyo to the US and EC, a four-way sum- 
-of trade ministers in Fukushima, Ja- 
pan, produced a now-familiar outcome: 
much vocal support for a new free-trade 
pact but little progress towards that goal. 
|. The 24-26 April quadrilateral meeting, 
attended by the US, EC, Japan and Canada, 
was the second missed opportunity in a 
week. On 23 April, US President George 
Bush and EC President Jacques Delors, 
meeting in Washington, discussed some 
“new ideas” from the EC on farm subsi- 
lies — the main area of discord — but did 
not produce any breakthrough. 

: Failure to find a way out of the impasse 
‘worrying Tokyo, which believes Japan 
ould face greater protectionism in the 
est if the Gatt talks collapse 

The Fukushima meeting was hosted by 
pan’s minister for international trade and 
dustry, Kozo Watanabe. While he was 
able to inject any major impetus into the 
att negotiations, the other ministers did 
ee to consider his call that they press 
ead with non-farm areas of the proposed 
rd. In particular, Watanabe called on 
counterparts to submit as soon as pos- 
? their proposals on freer market access 
industrial goods and for liberalisation 











e ministers, however, decided not to 
any new date for agreement on the 
guay Round. With so many deadlines 
ving been broken already, it was felt that 
to set another one might be counter-pro- 
ductive. Many trade officials, however, are 
aware that political realities are reducing 
the window for agreement and that the 
current delays could prove fatal. 
_ Weeks before the Fukushima meeting, 
Japanese Foreign Minister Michio Wata- 
 nabe wrote tough letters to Washington 
d Brussels, expressing frustration at their 
re to resolve the farm-trade dispute. 
f has submitted detailed lists of in- 
l-tariff reductions, as requested by 
. director-general Arthur Dunkel. To- 
also criticised the US and the EC for 
g too many exemptions from liber- 
tion of services such as telecommuni- 
hi ping and finance. _ 
lings towards the impasse 
he ess somewhat ambivalent. On 


d and round 


5 Japan fails to kick-start Gatt talks 





the one hand, Tokyo is relieved that the 
US-EC dispute has drawn attention away 
from Japan's reluctance to open its rice 
market. Late last year, when the heat was 
on Japan to make a concession on rice, 
some Japanese politicians started talking 
about the need to accept a Gatt proposal 
that Tokyo replace its rice-import ban with 
tariffs that would eventually be phased 
out. In recent months, however, the hard- 
line policy on rice has returned to the fore 
as external pressure eases and the ruling 
Liberal Democratic Party garners the sup- 
port of farmers ahead of elections due this 
summer. 

On the other hand, Japan also knows it 
could be a loser if the free-trade talks col- 
lapse. Trade actions targeting Japan have 
been on the rise as Western economies 
come to terms with recession or slowing 


Elusive goal 


economies. In early April, for example, the 
US passed anti-trust laws widely regarded 
as potential weapons against Japanese 
companies that are seen in the US as com- 
peting unfairly. 

Even the trade ministers attending the 
quadrilateral meeting came armed with 
requests for preferential treatment from 
Tokyo. Canada asked Japan to buy more 
of its pork and paper products, while the 
EC complained that Japan is providing US 
car makers with better market access than 
it affords European ones. Tokyo foresees 
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often backed y retaliatory threats, will in- 
crease if the Uruguay Round proves incon- 
clusive. 

Japan is also fearful that the North 
America Free Trade Agreement (Nafta), a 
proposed pact between the US, Mexico and 
Canada, may evolve into an exclusionary 
trade bloc. To try to ensure this does not 
happen, Japan has sought assurances that 
Nafta’s product-origin regulations will be 
written clearly, that preference will be 
given to Gatt rulings and that capital from 
outside Nafta will be treated fairly. 

Tokyo also wants a mechanism to be 
set up under the Gatt which will supervise 
regional integration. This is aimed at en- 
suring that Japan will be able to get a fair 
hearing if protectionist trade practices in- 
crease along with growing economic re- 
gionalism. 

In the Washington meeting, Delors pre- 
sented Bush with some “new ideas” for a 
more modest EC subsidy-reduction plan 
than the US has wanted or is proposed in 
the compromise package prepared by 
Dunkel. The EC has baulked at Dunkel’s 
call for it to cut the total volume of agricul- 
tural products it subsidises by 2495, and 
this time offered to make smaller cuts. The 
US, which had originally wanted a 100% 
reduction, did not accept the offer. 

The US is hoping the impasse will be 
broken before this year's Group of Seven 
summit in Munich on 6-8 July. Washing- 
ton figures that European leaders, particu- 
larly the summit's host, German Chancel- 
lor Helmut Kohl, would prefer not to dis- 
cuss the divisive agricultural issue in Mu- 
nich. US officials are therefore counting on 
Germany to press France — seen as the 
most intransigent of the EC nations — to 
compromise on farm subsidies. 

Although top trade officials are avoid- 
ing deadlines, a sense of urgency does ex- 
ist. Many fear that little will be accom- 
plished once the US presidential election 


shifts into high gear in the summer. Some 


US officials insist, however, that the No- 
vember election should not affect their 
ability to negotiate the Uruguay Round, 
particularly now that presidential candi- 
dates who opposed free trade have more 
or less dropped out of the race. 

The new US administration will want 
to move quickly to finalise talks on the 
Round before its "fast-track" authority to 
negotiate trade agreements without Con- 
gressional interference runs out in May 
1993. Experts agree that renewing this au- 
thority for the second time (it was renewed 
once last year) would be a major and dis- 
tracting undertaking. This means that the 
administration will need to have a Gatt 
agreement initialled by February 1993. 
Given the hole in the timetable that will be 
created by the election, this leaves little 
time for Washington and Brussels to work 
out their differences. E 
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BANKING 1 


Customers come first 





New entrants in Taiwan shake up stuffy industry 








By Jonathan Friedland in Taipei 


he liberalisation of Taiwan's anti- 
i quated banking system has proved 
positive so far for everyone from 
pensioners to conglomerate bosses. Every- 
one, that is, except the country’s newly en- 
larged community of lenders. With the 
advent of competition, ownership of a 
bank in Taiwan is no longer a licence to 
print money. 

Fifteen new privately owned banks, 
each capitalised at a hefty NT$10 billion 
(US$396 million), have opened since De- 
cember. Their presence has produced big 
changes in the pricing of loans and 
deposits and small ones in terms of the 
service offered to customers. The banking 
industry is expected to undergo a shake- 
out, even with Taiwan’s accumulated 
savings of NT$1.3 trillion as of end-1990. 
For the time being, however, liberalisa- 
tion is offering a breath of fresh air for 
the country's long-suffering consumer. 

Skidding interest rates and 
fierce competition for both 
loans and deposits from the 
private banks mean, however, 
that Taiwan's 24 old-line com- 
mercial banks have seen their 
earnings halved. This is a stark 
change from two years ago 
when these state-controlled 
banks were among the world's 
most profitable lenders. 

The newcomers, with their 
big capital bases and high start- 
up costs, are not expected to 
turn an easy penny either. 
Since December, spreads be- 
tween loans and deposits have 
been cut to 2-2.5% from as 
much as 556 at their 1988 peak, 
as the newcomers grapple to 
expand their business. "And we haven't 
even started killing each other yet," sighs 
Y. C. Chao, vice-president of Dah An 
Commercial Bank, which opened its doors 
in January. 

Taiwan's banking system has lagged 
behind the development of industry. The 
banking oligopoly was inefficient, while 
neighbourhood loan circles and under- 
ground investment houses sprang up to 
serve Taiwan's entrepreneurs. This trend 
reached a feverish pitch in the asset boom 
of 1988-89, 

Recognising the futility of keeping a lid 
on the pressure cooker, government re- 
formers in 1988 embarked on what they 
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hoped would be an orderly liberalisation. 
The idea was to bring banking under regu- 
latory control, to free up interest rates and 
to give savers a wider choice. 

The central aim was to toughen the 
banking law, which was amended in 1989. 
The next step was supposed to have been 
the privatisation of the country's big three 
commercial banks, Chang Hwa, First 
Commercial and Hua Nan, which together 
accounted for 30% of bank assets. 

Privatisation was aimed at helping 
these behemoths by lessening the influence 
of the Provincial Assembly, the bank's 
majority shareholder. Once the Provincial 
Assembly's stake was cut, private banking 
licences would be granted. 

Instead, this optimal sequence was 
reversed. The Ministry of Finance cut its 
minority stake in the big three from March 
to May last year. But the Provincial As- 
sembly has resisted moves to sell its shares. 
The legislators are loathe to yield control 
over a reliable source of income and a 





There's gold in them thar banks. 


lever for political patronage. 

Despite the delays in privatisation, 
which executives of the older banks say 
hampers their ability to compete, the gov- 
ernment granted 15 new licences to the 19 
applicants. Most analysts had expected the 
government to grant no more than six li- 
cences, given the laxity of bank regulations, 
but Finance Minister Wang Chien-shien 
came under heavy pressure from big busi- 
ness to increase the number. 

Aside from having different owners, the 
new banks are virtually indistinguishable 
from one another. They each have fancy 
new branches — replete with marble 
floors, fine wood counters and modern art 
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— staffed by polite, neatly dressed youn; 
men and women. 

All have drafted their top executive: 
from the ranks of the older banks and from 
foreign banks, for as much as double th« 
salaries they were previously paid. Anc 
each professes to be chasing after smal 
businesses, which were particularly ill. 
served by the conservative state-ownec 
banks. 

The new banks have quickly expandec 
their assets, but they have faced difficulty 
in luring depositors. As of 15 April, 14 o! 
the new banks had outstanding loans o! 
NT$100 billion, while deposits tallied 
NT$90 billion. The match is not as neat as 
it seems however. The promoters of two 
banks which opened in early April injected 
around NT$30 billion in deposits from 
their group companies. 

This is one indication that "the honey- 
moon season is over," says Edward Chien, 
executive vice-president of Hua Nan Com- 
mercial Bank. ^Most of the banks have lent 
out all of their capital. They have to de- 
pend now on deposits." 

Raising deposits for the new banks is a 
tall order, in part because each is limited to 
only seven branches in the first year of 
operation. The big three commercial banks 
have over 150 branches each. 

The collapse of several cooperative 
banks and of a slew of illegal investment 
houses in 1985-91 has made 
Taiwanese wary about where 
they put their money. "Besides 
being convenient, the old banks 
are considered safe," points out 
Danny Chan, head of Fidelity 
Investment in Taiwan. 

The new banks "haven't 
penetrated to the general public 
in the initial stage," says Hua 
Nan's Chien. But, he adds, "it is 
probably just a matter of time." 
Indeed, the new banks are tar- 
geting specific groups like stu- 
dents or senior citizens, to at- 
tract a wider deposit base. 

The newcomers have also 
had a positive effect on service. 
In the past, banking in Taiwan 
was an ordeal involving slow, 
sometimes surly, tellers and lots of red 
tape. Depositors had to go to their own 
branch to withdraw money and, until 
recently, more than half of bank transac- 
tions were recorded by hand. Instead of 
being left on his own in a shabby banking 
hall full of disinterested personnel, a 
customer walking into one of the new 
banks is now greeted at the door by a so- 
licitous officer and walked through his 
transaction. 

Finance Ministry officials profess to be 
satisfied so far with the liberalisation, but 
say they are worried that in the rush to 
build business, the new banks have 
granted loans based on insufficient collat- 
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ministry official. “It has been quite aggres- 
sive in the first four or five months and 
most of it is flowing to real estate.” 

Analysts note that property values have 
not tumbled in line with the substantial 
drop in the Taipei share market. The Min- 
istry of Finance and the Central Bank of 
China are both concerned that the new 
bank loans have gone towards sustaining 
artificially high property prices. 

In March, the authorities embarked on 










esponsibility for the pri- 
iow. increasing its bank 
staff to the same size. 
Bank executives say that, despite the 
government's bold decision to open the 
door to the new banks, it has increasingly 
undermined their efforts to boost confi- 
dence among customers. The auditing 
exercise is but the latest example. "The 
government keeps saying 'you have to 
behave and stick to strong banking princi- 
ples becau: are not going to bail you 
out'," says. - Kuo-shu, chairman of the 
T 1 Chiao Tung Bank. 
ple.” 
new banks say they 

























ne 





> fter 43 years of having it their own 
- way, Taiwan's large state-control- 
-L X led banks are feeling the heat of 
competition. The problem, say executives 
of these banks, is that their hands are tied. 
. Liang Kuo-shu, chairman of Chiao 
Tung Bank, a large state-owned lender 
charged with developing Taiwan's infra- 
structure, ticks off the various branches of 
the government involved in day-to-day 
decision making at his bank. 
| It's quite a mouthful. Taiwan's parlia- 
. ment, the Legislative Yuan, controls Chiao 
. Tung's budget. The central government's 
- Examination Yuan, which administers the 
il service, is in charge of estimating pay 
es and hiring and firing its staff. And 
“entrol Yuan, the central government 
the final say over its books. 













eral. “We are concerned about the direc- 
tion of lending,” says McKinney Tsai, a th 

ofo 
welcome to check our books at any time,” — 
says Alexander T. Y. Dean, president of © 
Grand Commercial Bank, which, since | 
opening in December, has made loans to- _ 
talling US$540 million to 3,000 customers. - 
Most are for mortgage refinancing or for - 


















working capital. 


g, overly cautious in | 
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finistry of Finance is | 


The new banks' campaign to boost | 
liabilities has not been helped by the — 
Ministry of Finance’s decision to prevent | 
them from joining Taiwan's Central De- 


posit Insurance Scheme, an 11-year-old - 
programme which provides security to | 
smaller depositors. “We have to wait and - 
see whether the new banks are safe and - 


sound first," says the ministry's Tsai. 


Despite the caution evinced by the gov- 
ernment officials, analysts expect the pace | 
of banking liberalisation to quicken now | 
that Taiwan's conglomerates have a direct | 
stake in the business. "The Ministry of Fi- | 
nance will face lots of pressure from special | 


interests," says Dah An’s Chao. 


These interests are, for instance, press- | 


ing the government quickly to issue lucra- | 
tive foreign-exchange licences to the new | 
banks. Analysts say they will probably re- | 
ceive limited licences within the year that - 
will allow them to buy and sell foreign | 


currency, issue travellers cheques and take | 


part in setting up letters of credit alongside j 
one of the better established banks. Trust | 
licences, which would allow the banks to - 
invest in the stockmarket and to make ven- | 
ture-capital investments, are expected to be — 





issued before the end of next year. " 


State banks remain hampered by government 


“We won't see the problems for two to | 
three years," says Liang, "but if privatisa- | 
tion is delayed further we will be in trou- - 
ble. We have the potential to serve the - 


market, but we are rigidly controlled." 


Liang and other state-bank bosses are : 
being somewhat modest about difficulties | 


they have already encountered. While the | 


15 new private banks have only recently 
started to eat away at the state-bank cus- 
tomer base, they have already lured away 
large numbers of their more competent 
staffers with better pay. The new banks are 
paying their top executives double the 
salaries set by the Examination Yuan for 
the chief executives of the far larger state 


By the time Taiwan's new private banks - 


were to have opened their doors, govern- 
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their own affairs, including the ability to 
set salaries to reflect market conditions. But 
| the Legislative Yuan and its parallel local 
body, the Provincial Assembly, have de- 
.murred. The two bodies, whose occasion- 
.. ally riotous membership find it difficult to 
-. agree on anything, have found common 
. ground in fending off efforts by central 

| government technocrats to encroach on 

their turf. 

The legislators are opposed to relin- 
quishing control for two main reasons. 
Dividend income from the government- 
owned banks has helped sustain national 

-. and provincial coffers. More to the point, 
` say analysts, the banks are a source of both 
~~ loans and patronage jobs for the politicians 
and their relatives. 
: Even if the government were able to 
. push ahead further with privatisation — 
_ the Ministry of Finance did manage to re- 
duce its shares in three of the banks last 
“year — it is unlikely the market would be 
‘receptive, say analysts. 
. The creation of the 15 new banks has 
sopped up NT$160.2 billion (US$6.3 bil- 
lion) of funds as paid-in capital. Around 
20% of the new bank shares are also being 
aded on Taiwan's grey-market at prices 
that are cheap by comparison to the listed 
< State-owned bank shares. Shares of the 
-. newly opened Dah An Commercial Bank, 
. for instance, are trading at around NT$12, 
< while a share in Chang Hwa Commercial 
:- Bank, the priciest of the state lenders, 
;« would set an investor back over NT$200. 
. Further, the bank shares that have been 
. released by the government have done 
.. poorly. International Commercial Bank of 
-. China (ICBO), for instance, has seen its share 
n price plummet from NT$220 in the initial 
..Stages of the government's privatisation 
plan in late 1990 to around NT$70 today. 
The poor performance of financial shares 
is seen as a key reason for the collapse of 
the Taipei Stock Exchange index. 
Brokers say that while price-earnings 
tios for the banks have fallen from as 
gh as 70 times in 1990 to around 36 times 
Jw, they are still far more expensive than 
dustrial counters. "The rating of the older 
-. banks is too high,” says Graham Ormerod, 
. head of international research at Jardine 
_ Fleming Taiwan. "The profit growth is be- 
. ing cut sharply and the new bank shares 
. are much cheaper." 
- The lack of appetite for a further release 
of bank shares also cuts off one avenue for 
he government-owned banks to raise 
pital. Because they have such large bal- 
ce sheets, their equity bases are seen as 
ing too modest, particularly with the 
nk for International Settlement's (Bis) 
lobal capital-adequacy requirements, due 
< to come into force in March 1993. 
^. Take Hua Nan Bank, the biggest of the 
overnment lenders. It has total assets of 





































 ment-owned lenders like Chiao Tung were — 
supposed to have a free hand in running - 








over NT$1 trillion against shareholders’ 
equity of only NT$21 billion. Edward 
Chien, the bank’s executive vice-president, 
says that Hua Nan expects to capitalise a 
good portion of its earnings over the next 
two years to meet the BIS requirements. 

So too will Taiwan Cooperative Bank, 
which acts as a clearing agent and banker 
for the country's 74 credit cooperatives, 
and is one of the few banks not slated for 
privatisation. "We can't issue new shares 
because the government cannot afford it,” 
says its president, T. L. Huang. "Thanks to 
the BIS, we can at least get away with limit- 
ing dividends." 

At present, say government officials, the 
sale of government bank shares is likely to 
be delayed until market conditions im- 





prove. Vice-Finance Minister C. Y. Lee told 


i legislators in mid-April that the release of 


shares in Chiao Tung and the Farmers 
Bank of China, both of which are control- 
led by the national government, would not 
come as planned in the fiscal year ending 
June 30. He suggested instead that the 
ministry would wait until the Taipei mar- 
ket index climbed back above 5,000. It 
closed at 4,486 on 27 April. 

The big three commercial banks will 
probably have to wait even longer. The 
Ministry of Finance still owns 23 million 
shares in Chang Hwa, First Commercial 
and Hua Nan, having sold off 43 million 
shares in the three institutions in 1991. “We 
have to pay attention to the equity mar- 
ket's reaction to Chiao Tung and Farmers 
Dank," says ministry official McKinney 
Tsai. "We will have to release these shares 
step by step." 

Analysts say they are sceptical that even 
with a further sale of shares, the state- 
controlled banks would be any better 
suited to meeting the demands of increased 
competition. They note that even if 51% of 
an individual bank's shares were held by 
the public, government would still be the 
largest shareholder. 

^I would be very much surprised if 
management was commercialised at the 
state banks," says an analyst at a foreign 
brokerage. "Control will still be with the 
government and their culture is very hard 
to change." B Jonathan Friedland 
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Lehman Brothers 


At Lehman Brothers we believe every client is unique and deserves a customized solution. Perhaps that 
-is why we are a leader in capital markets, sales and trading, research and financial advisory. If you have a 
need for experience and a personalized approach to problem solving, we'd like to talk with you. 
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BANKING 


Enter a dark horse 
Hongkong Bank faces challenge on Midland bia 


———n ER :HETER(———ÁÁ———— € 


he battle i for Britain s Midland Bank, 
-pitting Hongkong & Shanghai 
. Banking Corp. (HSBC) against an- 
other British clearer, Lloyds Bank, will be 
played on the mythic "level playing fields" 
of regulation — or, most likely, will not be 
played at all. In effect, this means that 
HSBC's bid for Midland is now in the lap of 
British politicians. 

On 28 April, Lloyds announced that, 
under certain conditions, it would be pre- 
pared to make a bid which valued Mid- 
Jand at 457p a share, or around £3.7 billion 
(US$6.6 billion). This compares with HSBC's 
proposed bid of 378p a share, in shares and 
debt, unveiled by HSBC's holding company 
on 14 April. The rise in HSBC's share price 
has since increased the bid's value to about 
410p. 

Lloyds stressed that any offer would 

depend on a decision not to refer its bid to 
Britain's Mergers and Monopolies Com- 
mission, or, if it was referred, that HSBC's 
bid should be, too. Colin Wilks, Lloyds' 
chief financial officer, said: "We aren't go- 
ing to put a bid on the table until we are 
-confident that we are going to get equal 
regulatory treatment." 
. - Charles Irby, director of Baring Brothers 
in London, which is representing Lloyds, 
drew the appropriate conclusion: "This is 
obviously going to be a very hard-fought 
political game.’ 

Lloyds’ concern about a referral to the 
monopolies panel is based on the time it 
would take the agency to deliver its ver- 

dict. Even if the decision were favourable, 
the delay could be fatal to Lloyds’ pros- 
pects in a bidding war unless HSBC were 
: putt under the same constraints. With inter- 
est rates at around 10.5%, a six-month de- 
lay could cost nearly £200 million on a £3.7 
billion bid. Yet it is inconceivable that a 
Lloyds bid for Midland could avoid a mo- 
-nopolies. investigation. Britain has only 
: four clearing banks, including Lloyds and 
Midland. 
_ Lloyds claims that a Lloyds-Midland 
merger is in the public interest because 
Britain is an overbanked, overcompetitive 
market. Consolidation, Lloyds says, would 
_ be better achieved by an orderly merger 
than by the “disorderly” contraction of 
< banks’ branch networks. This view seems 
-unlikely to ward off an investigation by a 
* Poy whose duty is to protect competition. 
.. Wilks said Lloyds would not bid “until 
ve are satisfied that this bigger question is 





















looked at . . . we are trying to provoke this 
bigger debate in terms of national interest. 
We are saying this is about the regulatory 
issues in the first place. And so that people 
know we are serious about this and it’s not 
just kite-flying, we've listed the terms and 
benefits we think are possible." 

Baring’s Irby argues that Midland's 
shareholders should be protected against 
HSBC's bid because "the idea that widows 
and orphans should be tipped into the 
Hongkong Bank, with all the risk-profile 
that implies — China and so on — it's the 
most amazing change in the risk-profile.” 

Lloyds Merchant Bank chairman David 
Horne, however, puts what may be a more 
persuasive argument for referring both 
bids to the monopolies commission. While 


Love triangle 





. Share price of: 
» Midland Bank 
— HKSB 

— Lloyds Bank 


there is little reason to refer HSBC’s bid on 
competition grounds, it should be referred 
"on fair-play grounds," he says. 

Whatever the arguments, referrals to 
the commission have been made on politi- 
cal grounds. And in this case, the political 
context is obscure. But assuming that 
Lloyds has received tacit clearance for its 
bid from the Bank of England (the central 
bank), several factors seem dominant. 

First, would the British Government be 
willing to tolerate the level of unemploy- 
ment created by "rationalisation" of the 
Lloyds-Midland operations? Lloyds esti- 
mates that the merged bank would be able 
to cut thousands of jobs and close many 
branches. It estimates that this streamlin- 
ing would yield annual savings of £700 
million within four years. 

Second, would the government, on the 
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eve of Chris Patten becoming governi 
Hongkong, scupper a five-year-old un 
standing with the colony's leading t 
that it will have a post- 1997 fallback posi. 
tion in British markets? | 
If both bids are referred, HSBC has ; 
fight on its hands. Yet its offer could be 
sweetened at no extra cost by addressin 
the bid’s weakest point. This is the £704 
million in subordinated debt that HSBC i5. 
asking Midland shareholders to sw allow. 
It is precisely in this area that HSBC has. 
an ace up its sleeve. The subordinated deb 
carries an annual interest rate of 1.6% ave 
the yield of 10-year British Governme 
bonds. In current market conditions, thi 
implies a yield of around 10.8%. Howeve 
the debt Em be Iden d more viui aly 



















































abies to FR Midland E eey | 
element of more than £700 million, « 
pared with £245 million proposed 
Lloyds. 

The main snag would be that su 
nated debt was chosen because it 4 
towards a bank's tier-two € 
money is raised as plain det 
and distributed in cash to M 
holders, there will be no capit: 
the enlarged bank. 

Neither the Hongkong nor Le 
stockmarkets, however, seems keen 
HSBC's bid — for largely similar reasons 

The Hongkong stockmarket's cu 
near-euphoria stems almost solely fr 
international investors’ rediscovi 
southern China's economic potential. 
these circumstances, HSBC's re | 
seeking diversification into Eure 
the justification it was in the late 
when the bank first took its 14.9% s 
Midland. Indeed, HSBC shares los 
news of Lloyds’ counter-proposal, 
belief that HSBC might cash out its Midian 
stake. 

The London market, meanwhile, is cel 
brating what it perceives as Britain's f 
stored economic ro following th 
Conservatives’ unexpected general election 
victory. Again, the elation is confined to 
domestic issues. Exposure to an uncertain 
outside world is not counted a bonus. 

Lloyds’ proposal was aimed squarely at 
reinforcing this parochialism. It argues tha 
banks which have stuck to a geograph 
they understand have tended to prospe 
while those which have gone global ha: 
made dreadful errors. Lloyds was. 
tioned no names — though if it had; b 
Midland and HSBC would surely have be 
exemplars of globalisation's s perils. 

The point was underlined by Lloyd 
timing. When it made its announce 
the entire executive directorate of HSE 
Holdings, with one exception, was i 
Hongkong for a routine board meeting. 
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Y he c economy is is slowing, the stock- 
Tz market is in the tank and corporate 
| earnings are on the skids. So where 
are Japanese spending their dwindling 
wealth? Golfing, banqueting, cruising To- 
kyo Bay on pleasure boats and travelling 
abroad on "study" tours. On the company 
credit card, of course. 
The one sector of the Japanese economy 
. that is still going strong despite the pre- 
. vailing gloom is business entertainment. 
^. Wining and dining clients is an all-season 
sport in Japan. During the past two dec- 
« ades, business-entertainment expenditures 
w dropped only once, in 1983 — a temporary 
adjustment to a change in the tax law 
rather than to worsening economic condi- 
tions. 
Even when the local economy was 
jolted by the appreciation of the yen in the 
mid-1980s, corporate entertainment expen- 















. No expenses pared 


- Japans corporate party is still going strong 


ditures grew by 2% 
ous year. Business-entertainment spending 
in Japan has usually accounted for roughly 
1-2% of GDP, a significant share of private 
consumption compared to other industr- 
ialised countries. 

Indeed, business entertainment was one 
of the engines that propelled the so-called 
Heisei boom of the late 1980s. In 1992, 
business-entertainment expenses are ex- 
pected to match the ¥5.6 trillion (US$42 
billion) spent by corporations in 1990, ac- 
cording to several trade publications. 

Figures for 1991 are not available, but 
they are estimated to have at least topped 
1990s levels. Japanese companies top the 
list in entertainment extravagance, even 
when compared with such worthy oppo- 
nents as U5 and British companies, which 
doled out ¥1.4 trillion and ¥300 billion, re- 
spectively, in 1990 for entertainment ex- 
penses. 

In the heady days of the late 1980s, such 
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in 1986 from the previ- 


corporate largesse was expected. Business 
entertainment by banks and other financial 
institutions climbed to new heights as fi- 
nancial deregulation led to a scramble for 
customers. In 1990, the average bank or 
insurance company spent Y10 billion on 
corporate entertainment, more than any 
other type of Japanese company. 

Even as a series of financial crises began 
to engulf the business community begin- 
ning in 1990, entertainment expenditures 
assumed another function — to hide ille- 
gal monetary compensation to clients. But 
what is supporting continued high enter- 
tainment spending now when Japan, on 
paper at least, is becoming poorer? 

One factor is the need of small-time sub- 
contractors to court their clients ever more 
vigorously in a business downturn. In the 
construction sector, for example, competi- 
tion is particularly severe, forcing develop- 
ers to spend Y7.77 out of each Y100 of oper- 
ating revenue on entertainment in 1991, the 
highest of all industries. 

The nation’s tax code encourages small 
and medium-sized firms to shower clients 
with gifts and all manner of entertainment. 
A revision of the tax code in 1983 ended 
entertainment-related tax write-offs for 
firms capitalised at Y50 million or more, 
but recognised the need for smaller 
companies to deploy such “lubricants” to 
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Entertainment is like a second currency. 


secure deals. Consequently, firms cap- 
italised at under ¥10 million can claim up 
to ¥4 million worth of business entertain- 
ment against taxes, while firms in the 
¥10-50 million range have a ¥3 million al- 
lowance. 

Despite the added tax burden, com- 
panies continue to spend enormous 
amounts of money to keep their clients 
happy. The reason: employees have come 
to view entertaining clients as their just 
compensation for long working hours and 


policy on foreign investment. It is unclear 
whether foreigners will be allowed to in- 
vest alone in other infrastructural projects 
such as telecommunications, power 
plants and water treatment. 

There is also concern that the new 
policy could undermine government ef- 
forts to reduce the growth of foreign debt. 
In October, the government issued a de- 
cree which sought to shelve big-ticket 
projects linked to state-owned enter- 
prises. Some business sources believe that 
major projects on the postponed list will 
now seek to move forward with foreign 
equity, and that this will bring new for- 
eign debt. 

The first beneficiary of the new regu- 
lations is a controversial petrochemical 
project majority-owned by timber mag- 
nate Prajogo Pangestu and one of Presi- 
dent Suharto’s sons. The project, Chandra 
Asri, was one of those indefinitely post- 
poned in October. 

Within days of announcing the new 
rules on foreign investment, the govern- 
ment said Chandra Asri would be al- 
lowed to proceed as a 100% foreign- 
owned project even though the firm has 
more than US$200 million in loans out- 
standing to state-owned Bank Bumi Daya 
(BBD). 

Through a complicated restructuring, 
the Chandra Asri olefin complex will be 


7 MAAV 1030120 





9385 


OHvHiO 


the pressures of competition. 

Spending company money in the pur- 
suit of pleasure and profit is probably too 
entrenched in the system to be removed 
without a social revolution. And compa- 
nies are happy to pay their employees such 
fringe benefits rather than a higher salary, 
as perks can be curtailed quickly when 
business is tough. 

Writer Satoshi Azuchi describes busi- 
ness-entertainment expenditures as a kind 
of second currency, a corporate yen that 
enhances the normal salary. When 
salarymen spend company money, he ar- 
gues, they tend to spend three or five times 
more than they would usually do with 
their own money. 

Azuchi urges companies to translate 
such expenditures into a more transparent 
form of consumption, such as salary, so 
that all employees would benefit. And 
from the corporate side, the leading 
business organisation Keidanran has called 
for greater restraint in business entertain- 
ment. 

Few companies, however, take them 
seriously. The spokesmen for Japan Inc. 
may feel the need to be viewed to spend 
less on enjoyment during these hard times. 
But for those greasing business negotia- 
tions, the pleasurable imperative to enjoy 
themselves remains undiminished. E 


reconfigured from a 100% domestically 
owned project to a 100% foreign-owned 
project. A US$550 million irrevocable let- 
ter of credit to Chandra Asri from BBD is 
to be converted into a kind of bridging 
finance instrument that Chandra Asri's 
shareholders have promised not to draw 
down. 

A US$218 million loan from BBD will 
stay on the books. The loan is to be paid 
back once construction at Chandra Asri 
is complete, according to one source fa- 
miliar with the restructuring. 

Business sources say the original 
shareholders — Prajogo Pangestu, 
Bambang Trihatmodjo and Henry 
Pribadi — are likely to retain control of 
the project through offshore nominee 
companies, most probably based in 
Hongkong. These three investors are 
looking to keep 50-60% of Chandra Asri's 
equity, the sources said. 

The operator of the plant is expected 
to take another 20% of the equity. Three 
foreign operators are currently negotiat- 
ing with Chandra Asri: Neste of Finland 
together with Showa Denko of Japan; 
British Petroleum; and Union Carbide of 
the US. Another 20% is likely to be held 
by Marubeni and several other Japanese 
trading firms. Negotiations are likely to 
be completed before August, one source 
said. * 
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POLICIES 


Passing the 
bullet 


Group of Seven meeting 
turns up heat on Japan 


By Susumu Awanohara in Washington 
and Robert Delfs in Tokyo 
ington on 26 April of finance min- 


A isters and central bank 


of major industrial nations, Japanese Fi- 
nance Minister Tsutomu Hata said his 
country had been hit by “a stray bullet" — 
a US bullet meant for Germany. It is not 
surprising that Hata flinched. The US had 
given every indication that Germany 
would be the singled out for opprobrium. 

A few days before the meeting, a US 
official criticised Germany's large budget 
deficit, which he said had pushed up inter- 


fter an 11-hour meeting in Wash- 
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est rates and made it difficult to make a 
concerted attempt at economic stimulation. 
But the US softened its attitude towards 
German policies at the meeting of the 
Group of Seven (G7) industrial nations and 
instead pressed Japan to boost its economy 
(The other members of the group are 
France, Italy, Britain and Canada.) 

After hours of haggling, the communi- 
que issued at the end of the meeting stated 
“In those countries with large surpluses 
and declining growth, policymakers 
should be mindful of the possibilities of 
strengthening demand through appropri 
ate measures.” US Treasury Secretary 
Nicholas Brady confirmed afterwards that 
the message referred to Japan, a view re 
jected by Hata. "This statement does not 


77 





^'^ designate any specific country,” he said. 

-. Hata has since made it clear that Japan 

.. is unlikely to take further immediate steps 
to stimulate domestic demand. 

d Japanese officials argue that any mea- 

-. sures to pump-prime the economy could 

© be counter-productive, particularly since 
the labour market is still tight. The eco- 
nomy contracted by 0.04% in the fourth 
quarter of 1991 and is expected to have 
shrunk further in the first three months of 
this year. In April, the Japanese Gov- 
ernment announced measures to increase 
the rate of public-works spending and 
cut the official discount rate by 0.75% to 
3.7596. 

Analysts have not ruled out further 
stimulatory measures later in the year, par- 
ticularly in view of the fact that Japan has 
an election to the upper house of Parlia- 
ment in July. These steps could include a 

. further cut in the discount rate. But Japan- 

. ese officials have warned that such a move 

. could lead to additional downward pres- 

- sure on the yen, which may, in turn, result 

- in still-larger external surpluses. 

.  Japan’s current-account surplus bal- 
looned from US$7.4 billion in the fourth 
quarter of 1990 to US$24.4 billion a year 
later. One reason is the slowdown in do- 
mestic demand. Another is that the yen is 
not a strong currency, which helps Japa- 

` nese exporters. Indeed, the yen has de- 

< clined 7.5% to Y133 to the US dollar since 
< the beginning of this year. 

This was the only point on which the 
Japanese received support at the C7 

. meeting. But this was of scant comfort to 

^ Japan, since the potential contradiction 

. between a cut in interest rates and a re- 

. ductionin the current-account surplus was 

^. glossed over. 

— Japan is stiffening its resistance to con- 

= certed action to stimulate the world 

= economy, because the government re- 
> members only too well what happened 
= when the last big exercise of this kind was 
undertaken in the late 1980s. At that time, 
apan maintained its discount rate at an 
artificially low level as part of a coordi- 

- mated campaign to support the dollar and 

. to avert an international financial crisis in 

«the wake of the Wall Street crash in Octo- 

- ber 1987. 

_ The result for Japan was an asset boom 

.. and bust. "The financial bubble resulted 

_ from Japan's participation in the interna- 

tional effort to support the dollar," accord- 

ing to Yoshio Suzuki, head of the Nomura 

Research Institute. 

. The underlying issue now is whether 

- coordination is possible and whether 

he financial markets believe it can be done. 

»e prospects for such cooperation "have 

iously deteriorated," a Japanese banker 

s. All three major economies — the US, 

an and Germany — are undergoing 

'ere structural change. And that leaves 

ittle room for them to help each other. m 
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BRIEFING 


Tokyo allays fears over 

banks’ equity holdings 

» Japan's Finance Ministry has moved to 
allay local and international concern about 
the health of the nation's banking system 
by issuing a special statement and data on 
the banks. According to the ministry, the 
unrealised portfolio gains of 153 banks in 
Japan stand at Y17 trillion (US$127 billion) 
despite the crash in Tokyo share values. 
The ministry said Japanese banks' total 
operating profits in the year to 31 March 
rose by 27% from a year earlier to ¥3.66 
trillion. Pre-tax profits, however, fell by 
1796 to Y2.8 trillion because of investment 
losses and write-offs on property and 
other loans. Ministry officials said the 21 
major commercial banks had between 
Y7-8 trillion in bad loans on their books 

at the end of the financial year. 


Japanese credit 

cooperative rescued 

» Japan's Finance Ministry unveiled a 
plan to rescue Toyo Shinkin, an Osaka 
credit cooperative at the centre of the 
country's biggest loan-fraud scandal. 
Under the plan, Sanwa Bank will assume 
Y130 billion (US$1 billion) in scandal- 
related liabilities of Toyo. Two other 
major banks will abandon 70% of their 
claims of what the credit cooperative 
-owes them. Regulators discovered in 
August 1991 that an Osaka restaurateur, 
Nui Onoue, used forged certificates of 
deposit from Toyo worth Y342 billion as 
collateral for loans. The money was spent 
on speculating in Japanese equities. 


Countr wide, United Bank 
to merge in New Zealand 


P New Zealand's Countrywide Bank will 
merge with United Bank to create the 
country’s second-biggest residential 
mortgage-lending bank. Countrywide, 

-60%-owned by the Bank of Scotland, paid 
NZ$182.5 million (US$98 million) to buy 
United from the beleaguered State Bank 
of South Australia. The new bank will 

rank seventh in the country, with assets of 
NZ$3.5 billion. 





South Korea to close 

coal mines, cut output 

P South Korea plans to shut 51 coal 

mines as part of efforts to streamline the 
country's internationally uncompetitive 
mining sector. The mines have a total 
` production capacity of 2 million tonnes. 
South Korea's coal output this year is 
E to 12 million tonnes, 
/ e from a year earlier, reflecting 










production cutbacks as well as mine 
closures. By 1994, the government aims to 
cut output to 10 million tonnes annually. 


Won 48.2 billion (US$62 million) in 
financial support will be provided to 
workers and owners affected by this 
year's shutdowns. 


Malaysia opens first 
public-trust fund 

P Malaysia has opened its first public- 
trust fund under the state-run Amanah 
Saham Mara (ASM) investment plan, 
which is open to non-bumiputras, or non- 
Malays. The opening of the ASM First 
Public Trust Fund on 20 April offered 50 
million units for public subscription 
priced at M$1 (39 US cents) each. The 
offering closes on 19 May after which the 
remaining units will be sold to the public 
at market rates. ASM manages 13 
bumiputra trust funds totalling 70 million 
units. 


Business indicators 





Bank Indonesia calls 

for lower lending rates 

M The governor of Bank Indonesia (BI, 
the central bank), Adrianus Mooy, has 
urged state and private banks to lower 
lending rates. Mooy said on 27 April that 
BI had been steadily lowering the discount 
rate since April 1991 to inject new 
liquidity into the system, but that banks 
had not responded. He said excessive 
caution on the part of banks was 
threatening Indonesia's economic growth. 
Private economists, however, believe 
banks will not significantly lower rates 
until they finish complying with higher 
capital- adequacy requirements in late 
1993. 
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Burma announces budget, 
raises defence spending 

> Burma's military government 
announced a budget of Kyats 20.8 billion 
(US$3.3 billion) for the year which began 
on 1 April, a rise of 19% from the 
previous year. The biggest chunk, Kyats- 
7.4 billion, or 35%, will go to defence 
defence allocation, a 10% increase from a 
year earlier, reflects the cost of counters 
insurgency measures. Education is the — 
next-biggest heading, at Kyats 3.9 billion. 
Separately, Kyats 4.3 billion was alloca 
to state-owned economic enterprises, : 
Kyats 1.1 billion to local bodies. The th 
sets of allocations resulted in a 
consolidated budget deficit of Kyats 8 
billion, which is to be met by borrowings 
from the central bank. 





Wellington doubles fore 
of fiscal- 1992 budget 


> The New Zealand vem ! 
April drastically revised its budge 
forecast for the year to June 1992. 
Wellington now projects a deficit of — 
p A billion (US$1.8 billion), equal to. 

5% of GDP. This is double the 
projection made last July. While 
spending is only NZ$126 million abe ve 
forecast levels, revenue is down NZ$1.6 
billion — the result of a severe recession. 
out of which the economy is only now 
climbing. 








Petroleum Authority unit 
to list on Bangkok bourse _ 
P PTT Exploration & Prochicticity, a unit. 
of the state-controlled Petroleurn 
Authority of Thailand, will be listed on — 
the Bangkok stockmarket by year-end, _ 
company president Viset Choopibal said 
Initially, the company plans to tap the 
market for Baht 2 billion (US$78 millii 
selling a maximum of 30% of its shares 1 
the public. 





IMF, World Bank enroll 
former Soviet republics 


> The mF and the World Bank at their 
semi-annual meeting in Washington 
bestowed membership on Russia and. 13 
of the other 14 former Soviet republics or 
27 April. All Central Asian republics 
became members, including Kazakhsta: 
Uzbekistan, Turkmenistan, Kirgyzstan 
and Tajikistan. A day earlier, top fing 
officials of the Group of Seven leading. 
industrial nations, endorsed a US$24.- 
billion aid package for Russia. No specii 
commitments have been made to the 


other republics. 
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Acer trumped 


ou might say Stan Shih, chairman 
of Taiwan's Acer Corp., has 
shown himself to be a man of his 
word. In 1990, as the personal 
computer maker's fortunes began to wane, 
he vowed to resign if he could not turn 
things around by the end of last year. 
| Acer expects to report a 1991 loss of 
<i about NT$600 million (US$23 million), its 
- | first ever, on revenue estimated by analysts 
[to reach NT$24 billion. (Official results 
were to be announced on 29 April.) 
. Because of Acer's poor performance last 
ar, Shih proffered his resignation re- 
ntly, but the board rejected it. Fortunately 
for him, the boardroom mini-revolution 
sweeping US corporate suites has yet to 
make an appearance in Taiwan. 
<< The boards of companies in Taiwan re- 
main comíortably in thrall to management. 
Shih, for example, owns a bit more than 
4% of the company's stock, but he effec- 
tively controls the company through the 
areholdings of family members and loyal 
nployees. | 
erhaps more important than stock 
ership is Shih's political legitimacy. 
r, just a tiny start-up 16 years ago, has 
me virtually synonymous with the is- 
"s information industry. 
our years ago, Acer began a campaign 
style itself as an internationally known 
nd respected computer brand name, the 
sony Corp. of the personal computer 
orld, as Shih liked to say. Even now, the 
mpany is not backing down, having an- 
unced just months ago a US$20 million 
ridwide advertising campaign. 
Acer's shift away from reliance on pro- 
ng anonymous products on which 
r companies can put their own brand 
es is precisely the direction the Taiwan 
ernment wants the island's computer 
ustry to go. When the company needed 
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US$80 million to finance its 1990 acquisi- 


.| tion of Altos, a US minicomputer maker, 
state-owned. Bank of Communications 
stepped right up. A tour of Acer’s Hsinchu 
factory has become de rigeur for foreign 
lignitaries wanting to witness Taiwan's 
nomic miracle." | 

Ys recent statement that it would 
e Taiwan information industry back 
years" if Acer pulled out of interna- 
| markets was taken by some obser- 
às a reminder of the government's 
n his — and his company's — suc- 
, somebody's head had to roll. 
out went Acer president Leonard 
le his departure in April was pub- 













d asa resignation, most ob- 





servers believe it was forced by Shih. 

Not that Liu is entirely without blame. 
Acer America has been an unmitigated dis- 
aster. The unit's NT$1 billion loss last year 
was only partially offset by profit from 
operations in Taiwan and elsewhere. 

But most decisions have been Shih's. 
This includes the ill-advised ones such as 
paying US$94 million for Altos. Originally 
billed as Acer's entry to the minicomputer 
business, the company is already backing 
away from this strategy by introducing a 
separate Acer-branded machine. 

Extraordinary gains from land sales 
may be enough to put Acer back in the 
black this year, as some analysts are fore- 
casting, but Shroff doubts it. Bleak condi- 
tions in the personal computer market 
show little sign of abating. Vicious price- 


Lagging the market 





cutting and a further industry shakeout are 
the order of the day. Acer's growing stocks 
of rapidly obsolescent products do not in- 
stil confidence either. 

Investors have tended to keep Acer at 
arm's length for some time, as a compari- 
son of share-price performance with the 
market index demonstrates. This has partly 
been a response to heavy dilution by new 
rights issues, particularly in 1989 and 1990. 
But investors would do well to view Acer 
with scepticism, especially in light of the 
company's woeful record of profit fore- 
casts that are repeatedly revised down- 
wards. ii Carl Goldstein 


Corporate cross-shareholdings that have 
bound Japan Inc. together for decades ap- 


pear to be unravelling. One remedy being - 
:considered by Japanese authorities is to al- 
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low companies to buy their own shares as 
other companies dispose of them. 

This notion, however, is alarming and 
will not achieve the objective of shoring up 
the Tokyo Stock Exchange. The fact is that 
Japanese politicians who are pushing bu- 
reaucrats to do something to save the mar- 
ket do not understand corporate finance. 

The merits of the cross-holding system 
in warding off hostile takeovers and in 
helping to preserve Japan's cartel-like 
keiretsu are dubious. And its effectiveness 
in sustaining unnaturally high share prices 
is also questionable. 

A Justice Ministry advisory panel is re- 
viewing the law prohibiting companies to 
buy back their own issued stocks. But even 
if companies are permitted to do so, they 
are unlikely to be able to afford such pur- 
chases without recourse to borrowing. 

50 at a time when Japanese companies 
are increasingly strapped for cash to pay 
for things such as capital investment, com- 
panies would be expected to dig into their 
reserves or to bring in outside money sim- 
ply in order to increase the price of their 
own stocks. And for whose benefit? Share- 
holders at large, it will be argued, though 
politicians can hardly claim a lofty disin- 
ter est. B 2E 
With legislative elections scheduled for 
July, the ruling. Liberal Democratic Party 
(LDP) wants to appease small shareholders. 
But the stockmarket is also an invaluable 
source of political funds in Japan. Shizuka 
Kamei, head of a special economic-project 
team set up by the LDP argues that "each 
company must be responsible for its own 
share price." 

But this view is nonsense if it means 
companies having to buy their own stocks 
in order to prop up stockmarket values. It 
makes sense only if it means that higher 
dividend payouts and more shareholder 
democracy are the ways through which 
companies should find favour with inves- 
tors and thereby take responsibility for 
their share prices. 

Japanese companies should not be per- 
mitted to buy their own stocks until stand- 
ards of corporate disclosure are improved. 
Otherwise, there is no way of knowing 
what tricks they might get up to in order 
to bolster prices. 

The Tokyo stockmarket collapsed be- 
cause it was greatly overvalued, a situation 
the cross-holding share structure helped to 
perpetuate. Investors have voted with their 
feet and they should not be lured back by 


such a dangerous gimmick as is now being 


contemplated.  W Anthony Rowley 
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Reliability, loyalty and mutual trust are essential our partner organization, CS First Boston Inc., we 
prerequisites for successful banking. That's why Credit have firmly established ourselves as one Of 1 | 
Suisse attaches so much importance to personal foremost international financial services grou} 
service. Wherever you are, we can offer you all the As a global provider of Swiss quality, Credit 
advantages of a modern universal bank. logether with second to none 
ab 

We do more to keep you j at the top. 
Zurich (Head Office) - Abu Dhabi - Atlanta - Beijing - Berlin - Bogota - Buenos Aires - Cairo - Calgary - Caracas - Chicago : Frankfurt - Gibraltar - Guernsey - Hong r j- Houst 
London - Los Angeles - Luxembourg - Madrid - Manama (Bahrain) - Melbourne Mexico City - Miami * Milan * Monte Cario - Montevideo : M trea Moscow - Muni 


New York - Nuremberg - Osaka - Paris - Rio de Janeiro - San Francisco - São Paulo- Singapore - Stuttgart: Taipei - Tehran : Tokyo - Toronto - Vancouve 







D Southeast A Asia Ropreseniaiive 


HE ‘Oxfam America, an international development/relief agency, is 
looking for a Southeast Asia Representative. This position is based 
out of Bangkok & deals with programs in Vietnam, Cambodia & the 
Philippines. Responsibilities include: develop program strategy; 
identify, monitor, and evaluate projects: prepare & administer 
budget; manage local staff; represent Oxfam America in region. 
| Qualifications include practical & academic familiarity with re- 
| gion/countries; graduate degree/equivalent exp. in relevant field: 
familiarity (practically & on policy levels) with development is- 
sues; 3 + yrs. exp. in region, including time overseas managing 
development programs; ability to communicate proficiently in 
English & French; demonstrated ability to manage staff and budget: 
strong writing, verbal, photographic & representational skills: & 
demonstrated involvement in concern for justice & empowerment 
. of poor & disenfranchised in the developing world and/or US 
through participation in community development work. Requires 
J| extensive area travel & some international travel. 















Send Resume and Cover Letter 
by May 25, 1992 

To: Oxfam America 

Recruitment Committee - SEAP 
115 Broadway 

Boston, MA 02116 

Fax: (617) 556-8910 
Affirmative Action/EEO Employer 
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DeWitt & Co. to Sponsor Third Annual 


FAR EAST PETROCHEMICAL AND 
GASOLINE REVIEW 


Friday 29 May, 1992 - Westin Plaza - Singapore 


DeWitt Consultants will address global industry developments 
and concerns and how they relate to the East and South East Asia 
industries for: 
Aromatics - Benzene/Toluene/Xylenes and Derivatives 
Olefins - Ethylene/Propylene and Derivatives 
Gasoline - Methanol/MTBE 


For detalis contact: Ms. Jeanne Schweer, Houston, Texas 
Phone: 713-875-5525, Fax: 713-875-0175, Telex: 762-854 HOU 
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"IMMIGRATION (United States and Canada) 


|] Obtain Immigration to the United States or Canada through Investments, Company Branch 
© |. effices, Employment, etc. Complete legal and other required professional services person- 

Cu. ally handled by licensed Washington DC based Attorney/PhD Economist. Results guaran- 

«| feed under contingency fee arrangements. Frequent trips to Hong Kong and surrounding 

oe een 

, Contact: Edward P, Gallagher, Attorney-at-Law 

|] 8 Bethesda Metro Center (Suite 750} 

Bethesda, Maryland 20814 (USA) 

«FAX: (301) 983-3439; TELE: (301) 983-2511 
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FROM US$250 Over 2500 lots including : 

* Spinning Preparation 

* Long & Short Staple Spinning 

* Weaving Preparation & Weaving 

* Dyeing & Finishing; Yarn Dyeing 

* Degumming & Cottonizing Plants 
* Air conditioning; Humidifying: 
Boiler & Service Plant 


For illustrated brochure contact 


b > Henry Butcher & Co, (Phils) Inc. 
d @ b SN Verida 1 Bido.. 120 Amoiscio St, 
Legaspi Vilage, Makati, Metro Mania, 

Tat: (632) 851705, 864261 Fax: 8103628 














More and more, 
the international businessman 
and the high net worth | 
ndividual use offshore companies | 
- and trusts - 
with an emphasis on 
tax avoidance, 
ease of compliance, 
privacy and asset production. 




























Henry Butcher {H.K} Ltd. tei 1922) 693-9661 Fax 6a 







Our organisation has provided ous d aels 
offshore services since 1977. Our | 
professional staff offer low cost 
incorporations: 
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US$350 
BVI US$500 









| QISLEOF! UK£250 
| AGIBRALTAR —— UK£250 
| QIERSEY UK£450 






A twice-a-month monitor! 
of business and economic 
information culled from 
the Vietnamese press. 


^| .ForaFREE sample. | 
" ist Hong peng 537-1908 















After incorporation, 
we offer domiciliary, 
administrative and nominee 
facilities as required. 



















| We also establish and administer 
: offshore trusts. 









This space is reserved 
for Classified 
Advertisements 


| For immediate service and F RE E 
: brochure contact: 


SOVEREIGN TRUST 
INTERNATIONAL 
Room 902, Connaught Building 
55 Connaught Read, Central 
Hong Kong 





Reservations should be 
addressed to: 


International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 

Tel: 8328300 

Telex: 62497 REVAD HX 





TEL: (852) 850 4422 






FAX: (852) 850 5311 






REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: US$ 70 per column centimeter 
Column Width: 

1 column 41mm 

2 columns 88 mm 

3 columns 133 mm 

4 columns 183 mm | 
Column Depth: minimum 30 mm, maximum 230. mm 
Standard ue 

/4 (v) | 

Ua (h) page (120x88 mm) X US$ 1680 

1/2 (v) page (230 x 88 mm) US$ 3220 

1/2 (h) page (120 x 183 mm) US$ 3360 
Full page (240 x 183 mm) US$ 6720 


For more information please contact the classified advertisement - 
manager, Far Eastern Economic Review, 4th Floor, Centre - 
Point Building, 181 Gloutester Road, y b: Paid Tel: 8328473, - 
Fax: 8346051 


page (230x41mm) . US$ 1610 
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HOT DOGS 


IN HAN 


When they can make a good hot dog in Hanoi, you'll read about it in the All-Asia Guide, Seasoned 
travellers know even small details can assume immense importance when travelling in remote or unfamiliar 
territory. The Far Eastern Economic Review's All-Asia Guide has established itself as the most authoritative 
and detailed guide to the region. This just published, completely revised edition covers literally every country 
in Asia, including for the first time Soviet Asia and Siberia. Written by experts who really know each country, 
it not only reveals the best about them, but points out shortcomings and how to avoid them. A mine 
of up-to-the-minute information, featuring in-depth histories of each country... invaluable for understanding 
Asia's diversity of people and cultures. 





Mail, Fax or Phone: Far Eastern Economic Review, 

G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Phone: (852) 832 8338. 

Please rush me the just published ALL-ASIA GUIDE 15th Edition at HK$150.00, US$19.50, £12.00, S$35.00 
or M$55.00 each. 























No. of copies — LJ by airmail* [ ] by surface 
[] I enclose a cheque/ postal order for made payable to Review Publishing Co., Ltd. 
go Charge my credit card [] American Express [] Visa 

MasterCard [] Diners Club 
Acct. No.: Exp. Date: —-— aoe e 
NN oe tm ln dp — A Signature: - 
OS n — nig a dela a ^ » 
Gi, S — LLL Stel Code: Cs — _ -CO HD 





* For airmail delivery, please add HK$50.00, US$6.50, £4.00, 
8$12.00 or M$18.00 each. 
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oes your laptop lock up when 

you are working on the road? 

Does your cellular phone fade 

out just as you are about to close 
crucial deals? Then take comfort. More- 
powerful batteries and less power-hungry 
chips are coming. 

On the battery front, a new type of 
longer-lasting cell called nickel-metal 
hydride promises to replace the conven- 
tional, nickel-cadmium rechargeables. 
Meanwhile, on the chip front, the change- 
over from 5-volt to 3.3-volt devices is well 
under way. 

It should come as no surprise that the 
Japanese — the people who invented pro- 
ducts such as the Walkman — are in the 
vanguard on both fronts. In batteries, 
Osaka-based consumer goods-maker 
Sanyo Electric leads the field. 

Last year, the company saw its battery- 
products division grow by 17% to 
record sales of US$1.1 billion. Much 
of this growth came in rechargeable 
nickel-cadmium batteries, the type 
used in camcorders, cordless phones 
and laptop computers. Sanyo is Ja- 
pan's largest producer of nicad cells, 
claiming 50% of the domestic mar- 
ket and 30% of the world market. 

But every horizon has a cloud on 
it somewhere. In the case of nicad 
batteries, the cloud is that cadmium 
is highly toxic and tricky to recycle. 
So much so, in fact, that several US 
states have passed laws banning the 
sale of nicad batteries. 

Thus, the advent of environment- 
friendly nickel-metal hydride batter- 
ies comes as a relief to the makers as well 
as a boon to mobile consumers. Sanyo has 
spent well over a decade and billions of 
yen developing the new cells, which can 
store 80% more power than nicad cells. 

The secret of this superior capacity is 
the battery's negative electrode. This is 
made of misch metal, an alloy consisting of 
rare earth elements like lanthanum. Dur- 
ing charging — which takes just one-and- 
a-half hours — the electrode sucks up hy- 
drogen atoms from the surrounding alka- 
line solution, densely packing them into 
the gaps in the metal's crystalline structure. 
In fact, this metal is so absorbent it can ac- 
commodate 1,000 times its own volume of 
hydrogen. 

During discharge — in other words, 
when the battery is in use — the hydrogen 
atoms stream back out, reacting with the 
solution, causing current to flow to the 
positive (nickel) electrode. Sanyo says this 








Power plays 


cycle can be repeated at least 500 times be- 
fore the battery begins to degrade. 

Currently, the price of nickel-metal 
hydride batteries reflects the improved per- 
formance they offer. To get almost double 
the capacity of nicad, you have to pay 
twice the price. But all the indications are 
that customers such as makers of laptop 
computers and radio pagers are prepared 
to pay the premium. 

To meet demand for the new cells, 
Sanyo has had to double production ca- 
pacity, opening a new factory at Toku- 
shima, southwest Japan, which began op- 
eration in April. Production of nicads 
still dwarfs that of nickel-metal hydride, 
but by the middle of the decade, Sanyo 
predicts, the two types of battery will be 
running neck-and-neck. 

The mid-1990s should also see low- 
power chips come into their own. The 





More power for shrinking computers. 


trend towards frugality is already obvious 
in both microprocessors and memory 
chips. It gives hard-pressed semiconductor 
makers a welcome opportunity to differen- 
tiate their products. 

For example, many palmtop or pen- 
based computers contain not a hotshot mi- 
croprocessor from Intel Corp., but a hum- 
ble Intel-compatible chip called the V20 
made by Japan's NEC Corp. This chip has 
finally come into its own after a singularly 
unhappy history. 

First announced a decade ago, the V20 
immediately became embroiled in a law- 
suit with Intel. The American firm charged 
that the Japanese chip violated its copy- 
rights. The result was a long legal battle 
that effectively kept the V20 off the market 
until 1989. By that time, the personal com- 
puter market had moved on towards more 
sophisticated chips than the 16-bit V20. 

NEC regrouped and came up with à 
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new, high-speed version of the chip whic 
ran on 20% less power. This found an in 
tial application at the low end of the ma: 
ket, in what the Japanese call handy term 
nals — small, hand-held devices carried b 
the likes of restaurant waitresses and trai 
conductors. 

From there, palmtops were an obviou 
progression. The V20's biggest coup is i 
Hewlett-Packard's highly successful 95L; 
palmtop. But the chip is also found i: 
several other US machines, like Gri 
Corp.’s newly announced Grid Pad, and 
similar machine made by Poqet (now 
ironically, a wholly owned subsidiary c 
NEC's arch-rival Fujitsu). Oddly enough 
one of the few computer makers whicl 
does not use the V20 in a palmtop is NE 
itself. But then these days, the primary goa 
of the semiconductor divisions of Japanes 
computer firms tends to be simply sellin; 
chips. 

From the system designer's poin 
of view, the V20 has two great vir 
tues. One that, being compatibl 
with Intel's 8086 microprocessor, i 
is familiar. The other that, at be 
tween ¥300 (US$2.25) and Y400, it i: 
cheap. NEC is cranking out arounc 
300,000 of the chips each month. Th: 
company has high hopes that an 
other member of the series, the V4 
will be equally successful in the mo 
bile-communications market. 

Although memory chips have i 
less heavy workload than power 
hungry microprocessors, memorie: 
also drain a fair amount of powe 
because there are more of them. Thi: 
has triggered demand for low-powerec 
versions of memories, too. 

Unlike the modestly priced V20, how 
ever, the new memory chips are state-of 
the-art products and command a premium 
price. The reason is that reducing power i: 
largely a function of process technology 
the smaller the transistors and the thinne) 
the wires that connect them, the less powe! 
they need to switch on and off. 

In order to make its high-speed, low: 
power, four-megabit chips, NEC needs tc 
use a process originally developed for 16 
megabit memories. The company is no 
shipping many of the new chips at present 
but Shigeru Koshimaru, an engineering 
manager in the design department of NEC’s 
memory division, forecasts that by nex 
year they will account for 2096 of 4-megabi: 
production. And in five years, he says, 3.3- 
volt chips will be the majority. 

m Bob Johnstone 
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(ur features suggest 
a computer of entirely 





Like other » dual battery system that Hayes-compatible fax /data modem. And ai 
lifferent dimensions 
notebook computers, dilrerent dimensions. lets you change batteries expansion chassis that lets you use your 
the AcerAnyWare™ series have 844"x 11" footprints. — — without turning the system off. A full-function key AcerAnyWare in local area networks—no matte: 
But they leave a much bigger impression. board, to eliminate double keystrokes, A 10-inch what local area youre in. 

Because we've packed them with the features backlit VGA display thats 22% bigger than most Call your nearest Acer representative and 
of desktop machines five times their size. The notebook screens, A carrying ask about the full range of 
386SX-based AcerAnyWare 1120NX, for example, handle that flips down for a veut Ly AcerAnyWare notebooks, 
gives you up to 60 MB of internal disk storage. more comfortable keyboard angle. You'll think of them as the desktop computers for 


8 1/0 ports (instead of the usual 5 or 7), A unique Not to mention options like an internal very small desks, At a very small price. 





“If you cant 1 rely on your equipment, you're sunk” 


The first yacht to cross the line in the 1990 
Round the World yacht race was designed by 
Bruce Farr. 

So was the yacht that came second; so was 
the yacht that came third. 

If confirmation were needed of the unique 
position that Bruce Farr commands in the field 
of yacht design, the result of this race surely 
provided it. 

World-beating performance, however, counts 
"Reliability 


engineering is the most important aspect of 


for nothing without reliability. 


structuring the boat,’ says Farr. 
This is a concept which we in Geneva 
wholeheartedly endorse. “Reliability engineering" 


) 


is precisely what goes into every 





single Rolex. 


Oyster so dependable is the design of its rugged 
case, which is sculpted from a solid block of 
stainless steel, I8ct. gold or platinum, using as 
much as sixty tons of pressure. 


J: Such force is necessary because 





what is being produced is, itself, 
massively strong. It has to be; 
inside every Oyster case beats a 


^ movement that has taken a year to 


The Rolex Day-Date Chronometer in I8ct. gold u 


~ 


make, from the first operation on the first tiny 
part through to final assembly in Geneva. 

The movement is further protected by the 
Twinlock winding crown. This ingenious device 
screws down on to the Oyster casé, 
closing as securely as the hatch of 


a submarine. 





As each timepiece is assembled, 
every single part will have been tested, inspected, 
and cleaned ultrasonically over and over again. 
Then, once the movement is complete and placed 
in its Oyster case, it is tested anew — this time 
for reliability and resistance to water pressure. 

Finally, every single Oyster we make must 


undergo a further fifteen days and nights of 


i rigorous testing at the hands of the Contróle 


Af Officiel Suisse des Chronométres. 


Part of what makes a Rolex Ww" 


It is an extraordinary process. But it 
explains why Oysters have accompanied ex- 
plorers to the heights of Everest and divers to the 
depths of the ocean. And yachtsmen, all V 
around the world. . € ROLEX 


of Geneva 






ith The President bracelet. Available in 18ct. white gold or in platinum. 
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Risk surrounds almost 
everything worth having. 








Maybe you're building cars. Maybe you're building 
buildings. Between you and your corporate gi vals lies a 
complex set of risks. 

Manage the risk, and you'll prosper. Ignore it, 
and you won't. Managing a business is almost wholly a 
matter of managing risk. 

Here, Bankers Trust can help. Our whole enter- 
prise is dedicated to helping clients shed risk that can 
hurt them. And assume risk by which they can profit. 


We're not just talking traditional risk: currency, 


interest rates, commodity prices. 

But if your market share is menaced by imports, 
we'll help you neutralise that threat. If your pension funds 
are lagging their liabilities, we'll help you fix that, too. 

Surprised? Don't be. Our unique strength is 
managing virtually every type of global risk. 

So go for the things worth having. Bankers Trust 


can help put them well within your grasp. 


D Bankers Irust 
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Jobs for most 

J. Chen from Auckland [LErrERS, 30 Apr.] 
claims that Singaporean “children . . . have 
less than a 5% chance of entering a local 
university.” In 1991, students entering the 
National University of Singapore and the 
Nanyang Technological University formed 
14% of their cohort. This is comparable 
with New Zealand (14%) and Britain 
(15%), but higher than Hongkong (5.6%). 
Are children in these countries also 
haunted by the “spectre of heightened elit- 
ism?” 

Chen claims to hear “frustrating cries 
... from Singaporean male graduates a 
26-27 struggling to look for their first job.” 
In 1989 and 1990, 97% of male graduates 
found employment. Three-quarters found 
jobs within three months of the final ex- 
aminations, and 60% had multiple job of- 
fers. | | 

For Singaporeans to continue to benefit itii 
from our economy and society, they must H C . 
undertake their duty in defence of the 
country by performing national service. ome oming 
The government does not object to Singa- 
poreans renouncing citizenship after doing 


their national service. They need not re- 
turn to Singapore to do es The govern- Throw down your bags. 
ment only objects when Singaporeans who 
have enjoyed the benefits of citizenship in 
their youth seek to renounce this citizen- "TAE [f Dat 
ship before completing their national ser- € om your coat. 
vice. Some have absconded after posting 
bonds and solemnly undertaking to return | f J i 
from their travels or studies abroad. ; urse in | 

Evading national service is a criminal Fix ds "op 
offence. In fairness to the overwhelming 
majority of Singaporeans who serve their : | 
national service loyally and with pride, Kick off your shoes. 
deserters must be arrested and brought to 
trial should they ever return to Singapore. 

YONG YING-I os? 
Press Secretary to In many ways, its | 

Singapore Deputy Prime Minister | 











Hotel rates are up just like coming home. 


In reference to Prolonging the agony [30 
Apr.], the article states current occupancy 
figures at the Shangri-La Hotel, Peking and The Equatorial. A definite 
China World properties, which are totally 
incorrect. China World is currently (and 
has been since mid-March) running an oc- h d 
cupancy figure of approximately 80%, ome a vantage. 
while for the Shangri-La it is 60%. 
In fact at several stages during the first 
four months of 1992, both hotels have seen 











100% occupancy, and the group anticipates Ey 
high demand for the rest of 1992. The ho- Q horel uatørial 
tels did experience lower occupancies Welcome home 
during the winter season, though they Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia. Tel: 603-261-7777 
never dropped to 15% or below for a sus- Tlx: MA 30263. Fax: 603-261-9020 
tained period. JOANNE WATKINS 
Hongkong Shangri-La International Hotel Equatorial International 
Singapore € Kuala Lumpur € Penang € Beijing € Guangzhou € Shanghai l 
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We take as much pride in our ultra-modern aircraft 
as we do in our old-fashioned ideas about service. 
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net wa, Chinese patriarch Deng 
Z Xiaoping's decision to hold 
| e up the Shenzhen special 
~ economic zone (SEZ) as a model for 
similar developments elsewhere has 
... once again trained the spotlight on the 
^ southern Guangdong city. The lessons 
_ Shenzhen offers for other Chinese SEZs, 
however, remain mixed. While the 
present boom — largely the result of 
investment from neighbouring 
-< Hongkong — shows little sign of 
abating, some observers question 
whether the SEZ can be upgraded from 
; current low-end production economy 
to a more sophisticated manufacturing 
base. Further, a lack of coordination 
"between Shenzhen and the British 
colony has seen the emergence of 
competitive, and often duplicated, 
developments that may prove hard to 
reconcile when Hongkong reverts to 
. Chinese sovereignty in five years’ time. 
<.: China trade correspondent Elizabeth 
Cheng and Hongkong correspondent 
Stacy Mosher consider Shenzhen's 
present stage of development, and 
examine whether its labour, 
infrastructure and legal policies will 
promote or hinder Deng’s reformist 
xperiment 28. — —— 
































= Los Angeles Riots : Koreans Targeted 
— Attacks on retail stores owned by 
:.. Korean Americans raise disturbing 

~ questions about the underlying tensions 


PONIAN E oon 


INTELLIGENCE 


-.. Bad Karma 


' ^ Tension between Vietnam's communist 
. . authorities and the country's Buddhist 
hierarchy, was heightened when the 

- government intervened in plans for the 
funeral of one of Vietnam's most 
prominent monks, Thich Don Hau, who 
¿died in Hue on 23 April. The authorities, 
apparently fearing the Buddhist 
ceremony could erupt into an anti- 
government rally, quickly conferred the 
Ho Chi Minh Medal on Hau and set up 
an official funeral committee, which 
"included prominent communist officials. 
Buddhist leaders — who had wanted to 
old memorial services in 21 of Hue's 
pagodas — tried to reject the award and 

















between Koreans, Hispanics and blacks 
in US cities 10 


Afghanistan : Peace Prospects 

The new regime gets off to a shaky 

start as intra-mujahideen differences 
emerge and rival guerilla groups vie for 
their share of power. Meanwhile, the 
Pashtun tribes are using ethnic 
nationalism to counter the influence of 
minority tribes who dominate the interim 
government 11 


Thailand : Hunger Strike 

Popular politician Chamlong goes on a 
hunger strike to force Prime Minister 
Suchinda to resign 13° 


Singapore : Housing Lever 
A government announcement that a. 
political-loyalty test may be applied to 
constituencies involved in a housing 
programme sparks a controversy over 
the use of public funds for furthering 
party interests 15 


Foreign Relations : US- 
Japan 

Vice-President Quayle's 
stature may have been 
enhanced by his new role 
as conciliator between the 
US and Japan 16 


Burma : Japanese 
Connection 

As Japanese businessmen 
seek to get back into the 
Burmese market, Tokyo 
uses its influence on 


government involvement in the 3 May 
funeral, but were forced to accept the 
party's wishes. Hanoi's relations with 
independent-minded Buddhist leaders in 
central and southern Vietnam, many of 
whom had opposed the US-backed 
regime in the south, have often been 
strained since the communist victory in 
1975. 


Troubling Symptoms 


Thais working to stem the ravages of the 
Aids virus are worried their campaign 
may lose its momentum after new Prime 
Minister Suchinda Kraprayoon 
apparently bàulked at taking over the 
chairmanship of the country's National 
Aids Committee. Previous prime 
minister Anand Panyarachun's decision 
to head the committee significantly 
strengthened its efforts to fight Aids, 
and Thailand gained international praise 
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Death in Los Angeles (10). 
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Rangoon to ease pressure against 
domestic opposition 16 


Philippines : Fans and Voters 
Professional politicians handicapped by 
poor voter recognition and election rules 
are learning a lesson in the power of 
showbiz as the 11 May election 
approaches 18 


Indonesia : No More Handouts 
Non-governmental organisations are 
banned from accepting Dutch financial 
assistance 20 

Foreign Relations : Malaysia 

Kuala Lumpur offers to host an Asia- 
Pacific security dialogue 20 


Hongkong : Human Rights 

An international human-rights 

group criticises London and Peking for 
their attitudes towards the colony's 
future 21 Í 





for its effective public campaign. Anti- 
Aids campaigners are already unhappy 
that newly appointed Deputy Public 
Health Minister Charoon Ngamphichet 
called for a toning down of the campaign 
in order not to deter foreign tourists. 


Cross indexing 


Malaysian diplomats played a key role ir 
persuading the UN Development 
Programme (UNDP) to alter a 
controversial Human Freedom Index 
(HFI) which appeared in last year's UNDP 
annual report. The HFI will be replaced 
by a Political Freedom Index, which 
apparently makes no attempt to rank 
countries as in the 1991 report. Malaysia 
was incensed last year when it rated a 
lower ranking than Singapore and Israel 
in the HFI, and found itself in the same 
group as Iraq and almost all communist. 
bloc countries. WE 








Environment : Earth Summit 
Malaysian Prime Minister Mahathir sets 
the rhetorical tone for the agenda the 
developing world will probably adopt 
for the forthcoming Earth Summit in Rio 

: de Janeiro 22 
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Australia : Hi-Tech City 

-A Japanese bureaucrat imagined a 
. hi-tech city rising out of Australia, 
-and he named it: Multifunction 

i P olis 38 

-A former swampland near Adelaide 
wins the contest for hosting the 

ty 39 
















Business 


‘South Korea : Finance 

The country’s ailing investment 
trust companies, used by the 
government to try to prop up the 
Seoul stockmarket, are in need of a 
bail-out 44 

Awaiting a stock boost 44 


Taiwan : Trade | 
Taipei moves to reduce tension wit 
Washington over intellectual propert 
rights 45 

Roll of dishonour 46 





Malaysia : Companies 

Tycoon Lim Thian Kiat may face his 
biggest test yet if he tries to take over 
Pilecon. Engineering 48 

Bloodied in battle 54 


Cojuangco's Christians 


The decision by the 
Philippines' Iglesia 
ni Cristo (INC) 
church to back 
presidential 
candidate Eduardo 
Cojuangco in the 11 
May general election 
may produce even 
more votes for the 
candidate than the 
*hurch’s estimated 2 
nillion-plus members. Erano Manalo, 
he politically-powerful executive 
minister of the Christian evangelical 
church, announced on 3 May that 
urch members should vote for 
uangco — a former top business 
'rony of the late Ferdinand Marcos. 
dowever, INC sources say church 
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Cojuangco. 














Hongkong : Industry 
The colony's CFC 1 
pollution problem a 
‘southern China 54° 





Region : Banking 
Central Asian republics, hit hard by the 
Asian D > the Soviet Union, look fo. o the 
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_ Hongk ng: Companies 


ly for a Hongkong construction 
any, International Tak Cheung is 
ying overseas 59 


paland : f Policies - z i 
forest sale temporarily. brings the 











aS | - : government's s privatisation plans back to 


<broke rs strike i ina regulatory. tussle 

the government, lending even more 
latility to the nation’s boisterous 

markets 60 

Taiwan : Companies — 

Bombings « of McDor restaurants 

are part ot a trend of b ekmail attempts 





ministers also quietly told members to 
try and persuade at least one other 
Filipino to join them in voting for 
Cojuangco. In common with two other 
presidential candidates from the Marcos 
era — Fidel Ramos and the former 
president's widow Imelda — Cojuangco 
has now been branded as "Godless" by 
Manila's archbishop, Cardinal Jaime Sin. 


Under Two Flags 


British Airways (BA) has emerged as the 
leading contender to take a substantial 
equity stake in Philippine Airlines Inc. 
(PAL). BA is thought to be more 
acceptable to the Philippine flag carrier's 
private majority owners, given that 
leading US airlines are currently 
seriously short of cash. For its part, BA 
would benefit from a link-up with PAL 
as it currently has no te Facite 
routes. | 
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Bangladesh : Banking 4r 
The closure of an investment finance As 
M cwn starts a run of wit 6 
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Politically incorrect 
Do Phuong, the head of Hanoi's official - 
Vietnam News Agency (VNA), has been 
reprimanded by the communist party 
for publishing a report on a strongly 
ideological statement signed by nearly 
70 communist party delegations 
attending the BOth birthday celebration 
of North Korean leader Kim Il Sung in 
mid- -April. The VNA report was given 
prominence in Hanoi's influential pus 
and army dailies, despite Vietnam's 
refusal to sign the Pyongyang statement 
which referred to socialism as “the 
decisive system for the future of 
humanity, " The Vietnamese party has 
tried to play down its support for 
international revolutionary causes in an 
attempt to expand its economic and 
diplomatic ties with the non-communist 
world. 
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UNITED STATES 


Melting pot boils over 


Los Angeles riots dramatise plight of Korean Americans 


By Susumu Awanohara in Los Angeles 
and Shim Jae Hoon in Seoul 


n an emotional encounter at the heav- 
ily guarded South Korean Consulate 
in Los Angeles on 4 May between 
leaders of the Korean American com- 
munity and California Governor Pete 
Wilson, David Kim, the head of the com- 
munity grocers’ association put the crucial 
question: “Where were those [the police 
and the National Guard] who are sup- 
posed to protect and serve their people 
when we needed them most?” 

Kim called on government help to re- 
build Korean American businesses, devas- 
tated in the three-day riot that raged from 
29 April to 1 May, and added the ominous 
warning: “If we do not have a reply . . . 
there will be uncontrollable demonstration 
of our frustration, anger and disappoint- 
ment — in huge numbers.” 

As Los Angeles citizens pick up the 
pieces and start to rebuild, and as the US 
ponders the riot’s broader meaning, the 
Korean American community stands po- 
larised, still shell-shocked and enraged by 
the destruction wrought on it. Korean 
American entrepreneurs were by no means 
the only victims of the rioting, nor were 
the perpetrators of arson, looting and van- 
dalism all blacks. 

But there is no question that the long 
standoff between Korean Americans and 
blacks in this city has turned into overt con- 
frontation and that unless the situation is 
handled delicately, more trouble could fol- 
low. Observers worry that Korean Ameri- 
can demands for separate compensation 
and the Seoul government's reported call 
for "reparations" for Korean American 
businesses could prove counterproductive. 

The Los Angeles riot, triggered by the 
acquittal on 29 April of four city policemen 
who had severely beaten a black motorist 
after a chase in March last year, is now 
described as the worst in this century, with 
the death toll surpassing 50. Some 3,600 
fires were reported in three days in the city 
and adjacent areas. About 1,600 businesses 
were burned down or otherwise damaged 
seriously, and double this number were 
looted, according to preliminary reports. 

At least 100 Korean American-owned 
groceries, liquor stores and other shops 
were hit on the first night, mainly in the 
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Cleaning up and maybe starting again. 


city’s predominantly black South-Central 
district, where few Korean Americans ac- 
tually live. Violence spread in the follow- 
ing two days to Koreatown and beyond, 
and a tally by the Korea Times newspaper 
showed, as at 5 May 1,867 community 
businesses reporting total damage of 
US$346 million. 

Two Korean Americans were killed by 
gunfire: one in an accident, by fellow Ko- 
rean Americans protecting their property 
from their attackers, and the other when 
he was coming out of a bank having with- 
drawn some money. Many others were 
wounded. 

Korean Americans arming themselves 
heavily in self-defence made some of the 
most disturbing and memorable images of 
this riot, shown repeatedly on television 
and in newspapers. Korean Americans 
complain bitterly that they had no other 
choice, given that the police and the Na- 
tional Guard had abandoned them. 

Prof. Eui-young Yu of California State 
University protests further that the media 
took these images out of context to frame 
the black-Korean American conflict as the 
central feature of the riots. Yu and others 


CAR FASTEFRN FCONOMIC REVIEW 


feel Korean Americans are being blamed 
for the failure of mainstream America to 
integrate the blacks. But many conserva- 
tive Americans seem to applaud the Ko- 
rean Americans’ action; a segment of the 
anti-gun control lobby has already made 
them its hero. 

Minimising black-Korean American ra- 
cial tensions, some observers point out that 
Korean Americans happen to own the ma- 
jority of groceries in South-Central Los An- 
geles. Koreatown lies directly north of 
South-Central and was thus a natural tar- 
get. Some reports stress that Hispanic and 
white Americans as well as blacks were 
involved in the violence in Koreatown. 

But the racial tensions are out in the 
open. As Congresswoman Maxine Waters 
from South-Central said: “Let us not deny 
that there are tensions [and] suspicions. Let 
us not deny that there are people down 
here who believe that people coming from 
some place else are doing better." 

Tense relations between blacks and Ko- 
rean American shopowners are seen 
throughout the US. Blacks complain of 
rude treatment and high prices in these 
stores, and Korean Americans complain of 
losses from shoplifting. Feelings reached a 
new height last year when a white judge 
gave not a prison sentence but probation 
to a Korean American woman who had 
shot dead a black teenager she suspected 
of shoplifting a bottle of orange juice. 

On 4 May, the day the dusk-to-dawn 
curfew was lifted in Los Angeles, the po- 
lice opened a "storefront" at the massive 
Oriental Mission Church at the edge of 
Koreatown to allow Korean Americans tc 
report the damages they had suffered. 
Asked about Korean Americans’ anger al 
the failure of the system, and in particula: 
of law enforcement, to protect them, 5g 
Gary Farmer said: “When something hap 
pens to you personally, it means every 


. thing to you.” He hastened to add tha 


such a reaction was understandable fron 
the many Korean American businessmer 
whose insurance does not cover damage 
suffered from civil unrest and who ma 
not be able to restart their businesses. 

But the community's strong demand fo 
special compensation — including deb 
and tax relief, emergency credit and contri 
butions to relief funds — is making somi 
city and state officials uncomfortable. Thi 
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Officials, citing budgetary constraints, have 
been less than forthcoming with specifics. 

One Asian American notable laments 
that recent immigrants are not required or 
prepared to give up part of their old selves 
to become American and work with other 
Americans. 

The Seoul government's reported sug- 
gestion that the US should pay "repara- 
tions" to Korean American victims raised 
eyebrows in California and Washington. 
Seoul dispatched Assistant Foreign Minis- 
ter Ho Seung Ho on 3 May to survey the 
damage and to discuss it with city and state 
officials. Ho managed to make a courtesy 
call on Los Angeles Mayor Tom Bradley 
on 5 May but Wilson was having "sche- 
duling difficulties." 

Observers suspected that the coming 
presidential election in South Korea was 
one reason behind Seoul's interest in the 
Los Angeles riot. Opposition leader Kim 
Dae Jung, a likely presidential candidate 
who is calling on Seoul to set up an agency 
to look after "Overseas Koreans" toured 
Koreatown on 4 May. Some observers also 
said that Seoul feels responsible, having 
actively encouraged South Korean emigra- 
tion to the US. 

Kim's tour inspired fact-finding mis- 
sions by other groups, notably the ruling 
Democratic Liberal party and the recently 
founded Unification National party. Offi- 
cials at the South Korean Consulate in Los 
Angeles said they were barely able to cope 
with the influx of high-powered missions. 

The sudden rush to Los Angeles 
prompted concern that some South Kore- 
ans might have forgotten that the 400,000 
Koreans living in Los Angeles are immi- 
grants who have adopted a new country. 
Expressions of support sometimes ap- 
peared excessive, with students holding 
demonstrations in front of the US Embassy 
in Seoul and the local press reporting that 
the Korean Embassy in Washington might 
ask for US Government "compensation." 

The riot is likely to have a profound 
long-term effect on the Asian American 
community as on the rest of the US. "Sud- 
denly, I am scared to be Asian. More spe- 
cifically, I am afraid of being mistaken 
for a Korean [American]. Having acknow- 
ledged those fears, I feel shame, guilt and a 
- . . puzzlement over where to go from 
here,” wrote Los Angeles Times columnist 
Elaine Woo, who is Chinese American. 

Although the Bush administration is 
obviously reluctant to spend great amounts 
of money to improve the lot of Korean 
Americans, it will nonetheless divert more 
of its dwindling resources to domestic pro- 
grammes, making the US more inward- 
looking, analysts say. If, on top of that, 
Asian companies decide that Los Angeles 
is no longer a safe and pleasant place in 
which to do business, the city’s position as 
US’ strongest link with Asia could be di- 
minished, a city official says. z 
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AFGHANISTAN 


A shaky start 


Ethnic rivalries pose a threat to new regime 


he success of Kabul’s newly formed 

i provisional government in winning 

almost universal diplomatic recog- 

nition, coupled with the return of some 

refugees to the war-torn country, are signs 

that Afghanistan may at long last have put 
14 years of civil conflict behind it. 

But the delicate balance of force among 
tribal groups inside and outside the provi- 
sional regime remains a serious threat to 
peace. Fears still persist of a takeover at- 
tempt in Kabul by the fundamentalist 
Pashtun mujahideen groups which refused 
to accept the 50-member interim council 





Struggling to survive a fragile peace 


installed on 28 April. Frictions within the 
council could also pose a threat to the re- 
gime's stability. 

The main threat to Kabul comes from 
the Hizbe Islami mujahideen group, led by 
fundamentalist Gulbuddin Hekmatyar, 
whose guerillas are now in alliance with 
defectors from the former Kabul military. 
The Hizbe Islami remains poised near the 
capital and has warned that they will con- 
tinue to attack "traitors" in the ruling coali- 
tion. 

The government now in power in Ka- 
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bul is a coalition of some mujahideen 
groups with former communist members 
of deposed president Najibullah's erstwhile 
Watan Party. The regime is backed by three 
militia groups drawn from minority tribal 
groups — the Uzbeks of Gen. Rashid 
Dostam, Gen. Abdul Momin's militia and 
the Ismaili militia of Saeed Kehani. De- 
scribing its aim as foiling the conspiracy of 
this coalition, the Hizbe Islami has threat- 
ened that if the militia groups do not leave 
Kabul peacefully they will be thrown out 
by force. 

Commander Ahmed Shah Masud, the 
Tajik leader who serves as defence minis- 
ter in the Kabul provisional government, 
claims that Hekmatyar and the 
Hizbe Islami no longer have the 
power to attack Kabul, but this is 
vigorously refuted by Hizbe Islami 
leaders. In a press interview on 2 
May, Hekmatyar said the forces at 
his disposal included 135 service- 
able jet fighter-bombers and several 
thousand missiles including Scuds 
with a 300-km range. 

Talking to reporters in Logar 
province near Kabul, Hekmatyar 
said that he did not wish to set up a 
government "on the ruins of Kabul" 
and for that reason had been hold- 
ing his peace. On the return of 
“normalcy” to Kabul, his party's 
nominee, Ustand Fareed, would go 
to Kabul to take over as prime 
minister under the terms of the in- 
ter-mujahideen accord reached in 
Peshawar on 24 April. Hekmatyar 
said he had "conditionally" ac- 
cepted a ceasefire in Kabul, but the 
Kabul militia was continuing to 
shell his positions. 

Hekmatyar claimed that in sev- 
eral messages to him, Dostam had 
offered to lay down his arms on 
condition that his forces were al- 
lowed to leave Kabul unharmed. “If 
we accept his demand, he will arrive here 
by helicopter within the next 10 minutes," 
he asserted, adding that he would not even 
consult Interim President Sibghatullah 
Mujadedi on this issue. If the Uzbek militia 
remain in Kabul, Hekmatyar said, there 
could be “no normalisation.” He also in- 
sisted that no government could be formed 
in Kabul without his party's representa- 
tion. 

Although the Afghan civil war was 
tought partly along tribal lines, Hekmatyar 
claimed that there was "no ethnic schism 
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among the mujahideen" citing as evidence 
his party's nomination of Fareed, a Tajik 
from northern Afghanistan, as prime min- 
ister in the provisional government. 

Western diplomats regard disarmament 
of the various mujahideen groups as the 
biggest problem facing Afghanistan if the 
peace is to hold. Under the "negative sym- 
metry" agreed between Washington and 
Moscow in 1990, both governments are 
committed to withdrawal of major wea- 
pons supplied to their clients during the 
civil war. But this is likely to prove virtu- 
ally impossible while the country remains 
divided into what are, in effect, indepen- 
dent political fiefdoms. 

Some observers suggest that the only 
practical way to recover weapons from the 
guerillas could be an offer to buy them 
back. 

Apart from Hekmatyar's intransigence, 
the Kabul government is facing growing 
friction among the 50 members of the gov- 
erning council headed by Mujadedi, with 
some members not even on speaking terms 
with each other. 

Another source of friction is the anger 
and disappointment of the Iran-based 


In Pashtun 
ountry 


By Ahmed Rashid in Jalalabad | 


On the road from Kabul to the eastern 
city of Jalalabad, a convoy of 14 brand 
new Japanese trucks, filled with crates of 
ammunition and arms and carrying 
some 500 men drives down from the Pa- 
kistan border to Kabul. They are rein- 
forcements for Gulbuddin Hekmatyar's 
Hizbe Islami group, which is refusing to 
acknowledge the new mujahideen gov- 
ernment in Kabul and is carrying on a 
sporadic guerilla war from its bases on 
the outskirts of the city. 

Waving large posters of Hekmatyar 
that make him ap as a saint of the 
Pashtuns, the men shout Allah O Akbar 
and stop to check all traffic closely. 
Following the convoy are some 40 trucks 
of wheat sent by the Pakistan Govern- 
ment to relieve the food shortages in 
Kabul. 

Even though Pakistan has officially 
disassociated itself from Hizbe Islami, 
the convoy of Pakistani trucks convinces 
local Pashtuns that Hekmatyar is still re- 
ceiving Pakistani backing and is escort- 
ing the convoy into Kabul. The truth is 
that the convoy was hijacked two days 
ago by Hekmatyar, who has now “re- 
lented" and is allowing it to pass through 
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Hizbe Wahdat, a group of nine Shia Mus- 
lim mujahideen groups, at being sidelined 
in the interim regime. Diplomats say, 
though, that Iran has insisted on the group 
remaining quiet until Kabul becomes more 
stable. The Iranian Government has earned 
praise from several Western countries for 
its help in dousing inflamed Afghan pas- 
sions. 

Like Iran, Pakistan has won interna- 
tional goodwill for its role as an intermedi- 
ary in Afghanistan, but the achievement 
may have cost Prime Minister Nawaz 
Sharif dearly at home. Sharif's decision to 
visit Kabul on 29 April and to order the 
removal of all restrictions on transporting 
food to the new Kabul regime has antago- 
nised some of his allies in domestic poli- 
tics. 








Armed and waiting in Kabul. 
his territory. 

Individual Pashtun commanders in 
the area bordering the road are strength- 
ening their own territories and show lit- 
tle interest in travelling to Kabul to sup- 
port the government. Every few kilome- 
tres along the 192-km journey from Ka- 
bul to Jalalabad a checkpost, manned by 
guerillas equipped with tanks and ar- 
moured cars, blocks the road as fighters 
insist on lengthy negotiations before let- 
ting travellers through. 

In Jalalabad, the capital of the heart- 
land of the Pashtuns, the city's shura, or 
council of mujahideen and army com- 
manders, is installed in the Spinzer Ho- 
tel — a Soviet-style building which is 
pockmarked with bullet holes. The man- 
ager cowers in a corner of the hotel and 
says he has no authority to let rooms be- 
cause the guerillas have taken over the 
hotel. 

Jalalabad, which held out against in- 
tensive mujahideen sieges for years, was 
the last major Afghan city to fall to the 
guerillas before the takeover in Kabul. 
Army and police officers, who are also 
hardline Pashtun nationalists, now coop- 
erate with the mujahideen. 
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Jamaate Islami, the second most im- 
portant component of the ruling Pakistani 
coalition — the Islamic Democratic Alli- 
ance (IDA) — which is also Hekmatyar's 
strongest supporter, has all but formally 
dissociated itself from Sharif. It ordered its 
members to stop attending IDA meetings 
and has become publicly critical of the 
prime minister, though without mention- 
ing Afghanistan even once. This is inter- 
preted as an attempt to avoid antagonising 
the military establishment, whose domi- 
nant faction has turned against Hekmat- 
yar. 

Sharifs Afghan policy is also coming 
under implied criticism from other direc- 
tions, The removal of transport restrictions 
has unleashed a flood of heavy vehicles 
loaded with wheat, sugar, tea, cooking oil 
and vegetables crossing every day into Af- 
ghanistan where near-famine conditions 
prevail. This is in addition to the Pakistan 
Government's own shipment of 2,000 
tonnes of wheat to Kabul. The shipments 
have created fears of food scarcity in Paki- 
stan's food deficit regions all along the Af- 
ghan border. The impact on prices is being 
felt as far east as Islamabad. J 


Interim President Sibghatullah Mu- 


jadedi and the powerful new Tajik De- 
fence Minister Ahmad Shah Masud, are 
struggling, apparently with some suc- 
cess, to win over prominent Pashtun 
commanders to their side in order to give 
the government greater legitimacy. Last 
week, Pashtun commanders from five 
southern provinces travelled to Kabul to 
support the regime. But the eastern 
Pashtuns, who straddle the Pakistan-Af- 
ghanistan border, are still hedging their 
bets. 

Hekmatyar is now dropping his Is- 
lamic radicalism in order to appeal to 
Pashtun nationalism by accusing Masud 
of being an Iranian agent and a “crea- 
ture" of Gen. Rashid Dostam's Uzbek 
militia. "We are not fighting other muja- 
hideen, but Dostam's men are thiefs and 
thugs and who have raped Pashtun 
women," said Saeed Amin, a Hizbe com- 
mander outside Kabul as he led his men 
in a rocket attack on government posi- 
tions. 

The present surliness of the eastern 
Pashtuns and their unwillingness to co- 
operate with Kabul is the greatest threat 
the new regime faces. It will allow 
Hekmatyar to continue a low-level gue- 
rilla war and give him time to forge new 
alliances with other Pashtun command- 
ers by fuelling their resentments against 
the government. Those Pashtun com- 
manders who cooperate with Kabul are 
already being termed traitors and quis- 
lings by Hizbe Islami. E 
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By Paul Handley in Bangkok 





grave challenge which leaves him few op- 
tions other than stepping down or taking 
extraordinary means to stifle opposition. 
Just as Suchinda was confidently preparing 
to launch into the full parliamentary season 
with his new government's policy state- 
ment, Chamlong Srimuang, the popular 
former governor of Bangkok and now op- 
position MP, declared he would fast until 
death if Suchinda did not resign from of- 
- fice. 
.. Both government and opposition sup- 
porters were stunned by the an- 
nouncement. Hunger strikes are com- 
mon in Thai politics, but never in re- 
cent memory has a national leader of 
Chamlong’s stature taken such a 
step. Chamlong gave no warning of 
his decision prior to a 4 May rally, 
where some 40,000 Thais gathered to 
protest against Suchinda going back 
on his word by taking the premiership 
without running for election. 

Delivering “the last letter from 
Chamlong Srimuang,” the former 
army general said Suchinda and his 
military colleagues intended to hold 
on to power for more than 10 years 
and that, because the military had a 
lock on the parliament, the only way 
to oppose them was to take the fight 
outside parliament. 

“I have considered it thoroughly 
and decided to put my life on the line 
... Normally people will live on water 
alone for no more than seven days . . . 
I am proud to have been born a Thai 
... If I have to leave the world in a few 
days, I will not regret it. Goodbye." 

The large crowd was deeply 
moved by the "letter." Chamlong is deeply 
respected in the capital, where his Palang 
Dharma party holds a lock on city govern- 
ment and parliamentary seats and where 
he assiduously maintains a "Mr Clean" 
image. Prior to the parliamentary election 
on 22 March, opinion polls also ranked 
Chamlong as the favourite candidate for 
prime minister. 

.. Although Chamlong's move is an un- 
precedented political gamble, Suchinda 
cannot afford to ignore him and the op- 
position. Over the past month, Suchinda 
is government have studiously 
'oided addressing or provoking the op- 







position in the hope that their momentum 
would begin to fade. The prime minister 
appeared to have prevailed when, after 
three weeks of a hunger strike in front of 
parliament, former MP Chalad Vorachat 
passed out at the end of April and was 
sent to a hospital without much public 
outcry. 

Over the same period, both of Su- 
chinda's leading military backers — Su- 
preme Commander Air Chief Marshal 
Kaset Rojananin and army chief Gen. 
Issarapong Noonpakdi — have refrained 
from speaking in public in order to avoid 
inflaming public opinion, as have most 
members of the cabinet. Further, in an ef- 
fort to contain the opposition's influence, 





national radio and television stations have 
been prevented from broadcasting any 
news reports critical of Suchinda's govern- 
ment. That has left many of the 40 million 
rural Thais in the dark about what is hap- 
pening in their capital. 

The net effect was a feeling that the op- 
position was about to lose steam. For ex- 
ample, while the opposition mustered a 
crowd of 50,000 in an anti-government 
rally on 20 April, since then they have had 
little success in generating popular support 
against the newly installed administration. 

According to opposition sources, by 4 
May the leaders of some of the five opposi- 
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tion parties had become resigned & 
ing their battle into parliament. T! 
confrontation would have been a noci 
dence motion the Opposition was p 
ing, expected over the next few weeks 
Observers believe Chamlong acted 
cause he felt that the opposition w 
crumble once the debate started in part 
ment. The four military-backed govern- — 
ment parties hold 195 seats in the Tower 
house, not many more than the 1 8Üneeded 
to constitute a majority. But the Senate’: 
2/0 members were all hand-picked by the - 
military junta which Suchinda has guided 
since the February 1991 coup. While Su 
chinda was able to ignore Chalad's fast, 
doing the same for Chamlong will be diffi- 
cult. Chalad sustained his fast for more 
than three weeks by taking regula: 
of glucose, salt and water, 
declared he will only take 
refuse regular medical e 
also invited supporters to 
to prevent being tak 
treatment or force 
Chamlong follows a 
men, and is uss 
are that he we 
10 days with or 
The threat. of CI 

or dying puts Suchin: 
analysts say. He could ai 
nore Chamlong, hoping t 
ger strike would eventually 
in a hospital and take the s 
the opposition — a rather in 
possibility. Nor can Suchind. 

















































to become prime minister. — 
If Chamlong were te 
















and force S 

tions then wor 
ping down and“ 
tion to prove his deme 
tials, which is what Cha 
other opposition leaders wan: 

On the other hand, Suchinda couk 
opt for force to drive the opposition 
from the streets. However, thatwould 
entail a major domestic political gam- 
ble and could wreck the image of stabifity 
Thailand has built up abroad in the past 
few years. 

In some respects, that is what some of 
the oppositionist groups are hoping will d 
happen. Many have spoken of repeating —.— 
the overthrow of a dictatorial military re- 
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gime on 14 October 1973 to establish. 
democratic government. So far, howeve 
the Suchinda government has not oblio 
by exhibiting the same degree of re 
sion as the 1973 military regime, nor- 
the pro-democracy movement show? 
can garner much active public support: 
did. 
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US further eases 
Vietnam embargo 


-> The US has further eased its embargo 


of Vietnam, saying it would allow 
commercial sales to meet basic human 
needs and lift restrictions on aid projects 
by American non-governmental and non- 
profit organisations. State Department 
spokeswoman Margaret Tutwiler said on 
29 April that the steps were taken in 
response to Hanoi's strengthened 
commitment to help resolve the cases of 
American servicemen missing in action in 
the Vietnam War and its support of the 
UN settlement in Cambodia. Under the 
new rules, the sale of food, clothing and 
health and educational materials will be 
permitted. Tutwiler said the relaxation “is 


in keeping with the established US policy 


of a step-by-step process for normalising 
relations with Vietnam.” On 13 April, the 
US lifted a telecommunications ban on 
Vietnam. 


Japan compromise likely 

on peacekeeping role 

> Japan's leading opposition parties 
appear close to a compromise on the 
controversial bill to allow military 
personnel to participate in UN 
peacekeeping operations. Makoto 
Tanabe, chairman of the Social 
Democratic Party of Japan (spry), said 
during a television programme on 3 May 
that the party would accept a temporary 
bill applicable only to the UN Transitional 
Authority in Cambodia and valid for only 
two years, under which military 
personnel would be detached for UN 
service. The spr} had previously insisted 
that participation in UN operations 
overseas be limited to civilians. However, 
Keigo Ouchi, chairman of the Democratic 
Socialist Party (DSP), speaking on the same 
programme, urged that the bill be 
approved subject to review after three 
years. The DSP and the Komei Party have 
basically supported the ruling Liberal 
Democratic Party's proposals on the 
peacekeeping issue. Debate on the bill, 
which has been stalled in the upper house 
for several months, is expected to resume 
in late May. 


Manila inquiry on 

presidential candidate 

> The Philippines Commission on 
Elections is investigating a complaint that 
leading presidential candidate Ramon 
Mitra used government facilities to print 
campaign literature and should be 
disqualified from the 11 May election. The 
complaint was made by rival presidential 
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candidate Fidel Ramos' coalition, Lakas 
ng Edsa-National Union of Christian 
Democrats, after a 2 May raid on the 
House of Representatives' printing presses 
by three of the party's congressmen and 
others. The House's lawyers have, in turn, 
filed criminal charges against the three in 
connection with the raid. 


US navy begins using 
Malaysian facilities 

> Malaysia and the US have 
implemented an agreement signed in 
April for the repair of US naval vessels at 
the privatised Malaysian naval dockyard 
at Lumut in Perak state. The dockyard 
has already serviced a US navy tug and is 
now carrying out routine repairs to a tank 
landing ship from the US 7th Fleet. 
Washington has said that commercial 
agreements granting the navy access to 
service and repair facilities in Southeast 
Asia are an important aspect of 
maintaining a credible US military 
presence in the region after the 
withdrawal of US forces from bases in 

the Philippines. 


Social indicators 


Expected urban growth rate, 
1990-95 
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Source: UN Population Fund 


Taipei opposition 

MPs boycott debate 

> Taiwan's opposition party walked out 
of the National Assembly on 4 May 
during a debate on changes to the 
country’s constitution. The leader of the 
Democratic Progressive Party's 74- 
member delegation said that the ruling 
Kuomintang had refused to allow 
discussion on opposition proposals. The 
opposition had also held a street protest 
in late April to demand discussion in the 
assembly of direct presidential elections, 
but the demonstration was broken up by 
police after four days. 
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Indonesian Muslims 
rally for Suharto 
> Thirty-seven 
Indonesian Muslim 
organisations held a 
mass prayer rally on 
30 April to pledge 
support for the re- 
election of President 
Suharto to another 
five-year term. 
Suharto, 70, has been 
in power since 1967 
and will complete his current term in 
March. The meeting, organised by former 
religious affairs minister Alamsjah 
Ratuperwiranegara, attracted several 
thousand followers. Some Indonesian 
groups have criticised the government 
for allowing the rally to go ahead just 
before campaigning for parliamentary 
elections begins. Several other planned 
meetings with a political agenda have 
been forbidden by the police in recent 
weeks. 





Suharto. 


Meeting focuses on 
Cambodia's debts 


> Representatives of 14 countries met in 
Washington during the last week of April 
to discuss ways to help Cambodia bring 
its payments to the IMF and the ADB up to 
date so that it can get the funds needed to 
rebuild its war-wracked economy. Japan 
and France both strongly support the 
early normalisation of Cambodia's 
relations with the IMF, one Japanese 
official said. Cambodia now owes the IMF 
US$58 million and the ADB about US$2 
million. Clearing these debts would allow 
the country to resume borrowing from 
these and other international financial 
institutions. 


US military chief offers 
help over Cambodia 


> US forces in the Pacific could help the 
UN to secure its objectives in Cambodia 
under the UN-sponsored peace 
settlement, Adm. Charles Larson, the 
Hawaii-based chief of the US Pacific 
Command, told the Foreign 
Correspondents’ Association in Sydney, 
Australia, on 5 May. “I do have the 
flexibility and the mobility and the power 
from outside that country if called upon 
to be a guarantor. If some of those [UN 
peacekeeping forces] get in trouble, | 
could help ensure their security and I 
could help stabilise that situation. That 
could be perhaps a more appropriate role 
than large numbers of US forces on the 
ground there," Larson said. 
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Tokyo closes. 
London opens. 





“Around the world in eighty days” is a 
thing of the past. As world markets move 
even closer, distance is no object to today’s 
investor. 

A responsible investment advisor will 


not just read the latest information ‘off 


the stock market computer. He will supple- 
ment it with additional data, collected and 
evaluated on the spot. 


UBS. The bank of experts. 


Thats why "global presence" is the 
essential basis for sound investment advice. 
Being the country's leading bank, UBS has 
made good use of the Swiss inclination to 
think international. 






Union Bank 
of Switzerland 


UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Scoul, Sydney, Bombay. Head Office: Union Bank of Switzerland. 


Bahnhofstrasse 45, CH-8021 Zurich. 
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You'll Like 
Our New 
Dimensions 
at the 
ort of 
Savannah 


Our magnificent new bridge has a vertical 





















clearance of 185 feet, our harbor has 
been widened to 500 feet, and plans are 
in motion for the channel to be 
deepened. The Port of Savannah - suited 
to your specifications. 

For further information contact : 
TOKYO: Isao Togioka, Far Eastern 
Director, Tel: (81-3) 3214-3851/2. FAX 
(81-3) 3211-1978. Telex: (781)29141. 
SAVANNAH: Richard Field, Director of 
Trade Development, Tel: 912-964-3811, 
or toll-free 800-841-1107. (In GA: 800- 


342-8012). FAX 912-966-3615. 


Port of Savannah 
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SINGAPORE 


A leg up for friends 


Goh's loyalty test starts controversy over housing 


By N. Balakrishnan 


controversy has arisen over the 
A “political loyalty test” that the gov- 

ernment intends to apply in con- 
stituencies with competing claims to a tax- 
payer-funded refurbishment programme 
for public housing estates. The test, in es- 
sence, will focus on the extent of electoral 
support given to the People’s Action Party 
(PAP), which has ruled Singapore since 
1959. 

The controversy started in April when 
Prime Minister Goh Chok Tong announced 
that the extent of the electoral support 
given by constituents will be one of the 
criteria used to decide the order in which 
the refurbishment will be carried out in 
housing estates. 

Goh said that the age of the residents, 
demographic profile and local environ- 
ment will be among the factors to be con- 
sidered first. But the extent of electoral sup- 
port given to the PAP would be used as a 
“tie-breaker” if two constituencies were 
found to be equally qualified on the basis 
of other criteria. 

Goh disclosed that he had been criti- 
cised for openly linking the upgrading 
problem to voting patterns. “I could have 
mouthed very sweet words,” he said, “but 
. .. I say what I think, maybe sometimes 
people say, unwisely.” 

About 86% of Singaporeans live in pub- 
lic housing estates, the result of two dec- 
ades of an impressive housing programme 
by the government to move people out of 
dilapidated older buildings and slums into 
modern high-rise apartments. While pub- 
lic housing can be rented or bought, most 
Singaporeans opt to buy because they can 
use money from the compulsory pension 
fund — the Central Provident Fund — for 
the purchase. An estimated 90% of those 
living in public housing are owners. 

Although the need for further acceler- 
ated construction of public housing is no 
longer there, some of the older homes built 
in haste in the 1960s and 1970s need to be 
refurbished soon if they are not to degen- 
erate into slums. Such a programme is also 
needed to keep up with the rising expecta- 
tions of a population that two decades ago 
may have been satisfied with merely hav- 
ing a roof over their heads. 

The government announced last year 
that it will spend about S$15 billion 
(US$9.93 billion) to upgrade public hous- 
ing estates over a 15-year period. The gov- 
ernment would provide the bulk of the 
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funds for refurbishment, with the tenants 
paying a small part of the cost — in keep- 
ing with the PAP ideology of “no free 
lunches” in public services. 

Six housing estates — Clementi, Lorong 
Lew Lian, Ang Mo Kio, Telok Blangah, 
Kim Keat and Marine Parade — all of 
which voted for PAP candidates in last 
year’s general elections — have been cho- 
sen for the first phase of a “demonstration” 
refurbishment programme expected to be 
completed by 1994. 

The cost of the demonstration refurbish- 
ment is estimated to be S$45,000 per unit, 
of which the tenants are expected to pay 
only 10%. The government estimates that 
the refurbishment will raise the average 
value of the flats by $$40,000. 

The tenants see it as good value for 
money. When asked to decide whether 
they would like to participate in the pro- 
gramme, more than 90% of tenants in the 
six estates voted yes. The lowest percent- 
age (91.1%) was in Marine Parade, Goh's 
constituency, and the highest (98.8%) in 
Telok Blangah. It is not clear whether the 
subsequent phases of the programme, 
which will involve both the government 
and the tenants having to pay more, will 
also receive such overwhelming support. 

The government has also announced 
that 11 estates will be targeted for the re- 


furbishment programme after the current 


one is over, and that the four opposition 
constituencies — Bukit Gombak, Hougang, 
Nee Soon Central and Potong Pasir — will 
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be among those considered for selection. 
The government has not announced which 
of the constituencies that voted for the PAP 
will be included in the next phase. 

Some observers say that since so many 
factors need to be satisfied before refurbish- 
ment begins and given that the govern- 
ment has said that all constituencies will 
eventually be refurbished, with only the 
question of timing being open to change, it 
is unlikely that any opposition constitu- 
ency will be overlooked in practice. 

All the four opposition-controlled hous- 
ing estates are less than 15 years old, and 
are therefore likely to become eligible for 
refurbishment just before the next general 
elections, expected in 1995 or 1996, 

Goh has, however, promised to hold a 
by-election in an unnamed constituency 
between August this year and March 1993, 
As a ruling party with a large majority, the 
PAP is not expected to fare well in a by- 
election. Goh’s message may, therefore, 
also be a warning that voters cannot safely 
cast protest votes in a by-election without 
worrying about the consequences. 

Immediate reaction to Goh's announce- 
ment has been overwhelmingly negative. 
According to an informal survey by the 
Straits Times newspaper, 41 out of 50 Sin- 
gaporeans said the new policy will make 
no difference to the way they vote. Many 
academics and all the opposition figures 
have also criticised the policy as a govern- 
ment attempt to use taxpayers’ money for 
the narrow political interests of the PAP. 

This is not the first time the PAP has 
tried to tell Singaporeans that voting for 
the opposition will lead to a deterioration 
of the housing estates. Before the 1984 elec- 
tions, the government announced it would 
be devolving public housing estates into 
"town councils” with the relevant MP be- 
ing in charge of their day-to-day mainte- 
nance. Voters were warned that electing an 
opposition MP without administrative ex- 
perience would lead to poor services and a 
drop in property values. 

That did not deter voters from return- 
ing Chiam See Tong, from the opposition 
Singapore Democratic Party, for the third 
time in the general elections last year. The 
town council in his Potong Pasir constitu- 
ency is reported to be doing a good job. 

Some observers say that the town coun- 
cil policy has, in fact, helped enhance the 
credibility to opposition MPs as able ad- 
ministrators instead of just speech-makers 
in the parliament. It remains to be seen 
whether the threatened political loyalty test 
will push undecided voters towards the 
PAP, or whether it will boost opposition 
support among voters who perceive Goh's 
tactics as intimidation. The PAr's share of 
the vote has been slipping in the past few 
general elections. The percentage of valid 
votes cast for the party in the 199] elec- 
tions declined to 61%, down from 63.2% in 
1988, 64.8% in 1984 and 77.7% in 1980, @ 
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The good scout 


Quayle as conciliator between US and Japan 


By Susumu Awanohara in Washington 


| S Vice-President Dan Quayle is 
| | emerging as President George 
Bush's point-man for shoring up the 
faltering US-Japan relationship, which has 
recently taken a further beating in both 
‘countries. In boosting the troubled bilat- 
eral relationship, Quayle has challenged a 
up of writers known as the "revision- 


ists” who have lent authority to criticism 


in the US Congress and among the pub- 
lic that Japan is radically different from 
other countries. 


the US-Japan relationship as strenuously as 
he has. However, while Quayle may face 


risks, he may also gain through his present 
stance. 


Preparing for his next trip to Japan in 
mid-May, the fourth since he became vice- 
in 1989, Quayle criticised both 
Japan-bashing in the US and US-bashing 
in Japan, and attributed the destructive 
rhetoric in the US to, among other factors, 
the writings of the revisionists. Their cen- 
tral theme is that the Japanese economy is 


_predatory, monolithic and incapable of 


change, and that its corporations are not 
subject to normal market forces, Quayle 


- said. While he added that the latest eco- 


nomic difficulties in Japan prove the revi- 


_ sionists are, for the most part, wrong he 
_ also said that the Japanese economy had a 


long way to go in opening up and giving 
reciprocal access to foreign goods, services 
and capital. "The issue is not whether Ja- 
panese firms buy Rockefeller Center or the 
Seattle Mariners [baseball team]. It is 
whether US firms have equal access to buy 
Nomura Securities or the Seibu Lions 
[baseball team]," he said. 

This last argument betrayed the shal- 


- Jowness of Quayle's case, argued revision- 


ist writer James Fallows of the Atlantic 
Monthly. Fallows pointed out that the revi- 
sionist argument begins where Quayle's 
ends, with the realisation that the Japanese 


- are extremely unlikely to sell Nomura or 
- Seibu to foreigners. Whereas Quayle im- 
plied that the US should keep demanding 


of the Japanese what to them is impossible 


. to concede, the revisionists are advocating 


a search for an alternative way of dealing 
with Japan, Fallows said. 

Clyde Prestowitz, another revisionist, 
saw a contradiction between Quayle's view 
and the administration's. "If Japan is just 
like other countries, why is the administra- 


tion having SII talks with 
Japan?" he asked. SII, or 
structural impediments ini- 
tiative, reflected an ac- 
knowledgment that the 
Japanese economy is struc- 
turally different from oth- 
ers, according to Presto- 
witz. 

Many observers, includ- 
ing the revisionists, said 
Quayle has had no special 
interest in Japan and must 
be serving as a vehicle for 
others who do. All agree 
that to a great extent 
Quayle is speaking for 
Bush, whom some wish 
would personally reaffirm 
the importance and basic soundness of US- 
Japan relations. "But Bush bashing the Ja- 
pan bashers would attract too much atten- 
tion and heat,” said Asia specialist Roger 
Brooks. By using Quayle and attacking the 
revisionists, Bush can lower his own vis- 
ibility and avoid hitting directly at protec- 
tionists and isolationists in Congress, 
Brooks said. 





Point-man Quayle. 


Observers variously noted that Quayle's 
views reflect those of the State Department, 
government agencies concerned with na- 
tional security, the broader foreign policy 
community and those of his principal for- 
eign policy adviser Karl Jackson — one of 
the few remaining overt Japanophiles 
within the administration. All are con- 
cerned that peace and se- 
curity in the Asia-Pacific re- 
gion may be affected by a 
continued worsening of 
US-Japan relations. 

But Quayle may not be 
an entirely passive player. 
While the vice-president 
risks being labelled as pro- 
Japan, if he can keep the 
right balance and gain pub- 
lic exposure he may be able 
to shed his lightweight im- 
age and establish himself as 
a serious foreign policy 
thinker. 

Many Japanese politi- 
cians and senior officials 
who are unable to meet 
Bush are already seeking to 
attract Quayle's attention, a Japanese dip- 
lomat says. Quayle's timing is also seen 
as reflecting Japan's current economic set- 
back, which has reduced "the Japanese 
threat” in the minds of many Ameri- 
cans. If bilateral relations improve, both 
Japanese and Americans may appreciate 
Quayle's role as a bridge between the two 
countries. * 





BURMA 


A ven for self-interest 


Tokyo's business lobby puts pressure on Hangoon 


By Bertil Lintner in Bangkok 


he recent easing of pressure on the 
i country’s dissidents by the Burmese 
regime is closely linked to an obvi- 
ous attempt to accommodate Japanese in- 
terests by the ruling military junta. "Japa- 
nese trading houses are itching to get into 
Burma, but the Burmese first have to clean 
up their act somewhat," said a diplomat. 
The Japanese were known to have been 
extremely displeased with the reception 
afforded Deputy Foreign Minister Kuni- 
hiko Saito, during a visit to Rangoon last 
December, shortly after the main opposi- 
tion leader, Aung San Suu Kyi, had been 
awarded the Nobel Peace Prize. Saito 
raised the question of democratic reform, a 
prerequisite for new Japanese aid and in- 
vestment, and urged Burmese Foreign 
Minister, Ohn Gyaw, to improve Burma's 
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international image. 

Saito also suggested that the ruling State 
Law and Order Restoration Council 
(SLORC) allow Aung San Suu Kyi to meet 
members of her family. But the Burmese 
snubbed Saito by persisting with their 
line that Aung San Suu Kyi was detained 
for posing “a threat to national security" 
and that she was “free to meet family 
members provided she left the country.” 

Saito’s visit, and the SLORC’s intransi- 
gent response to his requests, are said to 
have prompted Tokyo to send several un- 
official emissaries to Rangoon to negotiate 
with Burmese leaders. Through a network 
of veterans who fought in Burma during 
World War II and other private links, the 
Japanese are the only outsiders to have ac- 
cess to Burma's old strongman, Ne Win, 
whose role in ordering recent moves has 
been pivotal. Some of these war veterans 
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later set up business firms in Japan and 
became close allies of the rightwing of the 
ruling Liberal Democratic Party. Among 
such firms is the underwear giant, Wacoal, 
which has played a leading mediatory role 
between Tokyo and the Burmese military. 
Also important have been the recent 
unpublicised visits of some Burmese- 
speaking Japanese academics who are said 
to wield influence over Ne Win. 

Overtly, Tokyo expressed its displeas- 
ure with the SLORC when refugee status 
was granted to three prominent Burmese 
dissidents in Japan only a few days before 
the SLORC chairman, Gen. Saw Maung, fi- 
nally resigned on 23 April. In a rare ges- 
ture, Win Naing, chairman of the Burmese 
Association in Japan, his aunt Mya Mya 
Win and her son Moe Min Oo, on 20 April 
became the first non-diplomat Burmese to 
win refugee status in Japan. Tokyo has 
granted such status to no more than 200 
foreigners altogether. 

Soon after Gen. Than Shwe took over 
from Saw Maung, the head of the Japanese 
Foreign Ministry's Asia Bureau, Sakutaro 
Tanino, called in the Burmese Ambassador 
Thein Han to declare that Japan hoped 
Burma would resolve "various difficult 
problems soon under Gen. Than Shwe.” 
Tanino also said his government regarded 
as "a positive development" the SLORC'S 
pledge to open a national convention, re- 
lease some political dissidents and to 
allow Aung San Suu Kyi to have family 
visits. 

In the past Japan was a major aid donor 
to, and investor in, Burma. Japanese aid 
peaked at US$244 million in 1986. 

Japan first suspended all its aid follow- 
ing the massacre in Rangoon in September 
1988 but Tokyo soon came under pressure 
from companies involved in these projects 
to resume aid. In February 1989, existing 
projects were resumed. 

Pressure from Japanese companies to 
start new aid projects in Burma has been 
mounting over the past year, Tokyo-based 
sources say. Japan is also reported to be 
concerned with Burma’s staggering foreign 
debt: a record US$5-6 billion, of which 
about half is owed to Japan. Meanwhile, 
Singaporean, Thai and, especially, South 
‘Korean companies are doing brisk business 
in Burma. “The Japanese were being left 
out. They felt they had to do something. 
And given their unique position in Burma 
it is hardly surprising the Japanese decided 
to make use of that leverage,” an analyst 
. said. 

But the question remains: how far is the 
SLORC willing to go to appease the Japa- 
nese and how much aid and investment is 
Tokyo prepared to commit to a country 
whose fundamental political problems re- 
main unresolved? Political analysts seem 
to agree that the promised national con- 
vention may be of little more than cosmetic 
importance to this process. ^ 


PHILIPPINES 


Reel-life politicians 


Film and TV stars loom large in election run-up 


By Rodney Tasker in Manila 
^ hakespeare may have seen all the 


world as a stage, and Ronald Reagan 
may have made it to the White 
House by taking his word for it. But the 
marriage between showbiz and politics is 
getting out of hand in the Philippines. 
The difference between public office 
and box office has always been rather 
blurred in this country of song and dance. 
A politician with matinee-idol good looks 
and a stage-presence delivery can often 
capture the public imagination more easily 
than his or her more sombre, intellectual 
rivals. This has been put to the test more 
than ever before in the run-up to the Phi- 
lippines’ 11 May general election. 
Recent opinion polls show that the 
Philippines may well have an ageing 





former film star, Joseph Estrada, as vice- 
president and as many as four others from 
the world of entertainment taking seats in 
the 24-member Senate. Another gaggle of 
showbiz personalities are running for the 
House of Representatives and for positions 
as mayor or local councillor. 

The real politicians are, understandably, 
furious. They have to trudge from rally to 
rally and spend millions of pesos to win 
voter recognition. An official ban on elec- 
tion plugs in the media and even posters is 
a further handicap. But the showbiz types 
are off to a running start — they have only 
to let it be known that they are running to 
be guaranteed substantial votes. 

In the Philippines, just about anyone 
who has appeared in a film or hosted a 
television show is instantly recognisable — 
and popular, however dismal their acting 
abilities. Opinion polls bear this out. Film 
and TV personality Vicente "Tito" Sotto, 
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basketball and TV star Freddie Webb, 
screen comedian Augusto “Chiquito” 
Pangan and matinee star Ramon Revilla 
are more popular in the Senate race than 
all the incumbents running for re-election. 

They are among 15 showbiz personali- 
ties who have been enlisted by the various 
political parties to boost their vote-gather- 
ing machines. Sotto, Webb and Revilla are 
running with presidential candidate 
Ramon Mitra's party. Pangan is among 
three entertainers hoping to reach the Sen- 
ate on the ticket of dictator Ferdinand 
Marcos’ widow, Imelda. 

All four have run for public office be- 
fore. Sotto is Quezon City’s vice-mayor and 
Webb is a congressman. Revilla’s bid in the 
1987 senatorial election failed because of a 
mix-up over his last name and Pangan is 
vice-mayor of Makati. They can all claim 
they are no political slouches, even though 
their pictures are more at home on adoles- 
cent girls’ bedroom walls than party ban- 
ners. Sotto often reminds reporters that as 
an entertainer he is more simpatico with the 
public than most politicians. 

People like Sotto see no need to be 
apologetic about their showbiz credentials, 
especially in the light of the TV antics of 
some of their more professional political 
colleagues. Presidential candidate Miriam 
Defensor-Santiago, for instance, prompts 
quizzical attention from political commen- 
tators with some of her TV outbursts: she 
has dismissed all her presidential rivals as 
“certifiable idiots,” and she claims she rep- 
resents the “return of the Jedi” in her battle 
against the “evil empire [corrupt officials].” 

Estrada is in a class of his own. He eas- 
ily won a seat in the 1987 senate election, 
having proved to be a popular mayor for 
some years in the Manila district of San 
Juan. But his apparently limited attention 
span has spawned a host of jokes in Ma- 
nila social circles. For example, he was fu- 
rious over a Senate bill until he was re- 
minded by an aide that he had authored it; 
and he ordered “entree” for dinner at a 
French restaurant recently because he 
thought it was one of the dishes available. 

Yet Estrada is undoubtedly a crowd- 
puller at rallies by his presidential running- 
mate, Eduardo Cojuangco. All the presi- 
dential candidates try to have screen per- 
sonalities on their rally platforms as crowd- 
warmers. The difference now is that the 
stars are actually running. And with most 
Filipinos hooked on visual entertainment, 
showbiz seems set to win a larger stake in 
running the country. E] 
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Jakarta extends ban on Netherlands aid 


organisations (NGO) and other private 
; bodies that they may no longer receive 
: financial assistance from the Netherlands. 
-Some of the larger Indonesian NGOs have 
~- denounced the move as an attempt to stifle 
- public criticism of government policies. 
. Home Affairs Minister Rudini on 25 
< April said professional associations, legal 
iid institutes, social organisations and con- 
sumer agencies were obliged to reject any 
aid from the Netherlands, even if the as- 
` sistance was channelled through Dutch 
NGOs. 
2 The move comes one month after 
. Jakarta rejected all official assistance from 
< The Hague after complaining that its 
. "former colonial ruler was infringing upon 
< Indonesian sovereignty by attaching politi- 
cal conditions to its aid. 
^ . Also in late March Indonesia disbanded 
- the Inter-Governmental Group of Indone- 
sia (Iggi), a 14-member donor consortium 










which last vear provided 
Indonesia with US$4.8 bil- 
lion in grants and cheap 
loans. The Netherlands, 
which chaired iggi sup- 
plied 1.9% of the total. The 
World Bank has formed a 
new donors’ group for In- 
donesia in which the Neth- 
erlands will not be a mem- 
ber. 

The decision to end offi- 
cial assistance from the 
Netherlands was warmly 
applauded in Indonesia, 
both in and out of gov- 
ernment. Many Indone- 
sians objected to what they 
termed the patronising attitude of the 
Dutch, and especially that of Dutch Deve- 
lopment Minister Jan Pronk. The ban on 
Dutch aid to NGOs has been much more 
coolly received. 

“No one here is against teaching 'in- 
spector general' Jan Pronk a lesson tor 
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Rudini insists on ban. 
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trampling on our sovereignty. But not all 
foreign assistance is bad. [We must] realise 
that grudges against Jan Pronk [do] not 
mean we have to have grudges on other 
issues, especially those that are in our fa- 
vour," the Indonesian Observer editorialised 
on 1 May. 

Some of the more vocal Indonesian 

NGOs, notably the Legal 
£z Aid Institute (LBH) or the 
[nstitute for the Defence of 
Human Rights (LPHAM), 
have been thorns in the 
side of the government for 
many years. “NGOs are the 
only remaining opposition 
voices in Indonesia,” one 
Indonesian analyst said. 

The ending of Dutch aid 
to these groups will have a 
devastating effect on their 
ability to operate, NGO 
workers say. LBH and 
LPHAM, for example, de- 
pend on Dutch NGO assist- 
ance for more than 80% of 
their funding. Total Dutch 
NGO aid to Indonesian NGOs is estimated at 
some US$15 million annually. 

“According to the constitution, the gov- 
ernment has no right to interfere in private 
organisations," said H. J. C. Princen, a vet- 
eran human-rights campaigner and 
founder of LPHAM. 

How rigorously Indonesia will enforce 
the ban on Dutch aid to NGOs is open to 
debate. On 29 April, Coordinating Minis- 
ter for Political Affairs and Security 
Sudomo, who is senior to Rudini, said 
NGOs could continue receiving aid from the 
Netherlands provided thev reported the 
source of their funding to the government. 

But on 1 May Rudini reaffirmed his 
opposition. "1 insist on the ban . . . We will 
take action against those who are found 
receiving [Dutch aid],” Rudini was quoted 
by the official news agency Antara. 

The Indonesian Government, however, 
is keen not to sever all ties with the Ne- 
therlands. Officials from both sides say the 
emphasis for the future will be on com- 
mercial and business activities. The Dutch 
Minister of Foreign Trade Yvonne van 
Rooy was received by President Suharto 
on 2 Mav, while Foreign Minister Ali 
Alatas appeared at a reception at the Dutch 
Embassy in Jakarta on 30 April. 

Some analysts believe the banning of 
Dutch aid to NGOs is part of a broader 
crackdown on public debate. Several gov- 
ernment officials are clearly worried that 
some Indonesian groups are being influ- 
enced by Western political values, espe- 
cially regarding human rights and demo- 
cracy. "We must rectify ways of thinking 
that are based too heavily on foreign val- 
ues," Antara quoted Armed Forces Com- 
mander Gen. Try Sutrisno as saying on 10 
April. n 
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HONGKONG 


Beyond the pale 


Britain, China criticised over attitude towards colony 


By Stacy Mosher in Hongkong 


n international human-rights group 

has called for changes to the pro- 

posed composition of Hongkong's 
future Court of Final Appeal, and for clari- 
fication of what the colony’s boundaries 
will be after it returns to Chinese sover- 
eignty in 1997, 

In a report released on 28 April, the 
Geneva-based International Commission of 
Jurists (ICJ) castigated both the British and 
the Chinese governments for failing to pro- 
vide adequate safeguards for human rights 
in Hongkong after 1997. 

A four-member Ic} delegation met a 
number of local groups, individuals and 
officials from the Hongkong and British 
governments during a visit to the colom 
in June 1991. However, it was unable to 
meet any representatives of the Chinese 
Government. 

The report was particularly critical of 
the lack of consultation of Hongkong peo- 


I 
i 


ple over their own future. Since they havi 
been denied the crucial human right of seli 
determination, the IC] concluded. local resi 


dents should be offered the opportunity to 


settle overseas if they feel insecure about 
their prospects in Hongkong. 

[he report's strongest comments are ri 
served for the colony's legal and judician 
[he IC] accuses the Sino-British 
lomt Liaison Group of contradicting both 
the Joint Declaration and the Basic Law in 
allowing only one foreign judge to sit on 
the future Court of Final Appeal. The re 
port also called for local courts to be given 
jurisdiction over all matters apart from de- 
fence and foreign affairs. Under the Basi: 
Law, only the Standing Committee of Chi- 
na's National People's Congress (NPC) will 
be allowed to interpret the Basic Law 

[he iC] also expressed alarm over the 
ambiguity of the boundaries of the future 
Hongkong special administrative region 
(SAR). A decision passed by the NPC when 
the Basic Law was promulgated in April 
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ENVIRONMENT 


Priming for Rio 


Malaysia sets tone for Earth Summit agenda 


By Michael Vatikiotis in Kuala Lumpur 
alaysia’s Prime Minister Datuk 
Seri Mahathir Mohamad seized 


M another opportunity to project 


himself as the champion of the South 
against the North at a conference on envi- 
ronmental problems held in Kuala Lumpur 
on 26-29 April. “When we achieved inde- 
pendence we thought we would be free,” 
thundered Mahathir in his address to the 
delegates. “But the North is still subjecting 
us to imperial pressures.” 

Malaysia convened the conference, 
which was attended by representatives 
from 55 countries, in order to set a Third 
World agenda for the Earth Summit in Rio 
de Janeiro in June. Pre-summit negotiations 
have been dominated by the thorny 
question of financing environmental pro- 
tection. 

While Japan looks set to take the lead 
on finance, Malaysia is setting the rhetori- 
cal tone on behalf of the developing coun- 
tries. The Kuala Lumpur Declaration, 
agreed upon at the meeting, will almost 
certainly be adopted as the position of all 
developing countries at the Brazil summit. 

The declaration stresses the linkage be- 
tween environment and development, stat- 
ing that “development is a fundamental 
right,” rejecting conditionality, and calling 
on developed countries to adjust their con- 
sumption and production patterns towards 
environmentally sound development. The 
declaration states that implementation of 
Agenda 21 — the plan of action to protect 
and clean up the environment that forms 
the framework of the summit — will de- 
pend on “the availability of adequate, new 
and additional financial resources, and the 
transfer of technology to developing coun- 
tries on preferential and concessional 
terms.” 

Mahathir made it plain that he sees the 
summit as part of a continuing effort to 
overcome decades of neglect by the North 
in the growth and development of the 
South. “Fear by the North of environmen- 
tal degradation provides the South the lev- 
erage that did not exist before,” he said in 
his opening speech. 

The summit is the first, and some say 
the last, chance for a global agreement on 
environmental management to be ham- 
mered out. But the run-up to the meeting 
has been coloured by acrimony over fi- 
nancing the new plan, and sharp differ- 
ences between developed countries and 
developing countries. A preparatory 
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meeting of officials held under the auspices 
of the UN Conference on Environment and 
Development in New York during March 
failed to reconcile these differences. The 
Kuala Lumpur meeting, the second in a 
series of ministerial-level discussions 
among developing countries, was therefore 
regarded as a final rallying point before the 
summit. Malaysia's hosting of the confer- 
ence, and the active role by Malaysian dip- 
lomats behind the scenes at the UN, has 
thrust the country on to centre stage. 
Malaysia's permanent representative at 
the UN, Tan Sri Razali Ismail, argues that 
this role has emerged partly by default. 
African countries are too poorly equipped 
to lobby effectively in international forums, 
while Latin American countries have shied 





Man vs tree, South vs North. 


away from confrontation with the North, 
he said. Asean and other East Asian coun- 
tries, on the other hand, have long experi- 
ence in aid and development issues and 
the complexities of multilateral negotia- 
tions. 

Now that Japan has emerged as a likely 
key player in the financing of Agenda 21, 
Asia's profile at the summit is likely to be 
further enhanced. At a mid-April meeting 
in Tokyo on financing efforts over the glo- 
bal environment and development, former 
Japanese prime minister Noboru Takeshita 
said that “demonstrating leadership to 
solve the global environmental problem 
must be the pillar of Japan's role in the 
international community." 

Japan has not said how much it will 
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contribute to the financing of Agenda 21, 
whose concessional funding costs have 
been provisionally estimated at the mas- 
sive figure of US$125 billion per year, but 
it has made clear that it wants to be one of 
the leading contributors. Japan's eagerness 
to be considered a constructive partner in 
global environmental management comes 
at a time when other developed countries, 
particularly the US, are being branded by 
some Third World nations as environmen- 
tal villains. 

Turning the summit into an argument 
over development issues seems to be what 
the South wants. Indonesia's Population 
and Environment Minister Emil Salim sees 
the meeting as a chance to bring down 
tariff barriers and other obstacles to trade 
that the Gatt has failed to tackle. Salim also 
wants to use the environmental protec- 
tion issue as a lever for reducing the bur- 
den of debt repayments, enhancing in- 
vestment and speeding up technology 
transfers. “For us, the environment is not 
an issue per se. The merging of environ- 
mental into development issues is crucial,” 
he said. 

This explains why a key issue that 
emerged at the Kuala Lumpur conference 
was the nature of the funding mechanism 
to be discussed at the summit. Currently 
on offer is a World Bank-managed “global 
economic facility,” which the South wants 
to see restructured to make it more “demo- 
cratic” and “transparent.” If not, the South 
will press for a new and separate funding 
body to be set up. The US has made it clear 
that it sees no need for a separate fund. 
The Kuala Lumpur Declaration was gener- 
ally interpreted as offering room for com- 
promise on this issue. 

The tone of the Kuala Lumpur Declara- 
tion caused some observers from deve- 
loped countries at the meeting to worry 
about the incipient radicalisation of nego- 
tiations in the run-up to the summit. Ap- 
parently, some members of the Group of 
77 share these concerns. Particularly wor- 
ried are the countries of Latin America. 

The danger of a split within the South- 
ern camp has alerted some Malaysian 
officials to the need for careful manage- 
ment of their profile. Nonetheless, Malay- 
sia successfully exploited the meeting to 
mount a vigorous defence of its own envi- 
ronmental policies, and launch an ambi- 
tious programme for the "Greening of the 
World." 

The two central challenges posed by 
Malaysia's initiative are to set clear targets 
for the reduction of excessive carbon dio- 
xide emissions, and to ensure that by 2000 
at least 30% of the planet will be under 
forest and tree cover. "Malaysia undertakes 
to ensure that 50% of our land area will 
remain permanently under forest cover," 
Mahathir announced. UN sources estimate 
that 56.2 % of Malaysia's land area is cur- 
rently under forest cover. a 
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SIEMENS 


From manufacturing to service — 
Siemens in Southeast Asia 


Ten manufacturing plants 
throughout Southeast Asia, 
engineering, sales and 
service locations in all major 
cities, a total of over 6,000 
employees in the region, this 
is what Siemens in Southeast 
Asia is all about. Producing 
sophisticated electronic 
components, 
telecommunication products 
and systems, power 
distribution equipment and 
automotive electronics, the 
Siemens factories not only 
cater for the local but also the 
world market. 


Modern apprentice training 
facilities are attached to two 
Siemens factories in 
Indonesia. Advanced 
customer training in the area 
of industrial automation IS 
provided by Siemens in 
Singapore. Service and 
maintenance engineers are 
strategically located 
throughout the region to 
respond promptly and 
efficiently to service calls. 


Engineering competence 
combined with a strong local 
presence is your best 
guarantee for receiving 


Local presence 


is our strenath. Siemens. 





practical solutions for your 
specific application 
requirements. From medical 
engineering to power 
generation and distribution, 
from electronics and 
telecommunications to 
industrial automation, Siemens 
serves its customers locally, 
nationally and internationally, 
in Southeast Asia and 
throughout the world. 


The regional network of 
factories, engineering, service 
and training facilities is an 
integral part of the worldwide 
operation of Siemens which 
employs 402,000 people in 
123 countries and which 
achieved a sales volume of 
over US$45 billion last year. 


Siemens (Pte) Ltd 
MCS 

151 Lorong Chuan 
03-01 New Tech Park 
Singapore 1955 


or any of the Siemens 
offices in Bangkok, Beijing, 
HongKong, Jakarta, 

Kuala Lumpur, Manila, Seoul 
and Taipei 
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Has the balance of 
power in Asia shifted? 


apan has challenged US dominance in Asia where both govern- 
ments and individuals are looking to Tokyo for a lead. But, despite | J 
their growing economic might, the Japanese seem reluctant to 


play this role. The rest of Asia remains unsure what Japan's ultimate | 
r . | 
intentions are. | 









Now comes a book which examines these important questions, as 
seen primarily from the viewpoint of J apan's neighbours. Compiled by 
correspondents of the Far Eastern Economic Review, Asia's most re- 
spected magazine, “Japan in Asia" reveals what other Asians think of 
Japan. 
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CHINA 1 


Deng's distant vision 


shenzhen booms, but doubts persist over aims of reform 


Its seven o'clock in the 
evening, and the Chiu Chow 
restaurant in a leading hotel is 
packed with diners. Shenzhen's big spend- 
ers flash costly rings and name-brand 
watches as they pick their teeth. Why is 
Chiu Chow cuisine so popular in the spe- 
cial economic zone (SEZ)? a visitor asks. 
"It's expensive," comes the answer. 

The shopping centre attached to the 
hotel is packed with boutiques offering 
"Taiwan" fashion at prices that would raise 
eyebrows across the border in Hongkong. 
"Who buys these clothes?" the visitor 
wonders. Unless the authorities have cho- 
sen to carry out one of their periodic crack- 
downs on vice the question can be an- 
swered with a trip to the coffee shop of the 
same hotel. 

It looks like a catwalk, with pretty girls 
in a variety of costumes parading past the 
tables, sometimes pausing with a sugges- 
tive look at unaccompanied men. At about 
half of the tables two or three young 
women sip water or tea. A paying cus- 
tomer is turned away for lack of space. 

"Shenzhen people have too much 
money to spend," says one long-time resi- 
dent, "but no one knows where it comes 
from." He relates a popular saying in 
China: there's nothing a Pekingese won't 
say, nothing a Shanghainese won't wear, 
nothing a Cantonese won't eat, and no 
money a Shenzhenese won't earn. 

More than once Shenzhen has been 
compared to a boom town of the Ameri- 
can Wild West. Eleven years of stunning 
economic growth have vastly improved 
the quality of life in China's foremost labo- 
ratory for economic reforms. Even among 
China's other SEZs it provides a refreshing 
alternative to the fossilised system in the 
rest of the country. 

Shenzhen's free-wheeling environment 
and its proximity to Hongkong, one of the 
world's largest financial and information 
centres, continue to be its strongest attrac- 
tions. The free circulation of the Hongkong 
dollar in the SEZ has helped to boost the 
zone's financial liquidity, enabling it to 
overtake Shanghai as the country's largest 
foreign currency swap centre. 

Since the beginning of 1992 the Shen- 
zhen alternative has been thrust even more 
into the limelight. On a visit in January, 
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paramount leader Deng Xiaoping en- 
dorsed the city as a model for the future 
development of China, and a vindication 
of his economic reforms. 

But Shenzhen itself does not always 
seem to know where it is supposed to be 
heading. Invariably, different sectors of the 
multifaceted society have their own ideas 
on the best way forward. Complicating 
things further is a delicate relationship with 
the northern leadership, not all of whom 
are enamoured of Deng's curious creation. 

The tricky relationship with Peking ex- 
plains why no official has been able to de- 
fine the "Socialist Hongkong" that Deng 
has called on the SEZ to become. “It is bet- 
ter not to define what Deng means, for if 
one sets out a clear picture, it will be vul- 
nerable to attacks from the Right and the 
Left. Rather one should simply cross a river 
while feeling for the stones beneath at 
every step," said an SEZ intellectual in a 
typical reformist reply. 

Shenzhen's top administrators are all 
Peking appointees, and central policy di- 
rectives receive respectful attention, espe- 
cially when they relate to politics. But with 
the dour ideological source so far away, 
municipal leaders are straining at the leash 
for more rapid reform and development. 
Formulation of specially tailored laws for 
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the SEZ and changes to the border adminis- 
tration, designed to ease communications 
with Hongkong while tightening the bor- 
der with the rest of China. are just two 
matters over which local administrators are 
struggling with a reluctant central govern- 
ment. 

Shenzhen's prospects are closelv linked 
to the future political status of ! longkong, 
given increasing speculation over a 
possible merger after the British colony 
returns to Chinese sovereignty in 1997. But 
the two places also have conflicting in- 
terests. While Shenzhen officials are clear 
about their intent to build a service 
economy like Hongkong's, a hint of un- 
easiness tinges the insistence of officials on 
both sides of the border that the sez will 
complement, rather than compete with its 
neighbour. 

The impression one gets is that no one 
cares to ponder these questions too long 
and hard. There is work to be done, and 
development proceeds at an aw e-inspiring 
pace. No longer does the 327.5-km? zone 
look like the dusty desert of the early 1980s 
when massive earth works were conducted 
during infrastructure building from 
scratch. 

Five years ago the landmark Honey 
Lake joint-venture resort hotel, with its 
gleaming rollercoaster and Disneyland fa- 
cade looked as if it had been dropped from 
outer space among the paddy fields. Now 
It is surrounded by industrial and residen- 
tial complexes. Only 50 km? of open land 
remains available for future development, 
SEZ Officials say. 

One of the greatest challenges the Sez 
faces 1s Its enormous attractiveness to peo- 
ple from every corner of China. Shenzhen's 
tiny population of 70,000 in 1978 had 
swollen to 2 million last vear, according to 
official estimates, though a further 500,000 
are believed to be living in the city without 
valid permits. Most of these have neither 
full-time jobs nor fixed abodes. 

But unlike Guangzhou, where the 
homeless hunker down at train stations, 
and beggars flock around well-dressed 
visitors, Shenzhen's underground citizens 
remain unobtrusive. A slum clearance pro- 
gramme discovered some 20,000 illegal 
migrants, mostly from poor, inland pro- 
vinces, in well-organised temporary shel- 
ters, with their own hospitals, clinics and 
schools, said Huang Xuelin of the sez’ 
Economic Development Bureau. Babies 
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were born or aborted there without the 
knowledge of local authorities, he said. 

The city had originally planned for a 
population of 800,000 by the year 2000 but 
the feverish rate of expansion caught plan- 

ners by surprise. The population was 
-reckoned to have swollen by nearly 20% 
between 1990 and 1991. Hospital and 
educational facilities are becoming over- 
stretched. 

Every year, half-a-dozen schools are 
built to meet the needs of newly developed 
housing estates but they are still inade- 
quate, said Sun Qiaolin, a principal of the 

Shenzhen Experiment School. The school, 
which integrates primary and high school 
education, starts students on computers 


China's wild south 
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. and languages when they are still in pri- 


n 


: 


- mary school to help attune them to the 
needs of an outward looking economy. 
Classrooms are packed 50 pupils to one 
teacher. 

Shenzhen's temporary workforce, 
which makes up 80% of the zone's 1.3 mil- 
lion workers, enjoys much more restricted 


access to government-funded social 


F 4 


amenities. As a matter of policy, companies 
ting in the zone are required to pro- 

vide medical benefits as well as food and 
transport allowances. In most cases, enter- 
prises still provide housing though a 


= growing number of firms have broken 


with this tradition. 
Temporary workers are not encouraged 
to marry and establish families in the SEZ. If 


they insist on doing so, they pay penalties 
such as higher school fees for their child- 


ren. The basic lot of a temporary resident is - 


to work long hours seven days a week, and 


go back to the home village with pockets : 


full of renminbi at the end of a two-year 
contract. While movement from job to job 
is possible, many a worker has spent a full 
10 years in the SEZ without enjoying any 
improvement to his or her status. 

While entrepreneurs and professionals 
enjoy greatly superior lifestyles and future 
prospects, observers see the landed villag- 
ers as the closest thing to an aristocracy in 
the SEZ. Income from development of their 
land, or rental of fields to farmers from 
Hongkong or elsewhere in China, ensures 
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that the villagers will never have to work a 
day for the rest of their lives. 

The effects of this lack of gainful acti- 
vity in an environment as limited as Shen- 
zhen's are not all beneficial, however. This 
small but highly visible leisure class is no- 
torious for frequenting discos and karaoke 
bars, and for a fertile inventiveness in 
harassing factory owners and temporary 
labourers. 

The wide divergence of economic free- 
dom, accompanied by the relative youth- 
fulness of the polyglot population — aged 
around 28 on average — have given rise to 
contradictory social attitudes, which could 
cause problems if the underclass majority 
decides it wants a greater share of the SEZ 
bounty. 


FAR FASTERN ECONOMIC REVIEW 


DN(YHO OONIMH 








GRAND HYATT HOTELS 


Australia 
Grand Hyatt Melbourne 


Hong Kong 
Grand Hyatt Hong Kong 
Indonesia 
Grand Hyatt Jakarta 
Grand Hyatt Bali 
Taiwan 
Grand Hyatt Taipei 


Thailand 
Grand Hyatt Erawan Bangkok 


HYATT REGENCY HOTELS 
Australia 
Hyatt Regency Adelaide 
Hyatt Regency Perth 
Hyatt Kingsgate Sydney 
People's Republic of China 
Hyatt Tianjin 
Hyatt Regency Xian 
Hong Kong 
Hyatt Regency Hong Kong 
India 
Hyatt Regency Delhi 


Indonesia 
The Aryaduta Jakarta 
Hyatt Regency Surabaya 
Japan 
Century Hyatt Tokyo 
Century Hyatt Nagoya (opening late '92) 
Hyatt Regency Osaka (opening mid '94) 
Korea 
Hyatt Regency Pusan 
Hyatt Regency Seoul 
Malaysia 
Hyatt Kinabalu 
New Zealand 
Hyatt Auckland 
Philippines 
Hyatt Regency Manila 
Singapore 
Hyatt Regency Singapore 
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Australia 
Hyatt Regency Sanctuary Cove 
(Gold Coast) 
Hyatt Regency Coolum 
(Sunshine Coast) 


French Polynesia 
Hyatt Regency Tahiti 


Indonesia 
Bali Hyatt 
Korea 
Hyatt Regency Cheju 
Macau 
Hyatt Regency Macau 


Malaysia 
Hyatt Kuantan 
Hyatt Saujana (Kuala Lumpur) 
Mi : 
Hyatt Regency Saipan 
Hyatt Regency Guam (opening mid '93) 
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Australia 
Park Hyatt Sydney 
Hyatt Hotel Canberra 


"Midnight — it's 
the magic hour?’ 

"It's been magic 
since we've been here.” 


Feel The Hyatt Touch. 


* Australia - Pacific You're never far from the unique style and impeccable service oí 
Hyatt — 36 hotels and resorts in Asia Pacific, each reflecting the special 
flair ofthe local culture. At Hyatt, the experience is always un forgettable 
A way to escape life's pressures. A place to rediscover life's pleasures 


Grand Hyatt Erawan Bangkok has introduced a special “VIP Saw; asdee 
until September 30, 1992 — 25% savings on published rates, w ith upgrade to deluxe 
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accommodation and complimentary access to Club Erawan Fitness Spa. | 
way of saying welcome, Thai style. 
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ASIA PACIFIC 


For reservations and more information about Hyatt Hotels and Resorts worldwide, call your tras "e planner or your nearest Hyatt 
Hyatt Hotels and Resorts encon passes hotels managed or operated by two separate groups of companie ompanies associated with 
Hyatt Corporation and companies associated with Hyatt International Corporation 





REGIONAL 


The social structure, relative openness 
and access to Hongkong media ought to 
provide an excellent environment for end- 
less ideological debate. But the SEZ is curi- 
ously sterile in this respect. According to 
one resident, most people are too busy 
making money to talk about politics. In a 
hotel restaurant the muzak system plays 
“For Freedom” and other protest anthems 
that became popular in Hongkong around 
the time of the student protests in Peking 
in 1989. No one seems to notice the incon- 
gruity. 

But different responses to Deng's sur- 
prise visit to the SEZ in January illustrate 
that people have divergent views on à po- 
litical world that is never as far away as 
they might like. One young taxi driver, a 
stylishly geared fan of Cantopop (Hong- 
kong’s local brand of popular music), was 
cynical about the visit which had led to 
road blocks, causing him to lose fares. An- 
other, 10 years older, was placatory and 
respectful. He had a laminated picture of 
Chairman Mao on his driving mirror for 
good luck. A waiter at a Sichuan restau- 
rant, resident in Shenzhen for 10 years, 
said: “Some people wanted to see Deng, 
Others said, ‘I don't want to see him"" 

One economist describes Shenzhen as à 
society divided into those who have bread 
for breakfast and those who have rice por- 
ridge, the traditional fare for much of 
China. The reference comes from former 
culture minister Wang Meng's controver- 
sial story of a Chinese household, entitled 
Hard Porridge. The porridge eaters — the 
ones who respect their elders, and by ex- 
tension China's ageing leaders — are los- 
ing influence in the SEZ, he said. 

Rejection of the elders is more visible in 
social mores than in political discourse. 
Despite periodic sweeps on vice, prostitu- 
tion remains a growing problem. Payment 
of Rmb 50 (US$9.07) is enough for a pre- 
sentable young woman to obtain a legiti- 
mate entry permit to the SEZ as a nanny or 


similar domestic worker. After arrival she 
may be tempted to the more lucrative en- 
terprise of prowling the coffee shops, go- 
ing to work for one of many "full service" 
hair salons, or being taken on as the mis- 
tress of one of the increasing number of 
Hongkong men who have set up second 
households in the SEZ. 

All in all, the sez has accomplished 
more than its formulators might have in- 
tended it to do. On the economic front it 
has provided a stage for many successful 
business deals between foreign investors 
and Chinese cadres. Legitimate or other- 
wise, the opportunities are still there, as 
the continued growth in foreign invest- 
ment proves. The SEZ also acts as a win- 
dow to the outside world for China's vast 


interior and offers a springboard into the 
hinterland for Hongkong and other foreign 
businessmen. 

While there has been some speculation 
that Shanghai's ambitious development 
plans will eventually overshadow Shen- 
zhen's, many doubt it. "When you take a 
night flight from Peking and pass over 
Shanghai, the city is dark," says one former 
Shanghai resident. "But when you reach 
the south, the sky begins to glow." 

Whatever the cadres in Peking ulti- 
mately decide about Shenzhen, it will have 
irrevocably changed the vision of a nation. 
As one new resident of the SEZ puts it: 
“Once people have come to Shenzhen, 
there's no going back. Any place else in 
China will bore them." 





CHINA 2 


Free for all 


Economic strategy inspired by Hongkong 


The impressive strides made 
SEZ by Shenzhen over the past 11 
years have narrowed the gap 
between the special economic zone (SEZ) 
and Hongkong, though the gulf still re- 
mains wide. The SEZ' success has now 
prompted questions about how it can 
compete with its neighbour, not least be- 
cause both seem to be following similar 
development strategies. 

Since 1980, Shenzhen's GDP has in- 
creased at an average annual rate of 50%, 
to reach Rmb 17.4 billion (US$3.16 billion) 
last year — roughly equivalent to 9% of 
Hongkong's GDP. Over the same period, 
exports have climbed by an annual aver- 
age of 75% to US$3.4 billion. But export 
growth has slowed in the past year with 
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the 1991 figure of US$ 34 billion represent- 
ing a “modest” 15.4% rise over 1990 com- 
pared with 1989's 38% and 1990's 24% 
growth rates. The slowdown was partly 
attributed to the withdrawal of trade privi- 
leges from the sez during the recently 
ended austerity period. Imports have also 
suffered, rising by a marginal 1.9% last 
year to US$2.5 billion. 

One of the major trade privileges Shen- 
zhen enjoyed before 1991 was the full re- 
tention of its foreign-exchange earnings. 
The lure of hard currency attracted a flood 
of inland enterprises to the sEZ. But when 
Shenzhen's retention ratio was reduced, 
while the ratio was increased for inland 
regions, it became less attractive to export 
from the zone. In fact, the SEZ retained only 
50% of its hard-currency earnings in 1991, 
against the 80% originally intended, Huang 
Xuelin of the Shenzhen Economic Deve- 
lopment Bureau said. 

Many foreign trade problems were 
caused by policy changes, said Wang 
Xinmin, general manager of the Shenzhen 
Special Economic Zone Development Co., 
the earliest diversified business operation 
set up by the SEZ government. The per- 
iodic readjustment of import and export 
quotas and tariffs, as well as changes in 
credit policies, have created havoc for 
many trading companies, he noted. 

Shenzhen's plans for the current five- 
year period (1991-95) call for annual 
growth in GDP and gross industrial output 
of 17% and 16.5% respectively. After patri- 
arch Deng Xiaoping's visit in January, 
however, the targets may well be revised 
upwards to dovetail with the nationwide 
economic drive. Deng is believed to favour 
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an annual economic growth of 10-15% for 
the nation as a whole, instead of the 7.5% 
target suggested under the current five- 
year plan. 

As the standard bearer of economic re- 
form, Shenzhen will naturally be expected 
to turn in a performance far above the na- 
tional average. Yet, while Shenzhen’s get- 
rich-quick mentality has contributed to its 
rapid development, its leaders may be ig- 
noring the difference between short-term 
exploitation and long-term commitment. 
Nowhere is this more apparent than in the 
way the SEZ' leaders seem to be discarding 
a development strategy based on manufac- 
turing in favour of one based on the serv- 
ice sector. 

The service sector has grown rapidly in 
importance, accounting for 45% of GDP last 
year, up from 40% in 1990. But local plan- 
ners want to see much faster growth in 
services, to as much as 65% within the dec- 
ade. Hongkong's service sector, which cur- 
rently claims 84% of its economy, provides 
a model for Shenzhen but is also likely to 
prove a strong competitor. 

What seems painfully obvious is that 
SEZ planners have chosen to stress the 
service sector as an easy way to deal with 
rapidly increasing wage pressures in the 
manufacturing sector. Shenzhen started 
out as a labour-intensive assembling and 
processing base but now faces competition 
from other parts of the Pearl River delta 
where wages are far lower. 

High wages and overheads are a struc- 
tural problem in Shenzhen because they 
stem directly from the SEZ's special legal 
status. Strict controls on entry into the 
Shenzhen SEZ have resulted in wages for 
an unskilled worker averaging Rmb 500- 
700 a month, compared with Rmb 150-200 
in the Pearl River delta. In addition, fac- 
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anteed health care and no 
trade unions are the lot of 





Baoan has no restrictions on migrant la- 
| bour. As a result, its labour pool is con- 


ers — most of them in their late teens and 
groups — jostle for jobs at the numerous 
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tory rentals, at Rmb 100 per ft’, are double 
the going rate in the delta. 

Because of a lack of support facilities 
Shenzhen also seems to be losing out in the 
race to attract hi-tech manufacturing in- 
vestment. Most foreign multinationals 
have preferred to locate state-of-the-art 
projects in China’s established industrial 
centres, such as Shanghai, Changchun and 
Tianjin in the north, which offer better ac- 
cess than Shenzhen to skilled workers, en- 
gineers and support industries. 

For some low-tech industries — nota- 
bly garment manufacturing — Shenzhen 
does offer great potential for upgrading. 
But such a move will depend on con- 
vincing factory managers to emphasise 
quality over quantity, one Hongkong- 
based contract garment manufacturer 
believes. Most factories operate a piece- 
work system which means there is little 
advantage in taking the time to produce a 


The sweat shops nearby 


export processing operations. Managed 
by Hongkong entrepreneurs, these small 
factories, usually employing around 20 
workers, have transformed the once 
sleepy villages of Baoan into dusty, jerry- 
built industrial townships. 

Work safety standards at the assem- 
bling and processing operations are non- 
existent. Some 535 industrial accidents 
were recorded in Baoan during 1991, re- 
sulting in 540 deaths or injuries, local 
news reports say. The real accident rate is 
believed to be substantially higher. 

Like many of her fellow workers from 
distant regions in China, Xiao Lian, a 19- 
year-old peasant girl from Hunan prov- 
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well-finished garment. 

Labour costs are not the only problem. 
Rather than being the manufacturing para- 
dise it is sometimes made out to be, Shen- 
zhen instead offers a wide range of chal- 
lenges to investors — including a tempera- 
mental electricity supply, poorly educated 
staff and complex relations with a wide 
range of officials and landowners. 

As a result of official interference, sav- 
ings on basic production costs virtually 
disappear under a barrage of fees — called 
“insects” by Hongkong investors for their 
infinite number and variety. “Insects” 
mysteriously multiply if word gets out that 
an enterprise is particularly successful. 

Despite these problems, commonality of 
language, proximity and efficiency make 
Shenzhen a favourite location for Hong- 
kong investors. 

Similarly, Shenzhen’s reliance on 
Hongkong has not diminished over the 


ince, had been drawn to Shenzhen by 
tales of unimaginable wealth. But she had 
not bargained for the long work hours, 
the bad air and the high crime rate. A 
week after her arrival, all her belong- 
ings were stolen while she was at work. 
Since then, she has limited her spending 
to essentials, taking care to buy only 
cheap and dull-coloured clothes. Every 
month, she remits most of her Rmb 150 


(US$27.25) monthly wage to her 

For security reasons few Apre eat 
ers venture out of their village flats after 
dark, while even during the day most 
only travel in groups. Visiting downtown 
Shenzhen is a full day’s expedition, re- 
quiring a two-hour bus ride each way. In 
any event, these migrant workers have 
little leisure time since most of them work 
on shifts to meet orders or com- 
pensate for power failures — a regular 
occurrence given the poor coordination 
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past 11 years. Up to the end of 1991, Hong- 
kong accounted for 80% of the 4,000 for- 
eign-invested factories in the SEZ and 65% 
of the investment value of US$3.7 billion. 
But much of Hongkong’s investments re- 
main in the low to medium-end of light 
manufacturing — hardly the type of ac- 
tivities that will lift Shenzhen into the 
world league for manufactured products. 

Foreign-invested factories, mostly 
owned by Hongkong entrepreneurs, ac- 
count for 54% of Shenzhen’s exports, 
whereas Shenzhen-based state enterprises 
account for only 10% of the total. Shen- 
zhen's state enterprises generally prefer to 
sell to the more lucrative and largely pro- 
tected domestic market rather than to ex- 
port, despite tax rebates. A hi-fi set made 
in Shenzhen, for example, could sell for 
US$200-300 in the domestic market com- 
pared with an export price of around 
US$150. 

For some locally funded companies, 
manufacturing appears to be only a front 
for other more profitable kinds of business, 
including black market trade in the materi- 
als they are allowed to bring into the zone. 
Shenzhen is also a key entrepot for goods 
smuggled into China. One of the recent 
trends is smuggling sophisticated medical 
equipment to avoid strict customs controls 
and duty. One Shenzhen doctor has made 
huge profits in smuggling medicine for 
venereal disease into the SEZ. For him and 
other successful smugglers, Hongkong is 
the supply source and the financing centre. 

While smuggling from Hongkong has 
provided a small number of people with 
instant fortunes, the colony’s more perma- 
nent legacy may be its role as an example 
for Shenzhen's bustling commercial sector. 
It is common for shops and restaurants to 
use the word "Hongkong" in their names, 
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even though their stocks may be sourced 
from Taiwan, Japan and other parts of the 
mainland. 

The wide use of Hongkong dollars for 
consumer purchases, though officially ille- 
gal, further underscores the local adminis- 
tration's flexibility compared with other 
large cities in China. Financial analysts in 
Hongkong estimate that 20% of Hong- 
kong's money supply is currently circulat- 
ing in southern Guangdong — most of it 
in Shenzhen. 

At the administrative level, the Hong- 
kong influence is less obvious but just as 
strong. In fact, the decision to focus on the 
service sector, made long before Deng's 
visit, not only reflected the administration's 
realistic appraisal of Shenzhen's potential 
but also local cadres' growing ease and 
familiarity with capitalist practices. 

With every new reform experiment, 
such as the establishment of a stock ex- 
change and the institution of property 
sales, the local government moves a step 
coser to Hongkong's way of doing busi- 
ness. Aided by abundant advice and infor- 
mation from Hongkong professionals, the 
Shenzhen authorities are publishing more 
data on property and stock trading while 
experimenting with regulatory mecha- 
nisms. Significantly, the official publication 
of the Shenzhen stock exchange uses the 
complex style of Chinese characters fami- 
liar in Hongkong, rather than the simpli- 
fied characters normally used on the main- 
land. 

Stock exchange punters also take ad- 
vantage of the latest Hongkong techno- 
logy, such as pagers that supply real-time 
stock figures. "They've taken on Hong- 
kong's innovations in one fell swoop, 
without going through all the intermediate 
stages that Hongkong passed through,” 
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marvelled one foreign businessman during 
a recent visit to the exchange. 

Despite these radical changes, there are 
still many officials in the SEZ who are un- 
easy over the speed and scope of the re- 
forms. Indeed, at the enterprise level re- 
forms have so far barely touched manage- 
ment cadres. In Shenzhen, as elsewhere in 
China, the managers of large state enter- 
prises may still enjoy the same status and 
privileges as top bureaucrats. 

Wang's predecessors as general man- 
ager of the Shenzhen Special Economic 
Zone Development Co., for example, used 
to enjoy vice-mayoral privileges, observers 


say. Wang himself admits that the close 
relationship between government and en- 


terprises has created a dilemma for man- 
agement. This is an area which the Hong: 
kong ethos has yet to penetrate. 

This may gradually change, however, 
as increasing numbers of officials from 
Shenzhen and Canton visit Hongkong to 
take part in management training courses. 
Peter Fong, studies director at the Hong- 
kong Government's Senior Staff Course 
Centre, says Chinese officials make fre- 
quent visits to look at Hongkong’s admin- 
istrative system. They are said to show 
particular interest in how the colonial au- 
thorities seek to control the local property 
market, the stock exchange and the hous- 
ing and building sectors. 

The need to impose order on Shen- 
zhen's lucrative property sector has been 
apparent since it was opened to foreign 
investors in 1988, and promptly began to 
mirror the characteristic volatility of the 
Hongkong market. The municipal govern- 
ment hopes to limit price fluctuations to 


- 10% while the present boom lasts, though 
- officials admit this may be impossible. Of- 


ficially, only 10% of freely transferable 
housing stock — which accounts for 30% 
of the housing sector — is available to for- 
eigners. But in reality a larger portion is 


cials are once again 


development in economic matters. It 


eign economic contract law two years before such legislation 
government. It also leads the 
property e law, and is one of the few places 
. in China to have company and share trading legislation. 
» “What is needed is for Shenzhen to pull 
together to form a comprehensive code of law," said Gregory 
jalist with the US law firm 


was adopted by the national 
country in 


Wajnowski, a China legal specialis 


Thelen, Marrin, Johnson and Bridges. However, 


. Emboldened by Deng Xiaoping's January visit, Shenzhen offi- 
argo qe autonomy in making laws 
relevant to the needs of the special economic zone (SEZ). In 
particular, the officials argue the SEZ needs a legal system in- 
dependent of political policy to facilitate its development into a 
. trade and financial centre along the lines of neighbouring 
—. Hongkong. The sez is already at the forefront of China's legal 


sold because of slack controls. 

Over the past two years, prices of resi- 
dential flats available to foreigners have 
doubled annually to around HK$1,000 
(US$128) per ft? in the Luohu commercial 
district and an average of HK$600 per ft 
for the SEZ as a whole, according to Shen- 
zhen's property valuation department. 
These prices make it possible for working- 
class Hongkong buyers, effectively shut 
out of the colony's current inflated prop- 
erty market, to at least buy a flat in the SEZ. 
Hongkong buyers who invest in Shenzhen 
property often have an eye on 1997 and 
the de facto removal of the border. 

This surge of interest in property, how- 
ever, has placed Shenzhen officials in a 
quandary. While they are happy to see 
land values rise, they are also increasingly 
worried about rampant speculation. While 
a capital gains tax on property transactions 
appears to have done little to cool specula- 
tion, the authorities are now experiment- 
ing with a variety of measures aimed at 
increasing supply and regulating the 100 
or so local property companies. 

m Elizabeth Cheng and Stacy Mosher 
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zhen may seek to pattern rt on 
Wajnowski cautioned that such a move would raise the issue 
of integration with the rest of China. 


CHINA 4 


Hubs and 
spokes 


SEZ plans ambitious 
road, rail network 
cial economic zone (SEZ) into a 


$ trans-shipment centre for the 


whole of southern China are intended to 
complement rather than rival Hongkong's 
sophisticated infrastructure, Ye Shaosung 
of Shenzhen's transport department says. 

While the groundwork is being laid, 
however, coordination between Shenzhen 
and Hongkong remains sporadic. This is 
particularly true regarding port facilities. 

Shenzhen is upgrading its three ports at 
Shekou, Mawan and Chiwan to the west 
of the city, while the first phase of con- 
struction at a fourth port at Yantian to the 
east — the largest and potentially the best 
— is expected to be ready by next year. By 
1995, Shenzhen's cargo handling capacity 
should total 20 million tonnes, compared 
with 15 million tonnes in 1991, and it will 
reach 40 million tonnes by 2000, officials 
say. By comparison, Hongkong's cargo 
handling capacity should expand to 95 
million tonnes by 2000, based on projec- 
tions of a 14% growth rate per annum in 
cargo trade. 

Hongkong University lecturer Victor Sit 
believes Hongkong should begin to make 
way for Shenzhen as an international port. 
Hongkong does not need to develop its 
ports further, Sit believes, because changes 
in its economy will move it upscale and 
out of the cargo handling business. Fur- 


Plans to turn Shenzhen's spe- 
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Prof. Tong Likun, head of the law d at Shenzhen 
University, further noted in a recent arti in the Shenzhen SEZ 
Daily that the continuation of Hongkong's in t legal 


system after it reverts to Chinese sovereignty in 1997 
make it difficult for the two areas to cooperate on an equal 
basis if the SEZ has no legislative powers. x 
The maturity of Shenzhen's corporate laws may well be 
a case now before the SEZ courts. The case stems from 
an attempt by the local branch of the People's Bank of China 
(PBOC), the country's central bank, to supervise an 
troubled locally listed 
tervention, Champaign Industrial is suing both the bank and 


company. As a result of the PBOC's in- 


of two of its employees and removal of company documents. 
Shenzhen's intermediate court has yet to make a decision on 
whether it would hear the case. 
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With its own Board and company man- 
agement, Saab-Scania forms an inde- 
pendent industrial group within Inves- 
tor. 


Saab- Scania. has 31,656 eimployees in 
Sweden and abroad. Sales in 1991 
amounted to SEK 29,299 million and 
income to SEK 2,811 million. These figures are exclusive of 
Saab Automobile, which is owned equally by Saab-Scania 
and General Motors, but is not consolidated in Sasb- Scania. 
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Schindler, the world’s second-largest 
elevator and escalator manufacturer, 
was chosen official supplier for the 
Universal Exposition EXPO'92 in Se- 
ville, Spain, where a total of 213 
Schindler installations are in opera- 
tion. 

Group key figures in fiscal 1991 were: 
Orders received SFr. 4.249 billion 
(US$ 3.170 billion), operating income 
SFr. 4.005 billion (US$ 2.988 billion), 
net profit SFr. 87.3 million (US$ 65.1 
million), cash flow SFr. 227.2 million 
(US$ 169.5 million). Schindler has 32,268 employees. (Ex- 
change rate applied: 1 US$ — 1.34 Swiss Francs.) 
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— PT. Kalbe Farma is a public company, incorporated in Jakarta ef 
1966. 
— Three core businesses: 
~ Ethical Products: 58.3% of sales in 1901. 
~ OTC Products: 36.5% of sales in 1991. 
~ Animal Health Products: 5.295 of sales in 1991. 
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ther, he argues that Hongkong’s role as an 
entrepot for southern China is fading as 
more and more containers go directly to 
Chinese ports. Shenzhen, however, has a 
long way to go before it can catch up with 
Hongkong’s container handling capabili- 
ties. China’s entire container throughput in 
1990 was 1.5 million 20-ft equivalent units 
(TEU), compared with Hongkong’s 5 mil- 
lion TEU during the same period. 

The main problem for the ports on the 
Shekou side of Shenzhen is silting in the 
Pearl Delta, which requires constant 
dredging. Yantian has a much better natu- 
ral harbour, but is handicapped by its in- 
adequate transport infrastructure and rug- 
ged and hilly terrain, according to urban 
planning specialist Peter Fong. But if the 
government decides on full-scale develop- 
ment of nearby Daya Bay, the infrastruc- 
ture could be greatly improved in 10 years 
time, Fong says. 

Still, Fong believes, Hongkong and 
Shenzhen ports will remain largely com- 
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CHINA 5 


By Lincoln Kaye in Peking 


China’s first new special 
economic zone (SEZ) in 
nearly half a decade has 
j in Hunchun, a land- 
locked corner of Jilin province in north- 
east Manchuria. The site would be “the 
back of the back of beyond,” as one 
Western official describes it, except for 
the prospect of the UN-supported Tu- 
men River Area Development Program- 
spanning the trilateral border 
area of China, Russia and North Korea. 

Hunchun the coveted 
SEZ status — enjoyed by only five other 
enclaves, all of them on the southern 
coast — Peking has implicitly thrown its 
weight behind Trad. Previously, the idea 
had generated more enthusiasm in 
northeast China than in Peking, where it 
met resistance from lobbyists for other 


' regional in 


The Hunchun announcement, how- 


. ever, stopped well short of outright en- 
-dorsement of the Trad concept. Indeed, 


it seemed to go out of its way to avoid 
directly mentioning trilateral cooperation 
with China's two northeastern neigh- 
bours. Nor has the Chinese Government 
formally given up on its hope of turning 
Hunchun into a river port by dredging 
the last 18 km of the Tumen River. 
Under 19th-century treaties, this 
stretch of river lies outside China and 


plementary rather than competitive, with 
cheaper China-bound goods docking at 
Shenzhen, and more expensive goods go- 
ing through Hongkong. He agrees with Sit, 
however, that there has been a lack of co- 
operation between the two governments to 
maximise this development. 

Road traffic remains badly congested 
even in the most developed portions of the 
sez. Eight new main roads are planned, 
improving the SEZ' connections with Can- 
ton in the north and Hongkong in the 
south, as well as with its newly opened 
airport at Huangtian in the west and to 
neighbouring Huizhou and Shantou in the 
east. Altogether, more than 180 km of 
roads will be built between now and 1995. 
The existing east-west trunk road in the 
city is also being widened into a six-lane 
highway, with feeder roads linking it to 
Hongkong’s two vehicle border crossings. 

Rail improvements are also included 
under the Eighth Five-Year Plan (1991-95). 
During the life of the plan, the railway con- 


A very special zone 


forms the Russian-North Korean border, 
though China retains navigation rights. 
The UN has pronounced dredging to be 
prohibitively costly, and has conceived 
of Trad as a network of specialised Rus- 
sian and North Korean harbours linked 
through an "inland port" and rail hub at 
Hunchun. 

It would be a mistake, though, to read 
too much into the omissions in the 
Hunchun announcement, a Western de- 
velopment official cautions. "By declar- 
ing the SEZ, China is unmistakably get- 
ting ahead of the curve. Peking is just 
hedging its bets, in case the Tumen talks 
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necting Shenzhen to Canton will be electri- 
fied, cutting travelling time by one hour 
from the current two-and-a-half hours. A 
22-km track will be laid between Shekou 
in the west and Pinghu in the north on the 
Hongkong-Canton line, while another 10- 
km track will be built to connect Pinghu to 
Yantian port. 

An ambitious light rail system linking 
the western side of the city to the interna- 
tional airport at Huangtian in Baoan 
county is under active consideration. A 
Hongkong consortium pledged in March 
to invest HK$6 billion (US$775 million) in 
building the 30-km rail and subway sys- 
tem, to be completed by 1995. The network 
could eventually hook up to Yuen Long in 
the New Territories, which is being served 
by Hongkong's existing Light Rail Transit 
system (LRT). However, there is still some 
doubt that the existing LRT could handle 
the substantial increase in passenger load 
that would result from a China link. 

u Elizabeth Cheng and Stacy Mosher 


should founder at some stage down the 
road.” For the time being, negotiations 
seem to be progressing surprisingly 


The Trad Council, the project’s board 
of directors, convened its first working 
group session in Peking in late April. 
Participants reported that the three-day 
meeting focused on the legal, tariff and 
currency regimes in Trad, ways of fi- 
nancing the project and the siting of 
component facilities. 

Concrete answers to these questions 
are still a long way off, but a few new 
clues emerged from the working group 
session about the eventual shape of Trad: 
> the latest non-binding draft maps of 
the project show a core Tumen River 
Economic Zone (TREZ), surrounded by a 
much more extensive industrial hinter- 
land, the Tumen Economic Development 
Zone (TEDZ); 
> there is more talk than before of 


t jointly owned facilities, at least within the 


TREZ, under the "arms' length" manage- 
ment of a professional Trad authority. 
The TEDZ could still comprise contiguous 
but separately run industrial zones in the 
three countries; 

> China is thinking of staking down its 
corner of the TREZ at the undeveloped 
town of Jingxi and leaving the new 
Hunchun SsFZ as part of the TEDZ, rather 
than within the perimeter of joint man- 
agement, 

> the TEDZ might also include the Rus- 
sian ports of Vladivostok, Nakhodka and 
Vostochny. These had previously been 
excluded from Trad but were the subject 
of another UN-backed report with Ja- 
panese technical assistance. x 
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Traveller’s Tales 


cable television. Even he cast a sceptical | 


uses start rolling into Qizhong 

village each day shortly after 

breakfast. They're not there to 

take residents off to jobs at town- 
ship enterprises or at the gleaming joint 
ventures that dot the highway from 
neighbouring Shanghai. Nor are they for 
children; the elementary school is a quick 

hop across the village road. 

| These buses are bringing Chinese tour- 
ists to see what local officials call a model 
village. Diehard Maoist ideologues might 
question: a model for whom, a new Chi- 
nese landed gentry? Qizhong's spacious 
stucco and tile two-storey homes, fenced- 
in yards and landscaped walkways stand 
in stark contrast to the villages that sur- 
round it and make up Ma Qiao township. 

“We get 1,000 visitors a day," says 
ebullient local trade union head Xie Jicai. 
Imagine 10 million people visiting Shang- 
hai daily. It would be the same burden 
that 1,200-strong Qizhong bears. By 
mid-morning, tour buses command the 
single-lane road from Ma Qiao's new 
reception hall, forcing farm vehicles and 
delivery trucks on to the gravel shoul- 
ders. In Qizhong, the coaches clog the 
village’s main — and only — street. 
How many other rural communities can 
| boast bumper-to-bumper traffic? 

Once disgorged, the passengers file 
in an orderly yet eager manner towards 
| the village gate as if it was the entrance 
to an amusement park. Inside Qi- 
zhong's "Magic Kingdom," the deco- 
rum breaks down as the visitors fan out 
to indulge their fantasies in Shang- 
hainese suburbia and perhaps learn a 
lesson in China's rural reform. 

The peep show begins. With brazen 
disregard for this new concept of pri- 
vate property, gawking visitors swarm 
the residences. They walk freely 
through cottage gates, mount the stone 
porches and press their faces against win- 
| dow panes to glimpse the interiors. The 

tourists repeat this house-to-house search 
until they realise the homes are virtually 
identical. 

Chinese villagers have traditionally en- 
joyed more living space than urbanites, but 
the difference between Qizhong and 

ai isStaggering. In China's largest 
),000 families live in cell-like 

and m° per person, or 12 

ather and only child. The 









located from one- and two-storey farm 
houses to the modern, 200-m* villas. 

A former collective, Ma Qiao township 
began privatising land in 1982 and has 
since divested itself of 60% of the agricul- 
tural land, where rice, wheat and oil seed 
is grown. Unlike other rural privatisations, 
the Ma Qiao authorities wanted to retain a 
hand in housing policy. So the township 
planned the Qizhong villas rather than 
giving residents a free hand to build by 
themselves. Each home costs between Rmb 
70,000 (US$12,844) and Rmb 150,000 de- 
pending on the model — years of savings 
even for relatively rich villagers, whose per 
capita income is more than double the na- 
tional rural average. To help close the gap, 
Ma Qiao township offers low-interest 
mortgages of up to Rmb 30,000. 

Trade union official Xie demurred at 
suggestions that Qizhong might provoke 


glance as Xie denied a slide towards bour- 
geois liberalisation. 

There was no time to discuss such con- 
cepts as the emergence of a leisure class, 
Xie suggested, for the village’s new sports 
complex beckoned. On the way, Xie took a 
detour through the school. These are heady 
days for Qizhong. Among the 1,000 tour- 
ists one day in February were paramount 


| 


leader Deng Xiaoping and President Yang | 


Shangkun. 
What was Deng’s impression, the val- 


ued opinion of the man who unleashed | 
these reforms on the countryside? Deng | 
had noted, one teacher recalled proudly, | 


that the school was the first he had seen in 
China to have a swimming pool. 

Xie could not remember what Deng had 
thought of the recreation centre, where 
construction of an indoor pool is about to 
begin. The complex appeared off limits 


7 $ to regular tourists but was an essential 





Qizhong's ‘magic kingdom’ for farmers. 


jealousy among the armies of less-fortunate 
tourists. A Shanghai Foreign Affairs De- 
partment escort scoffed, overlooking the 
fact that he was as rubber-necked as any- 
one during a stroll through the village. He 
ventured a weak comparison with Pudong, 
an industrial development zone east of 
Shanghai. “When Pudong was started, 
Shanghai people used to say: "We'd rather 
have a bed in the west part of the city than 
a house in the east part’.” 

But the escort could not hide for long 
his own incredulity at Qizhong's vision of 
the farmer's life. His resolve started to 
break down when he learned that these 
country homes came with luxuries like 
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stop for party officials who arrived in 
sedans with curtains. Inside the 
guarded gate stood the pride of 
Qizhong — four beautiful tennis courts 


dV NYH 


many villagers play? "Currently, not 
that many," Xie conceded without a 
note of irony. On to the fitness centre, 
equipped with weight machines and a 
"stair-master" climbing machine, the 
latest craze in Western health clubs. 
Villagers were able to use the room for 
Rmb 2 an hour. It looked unused. 

These facilities were to be the nu- 
cleus of a future farmer's holiday vil- 
lage, Xie explained. He pointed across 
an irrigation canal to some shabby 
houses and cultivated fields beyond, 
soon to be transformed into a race track 
for horses. 

The Foreign Affairs Department es- 
cort was shaking his head in disbelief, 
searching for a justification for such crea- 
ture comforts within the ideological 
bounds of his communist upbringing. Ex- 
asperated, he said: 

^When I was young, we were taught 
that anything designed to make your life 
more comfortable was capitalism. Later we 
were told the difference between capital- 
ism and socialism was that one was a 
market economy and the other was a 
planned economy. Then the government 
began stressing that capitalism uses plan- 
ning as well and that socialism can take 
advantage of the market. The latest stage is 
that whatever improves your life is social- 
ism. You see, it is very. confusing." a 
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and a grandstand for spectators. How | 








Over the past thirty years we've 





gone out of our way to build a truly 





outstanding international airline. 





We've combined high technology 






with a gentle culture whose traditions 

















date back hundreds of years. 
This unique combination gives us 
advantages over other airlines in terms 


of reliability and service. 





But we : do have. another vital dif- 
ference whic h ds also unique to Thai. 


D s And that's our location. 





PUO Without. doubt, Bangkok is now 
the hub. of A 


sia. A focus of interna- 








tional trac le : nd tourism, a strategic 





"o . port of call at th the heart of the world. 
; And the magnificent new Don 


ng | Airport provides passengers 


with all the facilities you would expect 


at a modern international terminal. 


Today, more thàn:600 Thai Inter. [05 
national flights depart Bangkok 2 : 


week for 72 destinations in 36 coun- 
tries across four continents. 

And now that the whole world has 
the opportunity to discover the plea- 


sures of flying Thai, our growth will 


certainly continue. 


Which is why we e have recently liste x 
ed our shares on the Thai stock market. 

They promise to be one of Thai- 
land's most sought-after investments. 

And that's a promise, if you like, 


straight from ihe heart. 
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Miti City Down Under 


A Japanese bureaucrat imagined a hi-tech city for Australia 


By Bob Johnstone in Melbourne and Tokyo 














here is a scene in Bugsy where 
Warren Beatty has an epiphany, a 
vision of the casino city of Las 
Vegas rising out of the Nevada 
desert. A similar epiphany must have hap- 
pened sometime in late 1986 to a bureau- 
crat in Japan’s Ministry of International 
Trade and Industry (Miti). Al- 
though history does not record 
the bureaucrat’s name — it is not 
the way of Japanese public ser- 
vants to take credit (or blame) — 
his vision nonetheless lives on. 
What the Japanese official imag- 
ined was a hi-tech city rising out 
of Australia, and he named it: 
Multifunction Polis. 
MFP (as it quickly came to be 
known) was first proposed in 
January 1987 by Hajime Tamura, 
then head of Miti, during talks 
with his Australian opposite 
number, John Button. Japanese 
motives for proposing MFP at 
that time are not entirely clear. 

Some say it was to compen- 
sate for the botched "Silver Co- 
lumbia" proposal. Another of Miti's bright 
ideas, this called for the resettlement 
“Down Under" of Japanese old age pen- 
sioners. Canberra's response to Silver Co- 
lumbia was derisive. Miti was informed in 
no uncertain terms that what Australia 
wanted from Japan was new technology, 
not old people. 

Others say that the MFP proposal was 
an attempt to take the heat out of the trade 
friction then threatening to sour relations 
between the two countries. Japan is Aus- 
tralia's largest trading partner, but Austra- 

- lian exports are mostly low-margin com- 
modities like iron ore and coking coal. Aus- 
tralia wants to move into value-added 
manufacturing, but needs foreign invest- 
ment to do so. What better source of in- 
vestment than Japan? 

Not surprisingly, many Australians re- 
sponded positively to the Japanese pro- 
posal. They saw MFP as a magnet for at- 
tracting Japanese investment. Others, how- 
ever, were more cynical. In their view, the 
polis would function merely as a fetish for 
some latter-day Australian cargo cult. 

This of course was not at all what the 


Japanese had in mind. But their original 
proposal had not been particularly well 
thought-out. All Miti had done was to take 
the Japanese stereotype of Australia — one 
big beach backed by golf courses and de- 
sirable pieces of real estate — and overlay 
some futuristic-sounding ideas (sample: “a 
software research institute for the develop- 
ment of resorts"). But then details were 






Adelaide, the multifunction polis. 


never Miti's style. The ministry's forte is to 
map out the big picture. 

Thus it became the responsibility of 
Australia to demonstrate that it could come 
up with a Multifunction Polis worthy of 
the name. (Or rather, worthy of the vision: 
sooner or later, the name itself has got to 
go.) To date, however, progress towards 
this end has been painfully slow. “It’s been 
very frustrating," says former science 
minister Barry Jones. "The Australians 
assumed that the Japanese had a clear idea 
of what MFP was supposed to be, and that 
when the time came they'd explain it." At 
the same time, of course, “the Japanese 
assumed that we had a clear idea." 

“Our ideas were very different,” recalls 
Kanji Sahara, chief executive of the Japan- 
ese MFP study group. “We were interested 
in how to make a new city, whereas they 
were interested in how to introduce for- 
eign investment." Eventually, Sahara says, 
the two sides compromised by combining 
their ideas: creating a new city = introduc- 
ing foreign investment. 

But by the end of the decade, Multi- 
function Polis was still little more than a 
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clumsy name. This did not stop politicians 
from trying to exploit the proposal for their 
own ends. The Hawke government at- 
tempted to use the polis as a symbol of 
Australia’s much-ballyhooed metamorpho- 
sis from lucky country to clever country. 
At the same time, however, Canberra was 
not about to put taxpayers’ money where 
its mouth was. 

In the final days of the 1990 
general election campaign, then 
opposition leader Andrew Pea- 
cock attempted to stir up racist 
fears about Japan’s real inten- 
tions for MFP. The proposed city 
would become “a Japanese en- 
clave,” Peacock warned, in 
which Australians would find 
jobs as menials only. To their 
credit, Australian voters were 
not swayed. Peacock lost the 
election and was replaced. His 
successors are not hostile to the 
MFP proposal, but like their 
counterparts in government, 
they assert the private sector- 
driven line. 

In attempting to flesh out the 
MFP concept, Canberra has been 
hampered by the need for egalitarianism. 
Should the polis be a single entity tied to 
one geographic location, or should it be 
merely the hub of a continent-wide net- 
work? The federal government still finds it 
difficult to commit itself wholeheartedly to 
an MFP based in one state, whereas the 
Japanese have always made it plain that 
they strongly favour a single site. They 
argue, sensibly, that MFP is a diffuse 
enough concept as it is. 

But if just one site, then which state to 
chose? The Japanese favoured Queens- 
land's Gold Coast, because it is closest to 
the original polis-as-resort concept. The 
Queensland government, however, botch- 
ed its bid, failing to acquire the necessary 
package of land in time. The two other ob- 
vious candidates — New South Wales and 
Victoria, where the bulk of Australia's in- 
dustrial infrastructure is located — also 
fell by the wayside. 

Ultimately it was a dark horse — South 
Australia — that won the day. A superior 
proposal enthusiastically supported by the 
state's unashamedly interventionist pre- 
mier, John Bannon, seems to have done the 
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trick. In June 1990, the federal govern- 
ment's selection committee announced that 
it was endorsing the garden city of Ad- 
elaide as the site of the Multifunction Polis. 

But what a sight the site turned out to 
be. Located at Gillman, 20 minutes north 
of the city, it consists of 3,500 ha of man- 
grove fringed swampland where, for sev- 
eral decades, the people of Adelaide have 
dumped their rubbish. 

"[The site] has no tropical beaches, no 
resident foreign investors, no international 
(or national) profile, no obvious claim to 
host a ‘city of the future’,” writes Walter 
Hamilton in Serendipity City (ABC Books 
1991, A$29.95 [US$22.95]), the best of sev- 
eral recent books on MFP. "But notwith- 
standing," Hamilton continues, "Gillman is 
the best choice because it has the best state 
development plan and because its very dis- 
advantages sum up what the Multifunction 
Polis must be equipped to conquer. It must 
enhance the land on which it is built, not 
exploit it; it must draw new foreign invest- 
ment, not coddle existing investment; it 
must have its own international identity, 
not graft one to existing fame; and it must 
be a new kind of city project, not a replay 
of ongoing developments." 

Fine sentiments no doubt, but it will 
take more than sentiments to convince 
Japanese companies to invest in MFP. Late 
last year a mission consisting of representa- 
tives from 85 Japanese companies across 
the industrial spectrum flew down to look 
at the site. They were distinctly under- 
whelmed. (“It would have been better not 
to have shown us the site until it had got 


Out of the swamp 


some make-up on,” was the reaction of one 
Japanese participant.) 

Talk of investment was premature, the 
mission’s spokesmen concluded in their 
report, released in March. Incentives such 
as tax holidays were essential. But what 
was most important for the Japanese was 
that the Australians should demonstrate 
their commitment to MFP. There was, after 
all, competition for Japanese investment. If 
the Australians were serious about win- 
ning it, then they should draw up a con- 
crete plan complete with timetable for the 
completion of the necessary infrastructure. 
Above all, Japanese companies want to see 
local firms leading the way. 

The federal government has leaned on 
industry. Australia’s largest company, min- 
ing/oil/steel giant BHP, has been prevailed 
upon (reportedly via a special tax break) to 
set up a research facility at the site. The 
country’s new telecoms carrier, Optus, will 
set up a training centre. 

For its part, the South Australian gov- 
ernment has pledged to provide A$220 
million for land development and con- 
struction out of an estimated overall cost 
over 20 years of A$800 million. And the 
federal government has promised to locate 
a new commonwealth environmental pro- 
tection agency on the site. 

In financial terms, Canberra has thus 
far anted up around A$12.3 million to pay 
for feasibility studies and other start-up 
costs. In his February economic statement, 
Australia’s new prime minister Paul 
Keating promised A$40 million for MFP, as 
part of an existing government project. 
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Early artists i ions of Multifunction Polis depicted the 
city as a hi-tech fantasy, complete with the usual funny-looking 
skyscrapers topped by bubble domes with helicopters and cars 
whizzing about the place. The reality will be very different. Just 
how different is anybody's guess — an environmental impact 
study on the MFP site at Gillman has only just been completed, 
and construction has yet to begin. But there are some indica- 
tions of what forms MFP could take. 

For starters, the plan is to use the building of the MEP's 
infrastructure itself as a research and development project from 
which new products could emerge. For example, a key element 
in the design of the proposed MFP villages at Gillman will be 
the conservation and recycling of water. 

Adelaide does have some specialities to offer. The city is the 
home of the Australian National Defence Science & Technology 
Organisation and several small defence electronics firms. BHP 
plans to draw on the skills of these companies for environmen- 


tal sensing technology. 
Environmental science is one of three core areas identified ^ each other's languages 
as growth sectors for the next around which facilities at 


MFP will be grouped. Another is telecommunications. | 
Education is the third MFP core area. A taste of what sort óf 

education might be available is Ra International Com- 

puting College, newly established in Adelaide to train software 


Not quite complete. 


Unfortunately, he also reiterated that in- 
vestment in MFP must be led by the private 
sector. 

This is a particularly unreasonable de- 
mand given the nature of the Australian 
private sector, which consists mostly of 
medium and small-sized firms. Lack of 
full-scale commitment on the part of the 
federal government threatens to under- 
mine what could be an excellent vehicle 
for Australia to build some much-needed 
linkages with Asia (in addition to Japan, 
Korea has also put out feelers about par- 
ticipation) and the rest of the world. 

On their side, the Japanese have dem- 
onstrated their willingness to cooperate. 
An indication of their sincerity is the as- 
signment to the MFP project by Miti of some 
of its brightest people. It is characteristic of 
the Japanese to take a long-term view. The 
authors of the Japanese mission's report 
cite the case of Kansai Science City. This 
city took nine years to get from the original 
proposal in 1978 to the government go- 
ahead in 1987. 

The Multifunction Polis is now in the 
sixth year of what is envisaged as being a 
30-year project. Progress, though still slow, 
is being made: the South Australian legis- 
lature is about to pass a bill establishing an 
MFP development corporation. 

The Japanese have indicated that they 
are prepared to be patient. But even Japan- 
ese patience will run out. It is up to the 
Australians to prove that, like Bugsy Siegel, 
they can turn epiphany into reality. But like 
Bugsy, they will need lots more money to 
do it. a 





engineers from Australia, Japan, Indonesia and elsewhere in 


— human and computer. 


Multi-lingual graduates from this school could staff the 
Software Conversion Centre, a facility envisioned in the MFP 
feasibility study. As its name suggests, this facility would 
adapt existing English-language software for export to Asian 
markets. 
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fore you put your name down for a 
tek Philippe watch fig. 1, there are a 
y basic things you might like to know, 
without knowing exactly whom to ask. 
in addressing such issues as accuracy, re- 
bility and value for money, we would 
ike to demonstrate why the watch we 
Il make for you will be quite unlike 

y other watch currently produced. 





unctuality", Louis XVIII was 
nd of saying, “is the politeness of 


e believe that in the matter of punc- 
ality, we can rise to the occasion by 
king for you a mechanical timepiece 
will punctually record an extra 

ar every four centuries, in accor- 
e with the Gregorian calendar 

| .. Nevertheless, such a watch does 
| the occasional adjustment. Every 
ears and 122 days you should 
ber | to set it forward one e day to 








: | 7 you in sünply 
. content to observe the politeness of 
. kings. Be assured, therefore, that when 
_ you order - your watch, we will be 

. exploring for you the physical—if not 
| - the metaphysical—limits of | precision. 












: Does everything have t to — on 
ow much? | | 
nsider, if you will, ibn motives of the 
llector who on October 14, 1990 bid 
d 1 million (about. $880, 000) for 
Philippe at auction — “the: most. 
' vristwatch. He may have 





we believe that he bid for the 54-year- 
old watch simply because it works 
perfectly and he expects it to continue 
to do so for future generations. 

In case your ambitions to own a Patek 
Philippe are somewhat discouraged by 
the scale of the sacrifice involved, may 
we hasten to point out that the watch 
we will make for you today will cer- 
tainly be a technical improvement on 
the Patek bought at auction? In keeping 
with our tradition of inventing new 


- mechanical solutions for greater 


reliability and better time-keeping, we 
will bring to your watch innovations 
fig. 3 inconceivable to our watch- 
makers who created the supreme 
wristwatches of 50 years ago fig, 4. 

At the same time, we will of course 
do our utmost to avoid placing undue 
strain on your financial resources. 


Can it really be mine? 

May we turn your thoughts to the day 
you take delivery of your watch? Sealed 
within its case is your watchmaker’s tribute 
to the mysterious process of time. He 
has decorated each wheel with a chamfer 
carved into its hub and polished into a 
shining circle. Delicate ribbing flows over 
the plates and bridges of gold and rare 
alloys. Millimetric surfaces are bevelled 
and burnished to exactitudes measured 
in microns. Rubies are transformed into 
jewels that triumph over friction. And 
after many months—or even years—of 


- work, your watchmaker stamps a small 


badge into the mainbridge of your watch. 


for. The Geneva Seal—the highest possible 
ut attestation of fine watchmaking fig. 5. 


freely a available to be enjoyed by all. 


Looks that speak of inner grace fig. 6. 


When you order your watch, you will no 
doubt like its outward appearance to 
reflect the harmony and elegance of the 
movement within. You may therefore 
find it helpful to know that we are 
uniquely able to cater for any special 
decorative needs you might like to 
express. For example, our engravers will - 
delight in conjuring a subtle play of light 
and shadow on the gold case-back of one 
of our rare  pocketwatches fe 7. If you 


bring us your favourite picture, our — 


enamellers will reproduce it in a brilliant 
miniature of hair-breadth detail fig. 8. 
The perfect execution of a double hob- 
nail pattern on the bezel of a wristwatch 
is the pride of our casemakers and the 
satisfaction of our designers, while our 
chainsmiths will weave for you a rich 
brocade in gold figs. 9& 10. May we 
also recommend the artistry of our 
goldsmiths and the experience of our 
lapidaries in the selection and setting of 
the finest gemstones? figs. 1 1 &12. 


How to enjoy your watch before you 
own it. 

As you will appreciate, the very nature 
of our watches imposes a limit on the 
number we can make available. (The four 
Calibre 89 timepieces s we are now making 
will take up to nine years to complete). 
We cannot therefore promise instant 
gratification, | but while you look forward 
to the day on which you take delivery of 
your Patek Philippe fig. 13, you will 
have the pleasure of reflecting that time 
is a universal and everlasting eae, 
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fg 1: The classic face of Patek 
Philippe. 


hig. 4: Complicated wristwatches 
circa 1930 (left) and 1990. 

The golden age of watchmaking 
will always be with us. 


fig. 6: Your pleasure in owning 
a Patek Philippe is the purpose 
of those who made it for you. 













hig. 5: The Geneva Seal is 
awarded only to watches which 
achieve the standards of 
horological purity laid down in 
the laws of Geneva. These rules 
define the supreme quality 

of watchmaking. 
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hig. 7: Arabesques come to life 
on a gold case-back. 








fig 2: One of the 33 complica- 
tions of the Calibre 89 
astronomical clock-watch is a 
satellite wheel that completes one 
revolution every 400 years. 






TNE e f | 
hig. 8: An artist working six 
hours a day takes about four 
hg. 3: Recognized as the months to complete a miniature 
f most advanced mechanical 
regulating device to date, 
E Patek Philippe’s Gyromax 
balance wheel demonstrates 
the equivalence of simplicity 
and precision. 


in enamel on the case of a 


pocket-watcb. 























hig. 9: Harmony of design is 
executed in a work of simplicity 
and perfection in a lady 


Calatrava wristwatch 






fig. 10: The chainsmith’s hands 
impart strength and delicacy 


to a tracery of gold 





fig 11: Circles in gold: symbols | 
of perfection in the making 








hig. 12: The test of a master 
lapidary is bis ability to express 
the splendour of precious 


gemstones. i 


PATEK PHILIPPE 
GENEVE 


hig. 13: The discreet sign of 
those who value their time. 


Those who wish to take a more detailed interest in the watches of Patek Philippe may acquire for their libraries Patek Philippe's books on the matter 
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A Fragile Relationship by Harry Harding. 
-The Brookings Institution, Washington, D.C. 
~ US$38.95. 

_ Beautiful imperialist by David Shambaugh. 
Princeton University Press. US$35. 
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ts. "E don't even think this guy Ping i is à 
| real communist anyway." With these im- 
_ mortal words one Texas businessman, after 
meeting Chinese leader Deng Xiaoping at 
.a Houston barbecue in 1979, unwittingly 
"revealed that fatal combination of igno- 
-rance and naive enthusiasm that has 
helped to frustrate efforts to form a realis- 
and stable relationship between the US 
China. 

“In his new book, A Fragile Relationship, 
arry Harding traces in minute detail the 
estic and global issues affecting Wash- 
n's relationship with Peking between 
"when then US president Nixon first 
entured to China, and the aftermath of 
1e 1989 Tiananmen killings, when Sino- 
American relations plummeted to a 17-year 
ow. It is only through a deeper under- 
tanding of the complexities of these issues, 
and the changes of their relative impor- 
‘tance over the years, that Americans and 
‘Chinese alike can get past the agonising 
'and often emotion-driven cycles of eupho- 
ria and malaise that have marked the re- 
itionship since rapprochement. 

. The basis for rapprochement is well 
nown. Both the US and China had be- 
come increasingly apprehensive over what 
they perceived as an ever more expansion- 
st and belligerent Soviet Union. Each saw 
re other as a potential ally in their shared 
oal of curtailing Soviet power around the 
vorld and, in particular for the Chinese, 
ng the Sino-Soviet border. 

For the US, ties with China also held 
he promise of facilitating the withdrawal 
f its military forces from Vietnam, with 
which China had a "lips and teeth" rela- 
__ tionship, as Mao Zedong once put it. For 
- China, there was also the lure of American 
__ technology to expedite economic modern- 
-. isation. In each country, commercial enter- 
. prises and scholars eagerly sought entry 
_ to the other's markets and universities, 
_ which had been closed to them for more 
< than 20 years. While these interests were 
J secondary to the strategic motive for re- 
wing ties in 1972, they increased in rela- 
e importance as the new relationship 
ogressed. 

f the many impediments to the estab- 
nent of formal diplomatic ties and, 
; to improved relations, the first was 
Taiwan issue. While trade quickly took 
cand cultural exchanges were ar- 
d, the absence of formal relations 



























































ances with dragons 


constrained progress in both spheres. 
When diplomatic ties were established in 
1978, after a compromise on the Taiwan 
issue and the victory over Chinese leftists 
by reformist forces led by Deng Xiaoping, 
a new wave of hope swept both countries. 
But this euphoria evaporated two years 
later when then US president Reagan, un- 
der pressure from Republican Party con- 
servatives, began back-pedalling on Tai- 
wan, and Peking announced a foreign 
policy more independent of and at odds 
with Washington's. 
Again compromise was reached on Tai- 
wan (and on a number of less critical is- 
sues, including technology transfer) and a 
new wave of enthusiasm swept both coun- 
tries. The high was supercharged in the 
mid-1980s by an intensification of Chinese 
economic and political reform, with many 
Americans wistfully believing that China 
would soon become a capitalist and 
democratic clone of the US — and more 


than a few octogenarian Chinese leaders 


concerned about that possi- 
bility as well. 

One issue that lay 
smouldering, but more or 
less dormant during the 
early years, was China's 
human rights record. Suc- 
cessive US administrations, 
and American business- 
men, academics and jour- 
nalists with access to China, 
avoided the issue — the lat- 
ter for fear of jeopardising 
their own coveted posts in 
China. 

But as contacts increased 
between foreigners and or- 
dinary Chinese in China and abroad, espe- 
cially during the 1980s, the issue could no 
longer be ignored. Today, almost three 
years after Tiananmen, the human rights 
issue, now closely linked by the US to 
trade, ranks alongside Chinese arms proli- 
feration as a major obstacle to progress. 
With the collapse of the Soviet Union, the 
strategic rational for Sino-American rela- 
tions has all but disappeared. 

It is shared Sino-American interests and 
conflicts of interest, and the weight each 
country has attached to them over time, 
that Harding details and analyses so lu- 
cidly in this work. Harding also offers 
much good advice on how the US should 
pursue its China policy: 

"[n redesigning their policy toward 
China, Americans would be best advised 
to strive not for a 'special relationship, but 
for a normal one. China policy must be 
more balanced and less euphoric than it 
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and less moralistic than it has been s since = 
then.” | | 

While Harding’s s book traces the ups 
and downs of Sino-American relations 
from 1972 to the present with an emphasis 
on the US perspective, Beautiful Imperialist 
focuses solely on the development of Chi- 
na's America-watching institutions over 
the same period. 

The title, a literal translation of the ab- 
breviated Chinese characters meaning 
“American imperialist,” is used by author 
David Shambaugh to capture the ambiva- 
lence of Chinese attitudes towards the US. 
Throughout the book, the author struggles 
to explain this ambivalence through an in- 
vestigation of the institutions established 
to watch America and the lenses they use 
to form their images. 

On Nixon’s 1972 trip, the US president 
met the handful of specialists who repre- 
sented the sum total of China’s America 
watchers. Today, according to Shambaugh, 
there are between six and seven hundred 
America specialists spread among a host 
of civilian and military institutions. The 
numbers alone are a good indicator of just 
how far China has come in better under- 


ee ne US, its institutions and its 


people. 

Shambaugh, editor of 
the London-based China 
Quarterly, divides China’s 

. America watchers into four 
.. broad groups: central gov- 
ernment bureaucrats, who 
are policy advocates and 
advisers as well as policy- 
makers; journalists, who 
help interpret the US for 
government leaders and the 
general public; research in- 
stitute personnel, who are 
intelligence analysts and 
policy advisers; and univer- 
sity teachers, who train 
America specialists. 

The author then subdivides each group 
according to the various ideological 
orientations of the individuals within them. 
Among his main subdivisions are the 
Stalinists, the Leninists, the non-Marxists 
and the pluralists. Shambaugh then looks 
at how the individuals comprising each of 
these categories perceive America's 
economy, society, polity and foreign policy. 

One of Shambaugh' s most interesting 
findings is that, regardless of their ideo- 
logical orientation and the convoluted path 
they take to arrive at their conclusions 
about the US, all of these analysts end up 
with remarkably similar views. The rea- 
sons for this are not fully explained, but 
the reality is that the Chinese leadership is 
far better informed today then ever before, 
a situation that bodes well for Sino-Ameri- 
can relations over the long term. 

8 Ashley Wright 
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Yen for Development: Japanese Foreign Aid 


“hard” in nature and too much tied to 
Japanese commercial interests to fully 
merit the term foreign “aid.” Now Japan is 
talking back. 

The value of this symposium on Ja- 
panese foreign aid, edited by Shafiqul Is- 
lam, is that it helps to publicise the Ja- 
panese perspective on the subject. It is a 
view that seems likely to command in- 
creasing attention even if it is not always 
fully persuasive. 

The Japanese consul-general in New 
York, Masamichi Hanabusa, crystallises 
this perspective as follows: "While Japan 
recognises that external economic assist- 
ance is clearly necessary for developing 
countries as they start on the road to pros- 
perity, it does not want to see recipient 
nations develop a mentality or an 
economic structure that takes aid for 
granted. 

"Rather, such countries should strive to 
generate domestic resources and capital for 
sustained growth, and to earn foreign ex- 
change so that they can import necessities 
and repay foreign debt. Needless to say, 
such requirements have made Japanese aid 
somewhat unpopular among recipients. 
Also embedded in the Japanese philosophy 
of development is the idea that the public 
and private sectors must work not as 
adversaries but as partners in develop- 
ment." 

In a nutshell, this is intended to be a 
justification for the principle of "self-help" 
which Japanese officialdom nowadays 
boldly proclaims motivates Tokyo's loan- 
biased aid programme. 

The principle has some merit if judi- 
ciously applied, though it can also be seen 
as self-serving since it minimises the sums 
that Japan has to give away in grant form. 
It also ensures that Japan Inc. reaps mate- 
rial rewards from building the physical 
infrastructures which ODA finances in de- 
veloping countries. 

Hanabusa's argument that the Asian 
countries on which Japanese aid has been 
chiefly concentrated demonstrates the 
success of the self-help principle, con- 
veniently ignores the fact that these 
countries have also been in receipt of 
large quantities of Western aid. Generally 
of a "softer" grant-based nature, such aid 
has helped them finance human-resource 
development while Japanese contributions 


| have helped finan ie 





he hardware. 

Hanabusa is on weak ground when he 
contends that "the effectiveness of aid 
in promoting development has seldom 
been the subject of serious discussion." 
The World Bank for one has analysed 
this issue to the point of exhaustion. Per- 
haps the fact that Japan still has no post- 
graduate university courses in develop- 
ment studies helps explain such singular 
claims. 

Things are changing. Japan's Ministry 
of Finance has recently reached an agree- 
ment with Harvard University to build a 
development studies programme at Har- 
vard which will help to train aid personnel 
— in critically short supply in Japan — 
both in Cambridge and in Japan. 

The nature of such an arrangement 
points up how closely Japan's aid policy is 
still tied to that of the US. Robert Orr in his 
earlier book The Emergence of Japan's Foreign 
Aid Power analysed this cooperation in 
great detail. Islam’s book goes one step 
further by asking the valid question of 
whether Washington is really prepared for 
“power sharing” as well as burden sharing 
with Tokyo in global ODA policy. 

The essays by Japanese and Western aid 
experts fit together well, something which 
often eludes the editors of international 
symposia. Islam's own credentials as a 
senior fellow for international finance at the 
Council on Foreign Relations in New York 
appear to have equipped him well for the 
task. 


FAR EASTERN. ECONOM! C REVIEW 








There is some Japan-bashing in t 
book, particularly in a chapter co-writ 
by Toru Yanagihara, professor of ecor 
mics at Hosei University in Tokyo. 
speaks of "Japanese aid's lop-sided 
phasis on production-oriented proje 
But there is also a counterbalancing mix 
America-bashing. 
Shinji Asanuma, a director of the ; 
region at the World Bank, claims, 






















example, that "US aid policy is driven 
the dominant development ideology of 
time, which often varies according 
changing intellectual fads and the ic 
logical leanings of the incumbent admi 
tration." This applies equally to those r 
lateral institutions such as the We 


Bank over which the US exercises voti 
control. 





Bank over ^ 
lopment mode 
of the world ; 
war experience c; 
codified for the benefit of d 
tions. ES 

If the World Bank staff think 
how will the US administration re | 
idea of Japanese-style "communitar 
capitalism" replacing its own brand 
"individual capitalism?" The outco 
could be a critical test of aid cooperat 
between the world's two biggest aid px 
ers. & Anthony Row 
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A —Z of trust 


South Korean funds need bail-out after buying binge 
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DW —S MEME Ecce 


here is nothing about the 23- 
storey headquarters Daehan In- 
vestment Trust is constructing in 
BÉ. central Seoul that would attract 
wuch attention. Nothing, perhaps, except 
hat Daehan has a negative net worth of 
Von 140 billion (US$184 million) after two 
ears of losses. 

< That an insolvent company can plunge 
2 ahead with a Won 50 billion office building 
„speaks volumes about South Korea's heav- 
“ily regulated financial sector, where finan- 
cial failure is simply not an option. 

=> Huge losses at Daehan and South Ko- 
“yeas two other investment trust companies 
are posing a major policy problem for the 
. government. Yet officials are determined 
` to keep them afloat, whatever the cost. By 
< using the trust companies as a tool of fi- 
“ nancial policy, however, the government is 
hurting South Korea's small investors — 
while at the same time undermining its 
- own efforts to bolster its stockmarket. 

' Korea Investment Trust and Citizens 
nvestment Trust, the other two trust com- 
anies, lost a total of nearly Won 320 billion 
ast year. Like Daehan, it was their second 
nsecutive year of losses. 

The three companies now have a com- 
ned negative net worth of Won 500 
jillion, according to South Korea's gener- 
s accounting standards. South Korean 
egulators allow companies to value their 
vestments at cost, not current market 
lue. Without that dispensation, the com- 
yanies’ financial position would look far 
vorse. 
| A senior Ministry of Finance (MOF) of- 
__ ficial who is involved in developing a res- 
cue plan for the trusts says that it is “not 
| possible" for them to go out of business. 
More than 1 million Koreans hold unit- 
. trust investments in stocks and bonds 
. marketed by the companies, and a disrup- 
ion in the business would be politically 
acceptable. 
Domestic investors are not the only 
es interested in seeing how the govern- 
ent handles this problem. Of the invest- 
it funds managed by the three compa- 
(s, 13 have been set up for foreign in- 
ors. Furthermore, the Seoul stockmar- 
opened to direct foreign investment in 
















































The problems at the investment trust 
companies reflect a series of policy blun- 
ders stretching back to December 1989. 
At that time, the Korea Composite Stock 
Price Index had just slid below the 850 
level, down from its high of 1,007 the pre- 
vious April. Angry demonstrators began 
invading brokerage offices, disrupting 
business by overturning desks and throw- 
ing eggs. The MOF, desperate to find a way 
to prop up prices, turned to the trust com- 
panies. 

Finance Ministry officials, with the 
backing of the presidential Blue House and 
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cooperation from the Bank of Korea (the 
central bank), ordered commercial banks 
to lend the investment trusts Won 2.7 tril- 
lion. In turn, the trusts obediently poured 
the money into the stockmarket. Since then 
the market has fallen nearly another 30% 
and is now trading at an index level of 
around 615. | 

The investment trusts have to bear a 
double burden. They have huge interest 
payments on debts financed to buy stock 
whose value has shrivelled. The companies 
bought most of their shares when the in- 
dex was trading between 800 and 900. Be- 
cause they invested heavily in financial 
shares, which have led the market decline, 
a conservative estimate is that they have 
lost one third of the Won 2 trillion they 
invested. 

Borrowings at the three firms total Won 
5.7 trillion. The government has tried to 
help by lending money at preferential 
rates. Last year the government lent Won 
2.2 trillion at 3% annual rates, which was 
used to refinance the bank debt. The 
money was surplus government funds, re- 
cycled through the Korea Securities Fi- 
nance Corp., which lends money for things 
such as settling margin transactions. This 
year, as the government's fiscal position 
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has weakened, the low-cost loans were cut 
to Won 1.5 trillion. 

More than half of the investment trust 
. companies’ debt, Won 3.5 trillion, is owed 
_ to short-term finance companies and secu- 
rities houses. Unlike the commercial banks, 
which are controlled by the government, 
these institutions charge market interest 
rates, typically between 15-18%. Even with 
Won 1.5 trillion in low-interest loans, the 
senior Finance Ministry official estimates 
that the average borrowing cost will be 
about 10% this year. Much of the interest is 
simply being deferred. 

Until the market recovers, any solution 
simply involves shifting the costs. Finance 
Ministry officials are now trying to force 
the Bank of Korea to extend special long- 
term, low-interest loans as a way of help- 
ing the investment trust companies. There 
is a precedent for this. Over 1985-87, Won 
1.7 trillion in low-interest loans was ex- 
tended to commercial banks as part of a 
rescue package for the shipping and over- 
seas construction industries. Moreover, the 
Finance Ministry official notes that Ja- 
panese financial authorities rescued strug- 
gling investment trust companies during 
the Tokyo bear market of 1963-65. 

The investment trusts are not the only 
victims of the slumping Seoul bourse. The 
25 established securities companies lost a 
reported Won 46.2 billion in the fiscal year 
ending 31 March. (Six newly established 
firms, which have smaller branch net- 
works, reported a combined profit of Won 
46.9 billion.) And of the 10 largest brokers, 
only Daewoo Securities reported a profit. 
The combined loss of the 10 largest firms 
for the year to March was Won 99 billion. 

The woes at the investment trust com- 
panies also reflect the schizophrenic atti- 
tude towards the role of the investment 
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trust companies. The companies have to 
serve two masters: they were given the task 
of achieving high returns for individual 
investors who bought their beneficial cer- 
tificates. But the firms, whose senior ranks 
are liberally sprinkled with former Finance 
Ministry officials, have for many years put 
the ministry’s desire to stabilise the market 
ahead of generating the highest returns for 
investors. They have been profit-minimis- 
ing, selling into rising markets and buying 
into falling ones, as part of the Finance 
Ministry’s strategy of smoothing out mar- 
ket fluctuations. 

During the 1986-89 period, when the 
market roared ahead, MOF officials picked 
up the phone and told the investment trust 
companies to sell. Officials insist that this 
sort of day-to-day guidance by the minis- 
try no longer occurs. 

By playing nanny to the investment 
trusts, the Finance Ministry has not done 
them many favours. Their performance has 
consistently lagged behind the market. The 
five main funds for foreign investors had 
five-year gains of 60-86% for the period 
ending 31 December, according to Korea 
Investment Trust. This compares with the 
composite index’s gain of 124%. Domestic 
funds recorded similar gains. About the 
only positive thing to be said for the funds 
is that they do not seem to fall as much as 
the index in down markets. 

On paper, the investment trusts are a 
good idea. Most of the more than 1 million 
South Koreans who bought the companies’ 
bond and stock funds are small individual 
investors who felt that if they waded in on 
their own, they would not stand a chance 
against the speculative players who domi- 
nate Seoul's bourse. But by treating the in- 
vestment trusts as an arm of the govern- 
ment, officials have undermined an insti- 
tution that would have given South Kore- 
ans a stake in a healthy stock and bond 
market. The loss of that confidence may be 
the biggest casualty of all. m 
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US: copyright laws 
or trade sanctions 









By Julian Baum in Taipei 
he Taiwan Government has re 
swiftly to try to defuse tension 





pei is anxious to spare 
and information sector t 









ave án 

measures to reinforce their . 
against violators of copyrigh 
physical inspection system will 
duced for computer exports, + 
the legal code governing intellectu. 
erty rights will be accelerated, and 
courts will apply existing laws more st 
gently. 

Taiwan officials believe that th 
tiatives will be enough to satisfy their 
counterparts when the two sides meet 
Washington at the end of May. If they. 
not, the US Trade Representative v 
launch a six-month formal investige 
into Taiwan's stance on intellectual y 
erty rights under the so-called Spe 
provision of the Omnibus Trade. 
Competitiveness Act of 1988. An un 
vourable report could result in retalia 
trade measures. 

In its annual unilateral review, an 
nounced on 29 April, the Bush administr 
tion added Taiwan to the list of "prior 
foreign countries" which do the greates 
harm to US owners of intellectual prope 
erty. Previously, it had been on the less. 
serious "watch list." 2 

The US-based International Intellectual. 
Property Alliance estimates that copyright 
theft by Taiwan exporters cost US industry 
some U5$350 million in lost sales last year, 
mostly in computer-related business. Au 
statement from the office of US Trade 
Representative Carla Hills charged tha 
Taiwan was “a centre for copyright pira 
and trademark counterfeiting of US p 
ducts." Her office was also unhappy ti 
promised stiffer laws had not been enactec 
promptly. | 

Any official sanctions would be limited 
to the estimate of damages incurred, which 
even at the US$350 estimate is small com 
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pared with Taiwan's worldwide 
exports last year of US$13.8 billion 
in electronics and computer pro- 
ducts. But the real danger, accord- 
ing to industry sources, is that it 
would be difficult to limit the im- 
pact of any retaliatory actions. 

The island's leading computer 
companies already pay large royal- 
ties to US manufacturers of soft- 
ware such as IBM and Microsoft. 
Their image as responsible and 
trustworthy licensees is crucial in 
ensuring their continued access to 
US suppliers of technology, which 
in turn is essential in maintaining 
their competitive strength in world 
markets. 

During the past two years, 
many small and medium-sized 
firms have gone out of business as a result 
of depressed demand for computer prod- 
ucts. Those still operating could not sur- 
vive punitive tariffs of as high as 100% on 
exports to the US, their primary market, 
according to industry sources. 

A touch ironically, the island's fast- 
growing software industry will itself be 
dependent on a strong regime of copyright 
protection. The government is planning to 
establish industrial zones to develop Tai- 
wan as a regional software centre. Vice- 
Economics Minister P. K. Chiang has said 
that Taiwan needs to enforce its laws if it 
expects to upgrade its own industry and 
cultivate a domestic software business. 

During the 1980s, Taiwan strengthened 
its then-flimsy laws on the protection of 
intellectual property rights, and these are 
now recognised as among the most com- 
prehensive in Asia. Although loopholes do 
exist, according to industry observers, the 
biggest problem has been weak and hap- 
hazard enforcement. ^A lot has been 
cleaned up here since the early 1980s," says 
Carolyn Hansen, a US lawyer in Taipei. 
"But the laws are not effectively enforced." 

Taiwan's judiciary appears to regard 
infringements of intellectual property 
rights in a benign light. Judges often im- 
pose light jail sentences which, under the 
administrative code, can be converted into 
a fine of only a few thousand New Taiwan 
dollars if the sentence is of six months or 
less. This provides negligible deterrence in 
piracy rackets involving millions of US 
dollars. 

Judicial Yuan president Lin Yang-kang 
has admitted the need for stronger en- 
forcement and has proposed setting up a 
specialised court to hear cases involving 
intellectual property rights. 

To improve customs controls, the gov- 
ernment has agreed to set up a physical 
inspection system, rather than rely on 
unverified reporting by exporters. How- 
ever, it will not be the 100% inspection of 
computer-related exports reportedly re- 
quested by US negotiators during trade 
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Taiwan's computer exports at risk. 


talks which broke down in April. That de- 
mand is impractical given the volume of 
exports, say officials. 

The legislature has promised to begin 
immediately to review a revised copyright 
law which has been pending for two years. 
Further stiffening of the patent and trade- 
mark laws has been delayed by govern- 
ment agencies, though the amendments 
should be sent to the legislature soon. 

The police have launched several well- 
publicised operations to crack down on the 
thriving domestic market in illegally cop- 
ied material. In late April, a sweep of video 
rental shops and viewing parlours, known 
in Taiwan as MTVs, led to the confiscation 
of pirated videotapes and laser discs. But 
many of these leisure establishments tem- 


porarily suspend operations if they 
suspect a raid is imminent. 

Top Taiwan officials, including 
Foreign Minister Fredrick Chien, 
complain that the US trade threat 
ignores the progress the island has 
made in protecting intellectual 
property. Some have charged that 
the Special 301 action is part of 
election-year tactics by the Bush 
administration to single out vul- 
nerable trading partners which are 
competing too successfully with 
US manufacturers. 

Officials at the Board of Foreign 
Trade add that Washington's ap- 
proach is unwarranted, given the 
special treatment of US companies 
in Taiwan and the board's coop- 
eration in reducing the island's 
trade surplus with the US. With preferen- 
tial treatment for the import of US goods 
and buying missions to the US, that sur- 
plus has fallen from a peak of US$16 bil- 
lion in 1987 to US$82 billion last year. 

Some economists say there could be a 
backlash against the heavyhanded tactics 
of the US. "There is a growing sentiment 
that we should eliminate favourable treat- 
ment for US companies," says Kuo Wen- 
jung of the Chunghwa Institution for Eco- 
nomic Research. 

Other observers say that countries such 
as China have been more blatant in 
violating US intellectual property rights, 
but that Taiwan because of its size and 
economic dependence on the US is an 
easier target. F 
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Roll of dishonour 


Asian countries head list of US targets 


By Susumu Awanohara in Washington 


sian countries remain the most con- 
sistent abusers of the intellectual 


property rights of US producers, 
according to the US Trade Representative 
(USTR). India and Thailand remained for a 
second year on the list of worst offenders 
drawn up by the UsTR, while Taiwan was 
appended to the roll of dishonour an- 
nounced on 29 April. 

South Korea, the Philippines and, to a 
lesser extent, Indonesia, were also rebuked 
for allowing piracy of copyrights and pat- 
ents. 

But the view within these countries that 
they are the victims of selective criteria has 
some support within the US. Roger Brooks 
of the US Pharmaceutical Manufacturers 
Association senses that the Special 301 pro- 
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visions of the 1988 trade act have become a 
policy tool mainly to deal with Asian 
countries. 

Brooks says that although his industry 
has had complaints about countries in 
Latin America and Eastern Europe, as well 
as Asia, only Asian countries are being tar- 
geted. The US appears to be using negotia- 
tions for a North American Free Trade 
Agreement and bilateral forums to deal 
with Latin America, and it is treating East- 
ern Europe with kid gloves for the mo- 
ment, according to Brooks. 

US government officials as well as some 
industry representatives disagree. They say 
Asian countries are being cited under Spe- 
cial 301 simply because they are the worst 
violators of intellectual property rights. 

The USTR announced a suspension of 
duty-free privileges granted under the 
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When there’s movement in Asian markets 
were in a position to know. 





Ate TY ONE m P P > 


D hens erg ee og tee 5n tl oat P igit MEL Y arme cen cri cen ne P 
T ARI a AMD o CP ami n P un n rH aH rH t ^ amete 


No one is closer to Asia's markets spot emerging opportunities and they ve 
than Peregrine. When it comes to equities, we come to rely on our thorough research. : 
advise many of the world’s most successful With our extensive Asian network and offices — 
fund managers and high net worth individuals, in New York and London, Peregrine can keep- — 


in addition to a large number of leading cor- a sharp eye out 
porate accounts. They know we're quick to on your behalf. 





HONG KONG ¢ SINGAPORE * PHILIPPINES e THAILAND e INDONESIA * MALAYSIA e AUSTRALIA « LONDON e NEW YORK d 2 
Head Office: 23/F New World Tower, 16-18 Queen's Rd., C- Hong Kong Tel: (852) 825 1888. Fax: (852) 845 9411 





BUSINESS © 





Generalised System of Preferences to cer- 
tain Indian imports, mainly in the pharma- 
ceutical and chemical industries. An esti- 
mated US$60 million in Indian exports to 
the US will be affected, a small chunk out 
of total sales to that market of US$3.2 bil- 
lion in 1991. 

The average duty on these items was 
only 5.2% and, given India’s cost advan- 
tages, the products are likely to remain 
competitive — though profit margins may 
be squeezed. What was important, say US 
officials, is that a “signal” has been sent to 
Indian legislators and industrialists who 
tended to doubt that Washington would 
take action. 

According to Bibek Debroy, a professor 
at the Indian Institute of Foreign Trade in 
New Delhi, the Indian Government has al- 
ready decided to comply with US and 
other foreign demands that it amend its 
controversial 1970 patent law. “We are just 
trying to figure out some way of making it 
politically acceptable.” 

However, many politicians in the ruling 
Congress party and the opposition, as well 
as senior press commentators, have por- 
trayed the issue of intellectual property 
rights as nothing more than a means to 
subordinate developing countries in per- 


ity. 

Aggrieved US industries feel Washing- 
ton is too soft on Thailand and is pressing 
officials to be tougher when they meet 
representatives of the new Thai Govern- 
ment shortly. The USTR said that Thailand, 
like India, would be vigorously pursued 
over alleged infringements of property 
rights already identified, though new in- 
vestigations would not be initiated. 

Indonesia came close to being named a 
“priority foreign country" (or worst of- 
fender) but managed to cling to its position 
on the “watch list" — a roll of least-serious 
offenders. The key complaint about Indo- 
nesia was the lack of market access granted 
to US motion pictures and video tapes. At 
the 11th hour, Jakarta offered increased ac- 
cess through greater licensing provisions 
and additional outlets, according to Hills. 

South Korea and the Philippines, which 
had been on the watch list, disappointed 


A US officials by failure to combat abuses of 


intellectual property rights and were 
moved up to the middle list, or "priority 
watch list." This includes countries ^whose 
acts, policies and practices meet some, but 
not all, of the criteria" for the worst-of- 
fender identification. 

Having completed a major series of 
talks with the US early this year, China 
ceased to be a priority foreign country and 
slipped down to the watch list. In another 


area, the US this year did not blame any 


Asian country (under what is called "title 
seven" of the trade law) for persistent dis- 
crimination against US businesses in pro- 
curement, dropping the charge it made last 
year against Japan. * 


COMPANIES 1 


Out on a Lim 


Pilecon bid may test Malaysian tycoon 


By Doug Tsuruoka in Kuala Lumpur 


b 





usinessmen are of two minds 
when it comes to Malaysian tycoon 
Lim Thian Kiat. Some praise him 
as a feisty young entrepreneur who has 
proven his mettle, while others dismiss 
him as a dapper neophyte on the corporate 
scene. 

The acid test of Lim's abilities, however, 
may be yet to come. It is widely believed 
on the Kuala Lumpur Stock Exchange 
(KLSE) that Lim is amassing shares for a 
takeover of Pilecon Engineering, a highly 
profitable construction-and-property com- 
pany involved in the planned Second Link 
highway to Singapore. 

Analysts believe Lim is particularly in- 
terested in Pilecon's role in a M$3 billion 
(US$1.2 billion) project to 
build a futuristic mini-city 
on reclaimed land at the tip 
of Johor state near the 
planned Second Link 
highway to Singapore. The 
project, to occupy a land 
mass equal to half that of 
downtown Kuala Lumpur, 
is expected to form the 
focal point for Johor's de- 
velopment, guaranteeing 
huge profits for any com- 
pany getting in at the ini- 
tial stage. 

Pilecon would also be 
useful to Lim because of 
the company's planned 
leisure and residential projects in Johor. 
Analysts believe the company has more 
than M$1 billion of contracts in hand. "Lim 
is not interested in a quick turn," a broker 
close to the takeover says. “I think he is 
interested in the synergy of the group." 

The 33-year-old Lim is the eldest son of 
Malaysian entrepreneur Lim Ah Tan, the 
chief of another business empire built 
around the family company, Seri Angkasa. 
The younger Lim leapt to prominence after 
his family assumed control of Kamunting 
Corp., a formerly defunct tin-mining com- 
pany, in May 1987. He parlayed the com- 
pany into a profitable diversified concern 
that has had particular success in its toll- 
highway operations. 
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Lim: conflicting images. 


Lim's next move was a gamble. In 1989, 
he paid M$592 million for troubled Multi- 
Purpose Holdings, the former investment 
arm of the Malaysian Chinese Association, 
the country's largest ethnic Chinese politi- 
cal party. A relative unknown at the time, 
Lim pulled off the acquisition despite con- 
certed efforts by rival businessmen to win 
control of the ailing but potentially lucra- 
tive conglomerate. 

Lim has also proved himself a master of 
fast-lane financing by tunnelling out of 
M$300 million debt in 1989 after undertak- 
ing his buy-out of Multi-Purpose. He has 
since steered the erratically performing 
group into solid respectability, confound- 
ing friends and foes alike. 

Too many analysts, Lim showed his 
business skills in 1990 by successfully de- 
fending Magnum Corp., 
Malaysia's premier betting 
company, against a hostile 
takeover by businessman 
Vincent Tan. But the busi- 
ness side of Lim contrasts 
sharply with the modest 
self-effacing image that he 
enjoys cultivating in public. 
Critics say the soft-spoken 
Lim often comes across as 
a near-boyish entrepreneur. 
“He is overly aggressive," 
one complains. 

A clearer picture of the 
true Lim could come soon. 
Brokers believe he began 
acquiring Pilecon shares on 
the stockmarket more than a month ago at 
a price of M$2.25-2.61 each. On 21 April, 
Magnum and another Multi-Purpose 
group company, Dunlop Estates, an- 
nounced that they had purchased 22.9% of 
Pilecon for more than M$64 million. 

The move sparked rumours on the KLSE 
that Lim wanted to wrest control of the 
company from a group of interests headed 
by maverick Malaysian entreprenuer Lee 
Ming Tee. 

Lee owns Hongkong-based Allied 
Group and a controlling stake in Mulpha 
International Trading Corp. a company 
that was once part of the Multi-Purpose 
group. In 1990, the most recent figures 
available, Pilecon's pre-tax earnings 
jumped 52% from a year earlier to M$12.1 
million on a 49% increase in revenue to 
M$371.3 million. 

Lee acquired a strategic shareholding in 
Pilecon in 1989, and together with busi- 
ness-partner Hong Lee Pee, he is believed 
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Working together at I/N TEK, the world’s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 
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) | Stanger to high finance, Lee ap- 
ed Malaysian tycoon Khoo Kay 
g about a possible buy-out of Khoo's 
terest in Malayan United Industries 
|. (MUD, one of Malaysia's largest ethnic 
;Chinese-controlled conglomerates. 
Whether Lim can pry Pilecon away 
from Lee remains to be seen. The struggle 
-appears to have entered a period of deft 
manoeuvring in which none of the claims 
made by the various sides can be taken at 
. face value. 
" Sources close to Lim say the tycoon is 
unting on Pilecon's bumiputra, or indi- 
genous Malaysian, shareholders switching 
their loyalties to him. The bumiputra block, 
or about 20% of the company, is controlled 
through nominees by prominent bumi- 
` putra politicians from Johor. 
^. Lim held a meeting with a high-rank- 
ing bumiputra official in Johor just before 
ie announcement that Maim and 
Dunlop Estates had acquired a 22.9% 
take in Pilecon, according to the 
ources. The loyalty of the bumi- 
utra block is likely to determine 
1e fate of the takeover battle, and 
oth sides say they have its alle- 
























































Sources close to Lee, however, in- 
that Lim has stumbled into a 
They say Lim, acting on faulty 
arket intelligence, underesti- 
Lee’s strength in the company 
s. now searching for a face-sav- 
ay out. 
fter an outstanding issue of 
20 million worth of convertible 
secured-loan stock (CULS) is taken 
account and loyalist interests 
ding them, these sources say Lee effec- 
; controls about 42% of Pilecon. They 
his gives Lim a proxy edge Lim that 
uld be impregnable even in a general 
er for Pilecon's remaining shares. 
The greater part of the bumiputra hold- 
in the company is in the form of these 
'ULS, according to a source close to Pilecon. 
‘The bumiputra block is effectively cas- 
rated," a Pilecon executive says. “It’s 
Ocked in a safe." 
-= Pilecon executives also dismiss Lim's 
'urported meeting with the bumiputra 
jal. "T. K. Lim is free to meet with any- 
he wants,” an executive says, “but that 
‘not change a thing." 
jurces close to Pilecon say the com- 
has about 132 million shares after 
outstanding CULS are factored in. 
iming that Lee controls about 42% of 
company, it would cost Lim about 
94 million to buy Lee's interest in the 
pany. Considering that Lim has al- 
paid M$64 million for his 22.9% 





Pilecon n ‘would: be astronomic. 

Such terms are likely to be unthinkable 
for Lim, whose current finances are de- 
scribed as “tight” by sources close to the 
businessman. Lim has another M$100 mil- 
lion in bank notes falling due by year- 
end. 

Nonetheless, some analysts believe Lim 
has more than enough credit on hand to 
challenge Lee’s control of the company if 
the bumiputra block defects to him. 
Moreover, some analysts believe Lee is 
bluffing when he says that he controls 42% 
of Pilecon. “I don’t think Lim would go 
into something like this if he had not done 
his homework,” a broker says. 

But the sources close to Lee argue that 
if Pilecon were worried about the takeover, 
the company would have taken serious 
pre-emptive action when Lim began buy- 
ing its shares. They insist that Lee, who has 
long-term plans for Pilecon, would not 
consider giving up the company unless the 
price was “right,” or no less than M$3.50 a 
share. 


An offer at this price would give Pilecon 





a price-earnings (p/e) ratio of 33, based on 
the company's estimated profit of 10.5 M 
cents a share for the current year. One ana- 
lyst points out that since this p/e is twice 
the average on the KLSE, it would not be 
justifiable unless Pilecon secured the mini- 
city project. 

Another school of thought suspects that 
Lim and Lee are working in tandem to fi- 
nance the latter's move on MUI. These 
analysts believe that Lee will eventually 
sell his Pilecon shares and use the proceeds 
to mount a takeover of MUI through 
Mulpha International. 

Most analysts, however, do not give this 
strategy much credence. Lee is widely be- 
lieved on the KLSE to have already received 
a cool response from Khoo on a proposal 
to purchase MUI for about M$500 million. 
Analysts believe Khoo will not sell MUI for 
less than M$1 billion. 

The outcome of a takeover battle could 
be decided by the one who has the most 
clout with the government. Analysts be- 
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a lieve Lim could easily obtai 





from the political establishment for à 
takeover of Pilecon. They point out that 
Lim is closely associated with several 
cabinet ministers. These links have been 
bolstered by his generous placement of 
bumiputra-only issues to politically promi- 
nent people in his companies' capital-rais- 
ing exercises. 

Lee, who lacks any strong links to the 
government, is characterised by most ana- 
lysts as being just an overseas-based ethnic 
Chinese businessman with a large pocket- 
book. In addition, the entrepreneur has also 
fended off queries from regulators in Aus- 
tralia and Hongkong about some of his 
business dealings. 

The issue of political clout is all the 
more significant because a major problem 
may be looming for Pilecon. Analysts say 
United Engineers Malaysia (UEM), the 
turnkey contractor of the Second Link 
highway to Singapore, is planning to build 
a rival township not far from the mini-city 
project mooted by Pilecon. 

Because UEM is controlled by nominees 
of the United Malays National Organisa- 

w, tion, the dominant partner in the 
; ruling National Front coalition, 
some analysts doubt whether 
Pilecon has sufficient influence to 
gain approval for its ambitious 
project. Pilecon officials only con- 
firm that the terms of the mini-city 
have yet to be finalised by Johor 
officials. 

Analysts believe the prospect of 
political interference was made 
more likely by the government's 
amendment of land laws last year 
that gave it extraordinary powers 
in awarding or rescinding sites 
such as the Johor mini-city. The 
threat posed to UEM by Pilecon is 
further aggravated by the fact that . 
the mini-city would be nearer to Johor. 
Baru, the capital of Johor, and the existing 
causeway with Singapore than the UEM 
site. The proximity to the causeway would 
be a major competitive advantage. 

Such uncertainties are one reason why 
Lim and Lee have stopped making public 
statements. Another reason is Pilecon's low 
share price, which was at M$2.60 at the 
end of April. About 18 million shares held 
by Pilecon have yet to be issued, and with 
such a large block of shares coming on to 
the market, few investors are interested in 
buying shares now. 

Lim may be content to let Pilecon's 
share price drift to reduce the cost of buy- 
ing Lee's stake. But Lee might try to drive 
up the company's share price to prepare 
the way for a face-saving exit. Share-price 
movements in the next few weeks, there- 
fore, will hold the key to events behind the 
scenes as the two tycoons settle down to 
mount what may be à protracted waiting 
game. | " 
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is eminently avoidable” 


When the vintage improves, you'll read about it in the All-Asia Guide. Seasoned travellers know 
even small details can assume immense importance when travelling in remote or unfamiliar territor, 
The Far Eastern Economic Review's All-Asia Guide has established itself as the most authoritative and 
detailed guide to the region. 
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for the first time Soviet Asia and Siberia. Written by experts who really know each country 
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| The Mercedes-Benz S-Class. 
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BANGLADESH Iram Motor Co Ltd, 77, Kakrail, Ramna, Dhaka 1000, Bangladesh. Tel: (2) 402464 * BRUNEI Jati Transport Sdn Bhd No, 55, 34 km, Jalan Gadong Bandar Seri Begawan 318 
Brunei Darussalam. Tel: 02-443412 « HONG KONG Zung Fu Company Ltd Bonaventure House 91 Leighton Road. Tel: 8957338 * INDONESIA P.T. Star Motors Indonesia Jl. Letjen S Parma 
79B, Slipi, Jakarta 11420. Tel: 021-5673721 * JAPAN Mercedes-Benz Japan Co Ltd. SVAX TT Building, 3-11-15 Toranomon, Minato-ku, Tokyo 105, Japan. Tel: (3) 35783270 * KOREA Han Sun 
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> Should anything untoward happen to 
you on the road in the nature of a collision 
you'd be eternally grateful that you were 
Sitting in the new S-Class. 

With over fifty years of research 
and development in the fields of passive 
and active safety under their belt, 
Mercedes-Benz continue this proud 
tradition of innovation in, by far, the most 
advanced model in their distinguished fleet 

In addition to belt tensioners, the 
S-Class has seat belts which automaticalls 
adjust to your body for a perfect fit. 

> Crumple zones, another pioneering 
feature, are sections of the car designed to 
absorb impact in a collision. The newly 
developed front subframe and high strength 
front cross-member provide additional 
protection for the footwell areas and the 
passenger compartment. 

When other car manufacturers began to 
take an interest in frontal collision manage 
ment, Mercedes-Benz were alreadv streets 
ahead with designs for the S-Class that 
protect against offset frontal impact, offset 
rear-end impact, as well as lateral impact. 

> The brake system with the new twin 
ABS guarantees optimal braking efficiency 
coupled with maximum handling stabilitv 





under braking in the most diverse situations. 

It offers shorter stopping distances fos 
the same braking pressure, greater 
endurance of the brake system, lower or 


id more even brake lining wear, improved 
braking during cornering, and more 
comfortable braking. 


> As you can see, safety is not the least of 
their concerns. And, most definitely, it is 
never an option. 


And while these are features that 
è one would more than gladly pay for, 
Mercedes-Benz's thoughtfulness in safety 
$ 
() n l t e 


ensures that you won't be paving dearly 





Mercedes-Benz 


Engineered to move the human spirit. 
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TO DEAL WITH 
THE MONKEY 









ne of the keys to succeeding in Asia in 1992 (the year 


You must first understand the ram. 
7 EP 0: the monkey ^, will be your depth of understanding 
| of the events and developments of 1991 (the year of 


the ram). Changes have swept through the w 
region, altering business, political and 
financial outlooks. Any move without 
reference to accurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the *Asia Yearbook" for that accurate 
information. The all-new 33rd edition, compiled and edited by, 
journalists and staff of the Far Eastern Economic Review is now | 
available. *Asia 1992 Yearbook" covers the major events in Asia and 
also provides a country-by-country analysis of the various political, jg) YEARBOOK ^ 
social and economic scenes. vius 
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Bloodied in battle 


Malaysia's Lim is no stranger to takeover fights 





By Doug Tsuruoka in Kuala Lumpur 
wan-Yin, the Chinese goddess of 
mercy, has taken a liking to Ma- 


K laysian tycoon Lim Thian Kiat. 


What else can explain how an untried up- 
start led a group of stumbling companies 
to profitability in just three years, critics 
ask? Part of the answer lies in the fact that 
all the companies taken over by the ethnic 
Chinese businessman, widely known as 
"T. K,” were simply good investments. 

Multi-Purpose Holdings, the once- 
proud investment arm of the Malaysian 
Chinese Association (MCA), was a floun- 
dering company with interests primarily in 
gaming, property and banking when Lim 
won control of it in 1989. Lim has since 
worked hard to bolster the group. To help, 
he even brought in a corps of gifted execu- 
tives. X 

In its first half ended on 30 June 1991, 
the most recent results available, 
Multi-Purpose's pre-tax profit 
surged 239% from a year earlier to 
M$86 million (US$34 million). Rev- 
enue rose 212% to M$479 million. 

In 1986 and 1987, Multi- 
sustained losses of M$57 million and 
M$30 million on revenue of M$581 
million and M$467 million. In 1988 
and 1989, the company had a mod- 
est turnaround, with pre-tax profit 
of M$66 million and M$30 million 
on revenue of M$538 million and 
M$516 million. 

Kamunting Corp., Lim's flagship 
company, is also profitable. In the 
fiscal year ended on 31 March 1991, 
the most recent results available, 
pre-tax profit rose 36% from a year earlier 
to M$21 million. Revenue increased 79% to 
M$61 million. 

But the jewel in the crown of the Lim 
empire is Magnum Corp., Malaysia's main 
gaming company. The company has 
served as a cash cow to help in the financ- 
ing of several Lim ventures. In 1991, Mag- 
num posted a record 109% year-on-year 
jump in pre-tax profit to M$209 million on 
a 16% increase in revenue to M$1.2 billion. 

Lim wiped out bank borrowings of 
M$240 million last year through the 
M$375 million sale of a 32.9% interest held 
in Magnum by Multi-Purpose to Dunlop 
Estates, a unit of the conglomerate control- 
led by Lim through Multi-Purpose and pri- 
vate holdings. Such moves have also 
helped to retire nearly M$300 million in 
debt that Lim undertook to finance the ac- 
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quisition of Multi-Purpose. 

Despite his success, Lim has been 
sharply criticised. He gained control of 
Multi-Purpose only after out-mano- 
euvring a group of ethnic Chinese busi- 
nessmen. Lim also bested Hume Industries 
and Hong Leong, an alliance of companies 
believed to be seeking control of Multi- 
Purpose on behalf of the ruling United 
Malays National Organisation. 

Analysts generally credit Lim's coup in 
the takeover battle to his family's close 
links with then Finance Minister Tun Daim 
Zainuddin, other cabinet members and 
last-minute help from MCA president Ling 
Liong Sik. The issue of political ties was 
also raised in 1989, when Lim made an 
unsuccessful attempt to take over The Star, 
an MCA-owned English-language daily, 
through Kamunting. 

Lim made more enemies by selling 
choice parts of the Multi-Purpose group to 


inancial results 





help finance its acquisition, reinforcing his 
reputation as an asset-stripping predator. 
He had promised before gaining control of 
the group not to sell its assets because of 
their importance to the ethnic Chinese 
community. The image of Lim as a corpo- 
rate predator surfaced when Dunlop Es- 
tates sold its plantation assets to Industrial 
Oxygen Inc. in an arrangement that netted 
him M$500 million. 

Lim also set the stage for Lee Ming 
Tee’s controlling investment in Mulpha In- 
ternational Trading Corp. In 1991, Lim sold 
Multi-Purpose's 79.06 million shares in the 
trading company for M$48.4 million. The 
sale of these shares reduced Lim’s stake in 
the company to 20.33% from 71%. 

Moreover, Lim sold Sri Damansara, a 
Magnum-owned housing development 
outside Kuala Lumpur, to General Lumber 


FAR EASTERN ECONOMIC REVIEW 


Holdings chairman Wan Azmi Wan 
Hamzah in 1990 for M$200 million even 
though some property experts valued the 
site at more than M$1 billion. The decision 
to sell the project brought Lim into open 
conflict with then Magnum minority 
shareholder Vincent Tan. | 


After failing in a 10-month takeover 


battle with Lim for control of Magnum, 
Tan eventually sold his 32.9% stake to Lim 
in December 1990 at a 14% premium to its 
purchase price. Critics were surprised by 
Lim's victory, as Tan — the chieftain of 
Berjaya Corp. — had amassed standby 
credit of more than M$1 billion to mount a 
general offer for Magnum. 

"T. K. was lucky," says the son of one 
Lim's most prominent business rivals. 
"That's all I can say." 

Critics have also accused Lim of 
diluting the value of shares held by Multi- 
Purpose's minority shareholders. This re- 
sulted from a series of share sales, re- 
stricted offerings and private placements 
of convertible unsecured-loan stock that 
began in February 1991. These activities 
have greatly affected the balance of shares 
in Multi-Purpose, Magnum and Dunlop 
Estates. 

While such moves solidified Lim's grip 
on his holdings and reduced the chance of 


; Lim may not have acted in the inter- 
=è ests of minority shareholders, The 
main complaint is that Multi-Pur- 
pose’s shareholders have lost direct 
control of Dunlop Estates and Mag- 
num as a result of Lim's restructur- 
ings and will face diluted earnings 
per share if Lim exercises loan-con- 
version rights. 

Critics also accuse Lim of relying 
too heavily on bumiputra, or indi- 
genous Malay, share issues, such as a 
special offering by Magnum in 199] 
that allowed bumiputra investors to 
take a 30* stake in the company. 

The bumiputra investors were al- 
lowed to purchase their Magnum 
shares at a sharply discounted price of M$2 
a share, permitting them to reap an extraor- 
dinary gain of M$400 million. The issue 
also diluted the value of the shares held by 
Magnum's existing shareholders, Mag- 
num’s share price in July 1991 was M$9.10. 

Lim says bumiputra-only issues are a 
fact of life in Malaysia. He also points out 
that the terms of his loan stock and other 
transactions were firmed on the eve of the 
Gulf War, when share prices were far from 
stable. "In retrospect,” Lim concedes, “the 
minority shareholders should have gotten 
more." 

Lim's defenders also point out that 
Tan's bid for Magnum collapsed only after 
Lim took skilful steps to reinforce his sup- 
port with shareholders. The resulting black 
eye to Tan has since become a legend in 
Malaysian business circles. EI 
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alls for a new business doctrine 

have been echoing through Japan- 

ese boardrooms and generating 

ink in scholarly magazines. The 
doctrine, conceived by Sony Corp. head 
| Akio Morita, calls for a more “symbiotic” 
| relationship between Japan's businesses 
and those who are, or could be, affected 
. | negatively by their actions — workers, for- 
| eign markets and communities, and stock- 
holders. The accommodations called for by 
Morita, however, are likely to be ineffec- 
| tive and unnecessary. Worse, some of his 
ideas may excite some of the very anxieties 
that they are intended to soothe. 

Morita proposes that Japanese com- 
panies be less aggressive in promoting effi- 
ciency and in driving for market share, 
show greater concern for worker welfare 
in Japan and turn over a larger share of 
profits to stockholders. In this way, the 
unloved Japanese corporation will be more 
at peace with the world and generate a less 
hostile reaction to its accomplishments. 

Japan's economic problems with other 
countries stem from real concerns; its ex- 
ports often compete to the disadvantage of 
products in host countries, displace em- 
ployees and create havoc throughout 
communities. The effect of such efficient 
production and the marketing of a stream 
of new products has generated foreign 
reactions that aim to restrict the market 
shares of Japanese companies. Morita's so- 
lution, however, responds more to the 
complaints of uncompetitive foreign com- 
panies and their political allies than to 
those with competitive products to sell. 

Contending less aggressively for market 
share seems to many observers to require 
Opec-like cartels to regulate markets by 
allocating shares and controlling price- 
cutting. The resulting higher prices will 
produce higher profits, which was one re- 
sult of the so-called voluntary restraints on 
US-bound automobile shipments agreed to 
| by Japan. Such an achievement requires 
coordination and policing by the Japanese 
Government to ensure that no producer 
cheats by acting un-symbiotically. 

Restricting output and raising prices 
would be bad because this would require 
collusion among Japanese companies and 
between business and government. Fur- 
thermore, such actions would penalise con- 
sumers and other producers worldwide. 
Do foreign countries or Japanese busi- 
nesses really want to promote this kind of 
behaviour? 

Such a policy is unnecessary because a 
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By Arthur Alexander 


gradual transformation of the Japanese 
economy is bringing about the aims of 
Morita with or without his insistence. The 
drive for market share at any price, the 
seemingly unconstrained investment in re- 
search and development and in new plant 
and equipment, and the boundless time 
horizons of Japanese businessmen are prac- 
tices of the past rather than guides to the 
future. Deregulated and globalised Japa- 
nese financial markets are forcing compa- 
nies to consider more seriously the cost of 
capital and the returns on their invest- 
ments, just as their counterparts in Europe 
or the US must do. 

Moreover, the investment boom of the 
late 1980s, stimulated by the near-zero cost 
of capital, generated real 
returns that were also 
near zero; the subsequent 
puncturing of Japan's 
bubble economy has 
brought that era to a 
close. As Japanese rates 
of productivity growth 
converge to those ob- 
served elsewhere in ad- 
vanced economies, the 
urge to invest at past 
rates is further restrained. 

The growth of the 


A PS 
Japanese labour force is — — ps M 
coming to an end; in -a s, 
1995, it will actually be- — 1*4 
gin a long-term shrink- i 
age. Higher real wages 
will grant Japanese 
workers their long- 


sought share of the na- Mr 
tion's spectacular post- ha 
war growth and shift the 
economic and political 
focus from producers to 
consumers. IUS, 01 41. 

Morita’s main short- — 
coming is that he does 
not address the chief complaint of Japan's 
competitors — the continued barriers to 
outsiders in the Japanese economy. Al- 
though the economy has undergone a con- 
tinuous and substantial process of deregu- 
lation, decontrol and opening over the past 
20 years, many barriers still restrict foreign 
access to markets, technology and invest- 
ment opportunities. 

Some of these barriers reside in laws, 
regulations and government guidance; oth- 
ers arise from long-standing business prac- 
tices, such as close ties between producers 
and suppliers or among members of an 
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Japan Inc. faces reality 


industrial group. Many of these practices 
may be justified on efficiency grounds, but 
others are collusive or simply the result of 
habit and inertia. 

The result of these formal and informal 
barriers is that many sectors of Japanese 
society appear protected from the conse- 
quences of foreign and domestic competi- 
tion, including business leaders who do not 
have to contend with the possibility of for- 
eign takeovers. It is this unwillingness to 
suffer the pains of market opening that 
prompts politicians elsewhere to respond 
by trying to protect their economies from 
the encroachments of the Japanese. Until 
more of Japan's citizens and companies are 
required to confront the risks of the inter- 
national trading system, 
which has benefited the 
nation so greatly, the 
country's place in the in- 
ternational marketplace 
cannot be assured. Fo- 
cusing on Morita's pro- 
posals will simply delay 
Japan's coming to grips 
with this reality. 

A decade ago, Prime 
Minister Yasuhiro Naka- 
sone embraced the politi- 
= . . «al strategy of opening 
tw 5 Japan. His goals were 

supported by the effi- 
cient, outward-looking 
elements of the busines: 
community that saw 
their own interests un 
dermined by the ineffi 
cient, protected sector: 
that raised costs to the 
competitive producers. 

Japanese companie: 


| oi 


today recognise that thei 
own behaviour is some 
how part of the problem 


it is not, however, thei 
competitive success that is to blame, bu 
their uncompetitive, collusive and restric 
tive practices that invite calls for fair (i.e 
controlled) trade. Japanese business lead 
ers should encourage their politicians anc 
their own companies to continue the inte 
gration of Japan into the world's econom 
rather than to seek solutions that are a ste 
backward. | 


Arthur Alexander is president of the Japan Eci 
nomic Institute, a Washington-based researc 
organisation that receives funding from th 
Japanese Foreign Ministry. 
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of the early. 90's. 
But wha t goes down must come up. The end of the 


recession esult i in exciting investment opportunities 









and is better placed to take advantage than 
ve covery Ltd. from E D & F Man. 
tl e rewards from the world’s 

leading economies. 

MAP Leveraged Recovery Ltd. is designed to exploit 
world economic recovery of the three leading economic 
powers through the selection of four asset classes: US 


Equities; German Government Bonds; Japanese Equities 


n i and US Cash Instruments. 


The power of the MAP strategy. 
Multiple Asset Performance (MAP) is a quantitative 
computer - driven asset allocation strategy previously 


only available to the large institutional investor. The 


-į power of MAP is such that without forecasts it can - 
us direct the allocation of a portfolio’s assets so that the net | 


return of the whole portfolio is linked to that of its best 


performing asset class. 

Protection guaranteed. | 

Whats more, the Fund is structured to give full 
exposure to the MAP strategy whilst assuring the return of 
your initial investment at maturity through a Guarantee 
issued by Standard Chartered Bank. | 

ED&F Man is a world leader in dene invest- 


ment products with approximately US$1 billion under 


Sb advice. Gifford Fong Associates, who developed MAP, 


» is a | subsidiary of the Prudential Insurance Company 





The boom of the 80's has been followed by the recession 
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How to invest. M. 
MAP Leveraged Recovery Uni is 
21 April to 19 June 1992. If you wc 
on how to participate in the M7 p : 
return of your investment at matii 
of the offices listed below, or retur | 
London: Michael St Aldwyn " 


Bahrain: Antoine Massad 


Fax: 4973 z 
New York: Annette Cazenave Tet: Ov € 


Hong Kong: Anthony Hall fel: 


or endank oft ihe UKo or ur any peine c 
which does not permit the purchase or | 
advised by Man-GFA AG, a subsidiary of E. 

zulated by the Securities and Inve: 
Kingdom. Redemptions can be made m. 
be subject to early redemption penalties. Unies ' 
held to maturity you may not get back the whole of y 
investment and movernents in rates of exchange between curr 
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application form for the MAP Leveraged Recovery Fund, 
I note the offer period is from 21 April to 19 June 1992. 
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Pollution exporters 
Hongkongs CFC users shift to China 


By Carl Goldstein in Hongkong 


he good news is that Hongkong has 
| begun to make substantial progress 


towards reducing consumption of 


. ozone-depleting CFCs. The bad news is that 


a good deal of the improvement has re- 


. sulted from manufacturers in the colony 
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shifting their polluting activities across the 
border into southern China. 

Charles Chapman, executive director of 
the Hongkong Electronics Association, 
says the majority of the colony's 60-80 
manufacturers of printed circuit boards for 
computers have moved operations to 
southern China in the past couple of years. 
These companies use large amounts of CFC- 
113 as a cleaning solvent. 

Another class of CFC users making the 
shift to China is styrofoam makers. “A lot 
of companies that produce these styrofoam 
lunch boxes [which use CFC-11 as a foam- 
blowing agent] are moving to the Shen- 
zhen special economic zone; most of them 
keep using CFCs even though a substitute 
is available," says Franklin Chung, princi- 
pal environmental officer at Hongkong's 
Environmental Protection Department. 

The move into China is part of a wider 
phenomenon that is occurring mainly for 
reasons unrelated to the difficulties or cost 
of reducing consumption of CFC, or chloro- 
fluorocarbons, a class of chemicals that 
contribute to the worsening depletion of 
the atmosphere's ozone layer. Cheap, 
plentiful labour in Guangdong province is 
the main factor luring hundreds of Hong- 
kong companies across the border into the 
booming Pearl River delta. 

Yet the export of polluting industries 
into China — even as a byproduct of 
broader economic forces — has highlighted 
the fact that coordination between Hong- 
kong officials and Guangdong authorities 
is still at a rudimentary level. Even envi- 
ronmental activists in the colony have 


- barely focused on the issue. 


Hongkong began controlling CFC con- 


. sumption in 1989, when Britain signed the 


Montreal Protocol, the international con- 


~ vention drawn up two years earlier that 


committed signatories to halve CFC use by 
the year 2000. New scientific evidence has 
demonstrated that the depletion of the 
ozone layer is progressing much faster than 
was once thought. 

At an international meeting two years 
ago in London, the participants agreed that 
developed countries should eliminate CFCs 
by the end of the decade. The so-called 


London Amendments, however, have yet 
to be ratified by a sufficient number of 
countries to have the force of international 
law. Developing countries are to have an 
extra 10 years, and advanced nations are 
supposed to facilitate technology transfer 
to spread access to substitute materials. 

[n 1989, Hongkong implemented the 
Ozone Layer Protection Ordinance to bring 
local usage into compliance with the Mon- 
treal Protocol. The law, which bans CFC 
production in the colony, also limits the 
import of the chemical to an amount 
equivalent to the 1986 level, or about 2,300 
tonnes. Beginning in 1995, imports cannot 
exceed half that amount. 

Hongkong’s CFC consumption in the 12- 
month period ended on 30 June 1991, the 
latest figures available, amounted to a little 
more than 1,900 tonnes. On the face of it, 
this does not sound like a huge improve- 


Hongkong’s CFC use 
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ment from 1986. But usage surged in the 
years leading up to 1989, so that by 1988 it 
had shot up to 3,855 tonnes — probably 
representing stockpiling by companies in 
anticipation of the imposition of controls. 
The recent year’s figure, therefore, repre- 
sents a 50% cutback from 1988 levels. 
Hongkong’s regulatory efforts have 
been shaped by concerns about the colo- 
ny's needs as a major trading centre. "We 
wanted to ensure that there would be no 
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shortage of these materials, while staying 
within the mandate of the Montreal 
Protocols," says Fred Tromp, assistant di- 
rector of the Environmental Protection De- 
partment. Besides their use as cleaning 
solvents and foam-blowing agents, the 
main application of CFCs is as the refriger- 
ant in air-conditioners and refrigerators. 

The 1989 ordinance established a quota 
system under which quota rights could be 
freely traded. But the system has been 
barely used. Overall demand has been re- 
duced not only by the cross-border move- 
ment of manufacturing capacity, but also 
because some companies remaining in 
Hongkong have switched to substitutes. 
Tromp held up the fact that some available 
quota had gone begging as proof the sys- 
tem was working. 

Not surprisingly, environmental groups 
in Hongkong do not agree. Hongkong 
Friends of the Earth on 30 April issued a 
report calling on the government to estab- 
lish controls on CFC usage rather than sim- 
ply restricting the chemical's import. Chief 
among the group's recommendations are a 
package of taxes and other financial in- 
centives to increase the cost of CFCs and 
encourage a shift to substitutes. 

At present, CFCs average about HK$30 
a kg. The price for the leading substitutes 
— several varieties of hydrochloro- 
fluorocarbons and hydro-fluorocarbons — 
can range up to 10 times higher, giving 
companies an incentive not to switch if 
they can avoid it. 

The government is moving in this di- 
rection. Tromp says it is planning to intro- 
duce legislation that would aim to drive 
up the costs of virgin CFC materials to "at 
least the price level of alternative sub- 
stances" by late 1992 or the first part of 
1993. 

The signing of the Montreal Protocol by 
China in June 1991 was greeted with relief 
by Hongkong environmental officials, but 
not because it would lead to any near-term 
relief from the pollution-export problem. 
Rather, Hongkong will benefit because the 
protocol contains restrictions on trading 
with non-signatories that would have been 
burdensome to administer. 

As a developing nation, China will get 
10 extra years to end the use of CFCs. 
However, it has yet to implement a frame- 
work for doing so. Moreover, its future 
compliance is hedged by conditions that 
must be met by the developed world, such 
as the provision of financial aid and cut- 
rate transfer of chemical patents for sub- 
stitute materials. 

As a result, the production and con- 
sumption of CFCs in China is certain to rise 
rapidly. Rising living standards will bring 
appliances such as air-conditioners and re- 
frigerators within the reach of more peo- 
ple, and Hongkong companies will con- 
tinue to move their production facilities 
across the border. LI 
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Freshmen at the feast 





Central Asian republics set sights on ADB 


By Jonathan Friedland in Hongkong 


oor Erkin Bakibaev. The finance 
P minister of Uzbekistan, who speaks 

only Uzbek and Russian, spent 
three days in Hongkong being accosted by 
curious bankers and questioned by com- 
bative journalists as he was led around by 
eager Asian Development Bank (ADB) 
hosts. It was all part of the bewildering 
process of becoming a member of the re- 
gion's premier government-sponsored 
source of funding. 

Together with observers from Turk- 
menistan, Kirgyzstan and Kazakhstan, re- 
publics of the former Soviet Union, 
Bakibaev arrived at the 25th anniversary 
meeting of the Manila-based ADB to seek 
support for his country's ailing economy. 
These Central Asian states — along with 
Azerbaijan and Tajikistan, which did not 
attend the meeting — have been hard hit 
by the collapse of trade among the con- 
stituents of the Commonwealth of Inde- 
pendent States and the overnight removal 
of budgetary support from Moscow. 

Economists attending the three-day 
meeting from 4-6 April say the newly in- 
dependent countries, with a total popula- 
tion of 50 million, are effectively broke. 
And even though they are facing large 
budgetary and current-account deficits, 
their needs are being overshadowed by 
those of Russia. Some are short of food and 
medicine. 

The countries "face an unprecedented 
situation which requires a great deal of fi- 
nancial and technical support," says R. A. 
Akhund, the secretary of Pakistan's Minis- 
try for Economic Affairs. "I am not even 
sure whether they have the money to pay 
their subscription to a regional bank." 

Even if the countries can pay the few 
million US dollars required, they are not 
likely to receive any ADB funds soon. 
Azerbaijan, Tajikistan, Kirgyzstan and 
Turkmenistan have joined the UN Eco- 
nomic and Social Commission for Asia and 
the Pacific, or ESCAP, a prerequisite for 
joining the ADB. Uzbekistan and Kazakh- 
stan plan to follow suit. 

The countries automatically became 
eligible for membership of the newly es- 
tablished European Bank for Reconstruc- 
tion and Development (EBRD) when the 
Soviet Union collapsed. But based on the 
custom among multilateral banks, they will 
probably only be allowed to borrow from 
one regional lender, not both. 


Matkarim Radjapov, deputy prime | 
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minister of Turkmenistan, 
says this is difficult to 
understand given that the 
ADB lends primarily to the 
public sector and that the 
EBRD provides 60% of its 
funding to private business. 
“We're not very com- 
fortable with this gentle- 
man's agreement," he says. 
"The two banks are quite 
different." Observers note 
that private-sector activi- 
ties in these countries, 
though growing fast, are 
still mostly at the informal 
level and are unlikely to 
receive immediate EBRD support. 

If the Central Asian countries opt to join 
the ADB, bank officials say they will have to 
wait a long time to tap concessional loans. 
The ADB recently completed negotiations 
on a US$42 billion replenishment for cred- 
its from its soft-loan window until 1995. 





Bakibaev: bewildered. 


India and China, which were denied access 
to the current funding cycle because of in- 
sufficient donor support, have first call 
should concessional resources be increased. 

ADB officials say the bank's no-interest, 
30-year loans are the primary attraction for 
the six republics, given their modest ex- 
port-earning power and their low level 
of development. William 
Thompson, ADB vice-presi- 
dent for operations, rec- 
kons that per-capita income 
levels among the six coun- 
tries are roughly the same 
as Pakistan's, which was 
US$380 in 1990 

ADB officials know little 
about the structure or the 
size of the countries' 
economies, which are pri- 
marily agrarian, though 
Turkmenistan and Kazakh- 
stan have oil and gas fields. 
The ADB will not send mis- 
sions to the region until 
membership is ratified, 
and, for the time being, it is relying on data 
gathered by the IMF and the World Bank. 

"It's very unsettled in Central Asia, and 
we get very little news," ADB chief econo- 
mist Malcolm Dowling says. Analysing 
these economies, he adds, "is like trying to 
guess what is inside a cloud." LI 
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The collapse of the former Soviet Union 
is often viewed as having only indirect 
economic effects in Asia, such as the di- 
version of aid and investment. But the 
trade impact upon Indochina and other 
parts of Asia is proving to be consider- 
able. 


to the Asian Development 
Bank (ADB), the changes in the former So- 
viet empire, including Eastern Europe, 
have “substantially affected” the econo- 
mies of Vietnam, Laos, Mongolia and In- 
dia and have adversely affected China 
and Bangladesh as well. 
The linkage was through the former 
preferential trade agreement known as 


hans of empire 


Comecon, or CMEA, which bound together 
not only the Soviet Union and Eastern 
Europe, but a number of developing 
countries in Asia and elsewhere. With the 
collapse of the former Soviet-bloc econo- 
mies, Comecon has dissolved. 

Net material product in Eastern 
Europe and what is now known as the 
Commonwealth of Independent States 
(cis) fell by 5% in 1990 and by a further 
15% in 1991, mainly because of a sharp 
contraction in output in the CIS. 

External trade transactions among 
former Comecon partners, including 
those in Asia, now have to be settled in 
convertible currencies and at world- 
market prices. Meanwhile, preferential 
trade agreements and external assistance 


TRADE 


See-saw fortunes 


Vietnam looks to Asia after Soviet collapse 


By Murray Hiebert in Hanoi 
ietnam escaped the clutches of eco- 
nomic disaster last year by turning 


to its neighbours in Asia to replace 


the collapsing Soviet Union, its major trad- 
ing partner for decades. 

Although Vietnam's overall exports fell 
in 1991, its trade with countries outside the 
former Soviet empire increased dramati- 
cally. According to IMF estimates, the coun- 
try's exports to capitalist countries rose 
73% in 1990 and 1991, while its imports 
doubled. 

The lion's share of this impressive ex- 
port growth came from marine products 
and crude oil Exports of crude jumped 
50% to 3.9 million tonnes in 1991 and ac- 
counted for nearly one third of Vietnam's 
1991 export earnings, which totalled 
US$1.97 billion, according to recent statis- 
tics from Vietnam's Chamber of Commerce 
and Industry. 

Singapore, Japan and Hongkong, which 
together accounted for half of Vietnam's 
trade last year, were the biggest benefi- 
ciaries of the Soviet collapse. Two years 
earlier, these three trading partners had ac- 
counted for just 15% of Vietnam's foreign 
trade. 

Official Vietnamese statistics show that 
two-way trade with Singapore, now Viet- 
nams largest trading partner, shot up from 


US$111 million in 1989 to US$868 million 
last year. Japan's trade with Vietnam reach- 
ed US$709 million in 1991, more than dou- 
ble the figure two years earlier, largely be- 
cause Japan buys four fifths of Vietnam's 
crude oil. Hongkong's trade with Vietnam 
rose to US$502 million, up from US$182 
million in 1989. 

Until 1990, Moscow had controlled 
more than half of Vietnam's foreign trade 
and had provided Hanoi with more than 
US$1 billion in aid and concessionary trade 
arrangements. Last year, the former Soviet 





Reforms lead to new Asian markets. 
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— whether in commodity or financial 
form — have been reduced or abolished. 

Mongolia was almost totally depend- 
ent on Comecon for its external trade. For 
example, some 75% of Mongolia’s exports 
went to the former Soviet Union, and it 
derived 80% of its imports from there. 
Mongolia’s total external trade has fallen 
sharply as a result of the collapse of the 
Comecon trading system. 

In 1991, the country’s exports and im- 
ports reached only around 55% and 37% 
respectively of their 1989 value, and se- 
vere shortages in intermediate goods and 
raw materials — especially petroleum 
products — have developed. Further- 
more, government revenues, based 
largely on trade-related taxes, have plum- 
meted and the budget deficit has soared. 

Laos used to send around 15% of its 
exports, mainly primary commodities 
such as coffee and wood products, to 
Comecon, from which it also derived 
around 25% of its imports. Laotian ex- 


Union's share fell to 13%, in part because 
Hanoi and Moscow faced shortages of 
foreign exchange and had difficulty find- 
ing an exchange rate acceptable to both 
sides. 

Much of Vietnam's success in finding 
new markets is due to foreign trade re- 
forms introduced over the past three 
years. Since 1989, Hanoi has abolished 
most export and import quotas, decon- 
trolled export and import prices and 
adopted a more realistic exchange rate 
based on market forces. The government 
also increased the number of companies 
allowed to engage in direct foreign trade 
from around 300 in early 1991 to nearly 
500, including six private firms, by the end 
of the year. 

Exporters were still hobbled by the 
country’s desperate shortage of working 
capital, particularly following the collapse 
of hundreds of credit cooperatives in 1990, 
and a sharp rise in the price of the US dol- 
lar and gold — the main mediums of ex- 
change in Vietnam — in the last half of 
1991. Hanoi also had trouble finding new 
capitalist buyers for such products as rub- 
ber, coffee, tea, garments and handicraft 
items, which had traditionally been sold to 
its former Soviet ally. 

Rice exports, which averaged around 
1.4 million tonnes in 1989 and 1990, mak- 
ing Vietnam the world’s third largest rice- 
exporting country, fell to around 1 million 
tonnes last year because of worries that 
bad weather in Vietnam would seriously 
affect the rice harvest. Declining rice sales 
and falling international prices caused 
Vietnam’s 1991 income from rice exports 
to drop to around US$150 million from 
US$320 million two years earlier. In the 
event, farmers were left with unsold rice 
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ports to the non-convertible currency area 
which made up Comecon fell by 63% in 

1991 a d with 1988, while imports 
fell to only 10% of their 1988 levels. 

Aid from the former Soviet Union, es- 
timated to represent around 3% of Laos’ 
GDP prior to 1990, ceased in 1991. But Laos 
has offset this shortfall by redirecting 
trade to, and securing alternative aid 
from, convertible-currency countries. 

The collapse of Comecon resulted in a 
14% decline in exports for India and a 
5.5% decline for Bangladesh. India's trade 
with the Soviet Union, Czechoslovakia 
and Romania was carried out under a 
Rupee Payment Agreement which pro- 
vided preferential market access for In- 
dian 

Vietnam has softened the blow to its 
economy by sharply boosting its trade 
with non-communist countries, particu- 
larly in Asia. 

Serious problems remain, however. 
Vietnam was dependent upon Comecon 


stocks. 

Vietnam's export earnings in the first 
quarter of 1992 reached US$420 million, up 
25% over the same period last year, but 
were still well below the overall pace for 
199], Vietnamese economists are confident, 
however, that the country will surpass last 
year's level because its exports tradition- 
ally gain momentum in the second half of 
the year. 

The Soviet disintegration has also meant 
that Vietnam has had to look to capitalist 
markets for refined oil, fertiliser, steel and 
cotton, which it formerly received at con- 
cessionary prices from Moscow. Although 
Vietnam's total imports fell somewhat last 
year, its hard-currency imports rose sharp- 
ly. According to IMF estimates, Hanoi had 
à hard-currency trade deficit of nearly 
USS700 million in 1991, after nearly balanc- 
ing its trade with the capitalist world in 
previous years. 

In an effort to limit the rapidly growing 
trade deficit with hard-currency countries, 
Hanoi in October introduced a ban on the 
import of consumer goods. It also ordered 
that imports of production materials such 
as oil products, fertiliser, machinery and 
raw materials needed to be approved at 
ministerial level. 

The IMF late last year estimated Viet- 
nam’s total current-account deficit, includ- 
ing that to the former Soviet Union, at over 
USS2.6 billion, up US$400 million over 
1990. 

Hanoi's total hard-currency debt in late 
1990 was US$3.7 billion, while its arrears 
to the Soviet Union stood at nearly Rbl 9.8 
billion (US$98 million). Foreign reserves 
are estimated at around US$100 million, 
enough to pay for only three weeks' worth 
of imports. L] 
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Shattered links 
Trade between Asian developing 
countries and former Soviet-East 
European bloc, 1987-89 








"Refers to trade with the non-convertible currency 
area using the exchange rate Rb! 2.4 = US$1 | 
Source: ADB 


COMMODITIES 


throughout the 1980s for more than one 
third of its exports and for around two 
thirds of its imports. Valued at world- 
market prices, Vietnam's imports from 
Comecon between 1988 and 1989 were es- 
timated at around US$1.3 billion a year. 
About one fifth of this was financed by 
exports to Comecon, the rest by artificially 
low import prices and soft loans, mainly 
from oie Soviet Union. 
"Assuming that only about half of the 
exports to the former CMEA are market- 
able in the convertible-currency area, that 
transactions are at world prices and that 
the CIS suspends all external assistance 
and soft loans, the net loss to Vietnam is 
estimated at around US$800-900 million 
per year, or around 7% of GDP,” the ADB 
Says 


In fact, losses could be much larger be- 


cause the disruption in apie lagna 


materials and 


intermediate 


the cis has had a severe effect on Viet- 
nam’s industry. s 


The tilling fields 


Rice glut worries Vietnamese farmers 


By Murray Hiebert in Hanoi 


nlikely as it seems, the economic re- 
l | forms of the Vietnamese Commu- 
nist Party have proved too success- 
ful — in one sector at least. Rising rice out- 
put is racing ahead of demand. Farmers in 
the fertile Mekong River delta are sitting 
on à surplus of about 2.5-3 million tonnes, 
and a bumper summer crop is expected. 
Because of the surplus, the price of 
unhusked rice fell from more than Dong 
1,000 (9 US cents) per kilogram last De- 


Bigger crop, lower price. 
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cember to less than Dong 800 in March. 
Farmers, who will soon have to buy ferti- 
liser and pesticides for their sammer crop, 
had already seen their purchasing power 
reduced last year by inflation, estimated at 
nearly 70%. 

“The problem is critical,” warns a gov- 
ernment agronomist. “If we let it drag on, 
it will seriously hurt production.” 

The delta is expecting a big crop during 
the current harvest, at least in part because 
floods late last year deposited vast quanti- 
ties of fertile silt on the fields. Agronomists 
predict the harvest will hit at least 4.5 mil- 
lion tonnes, some 500,000 tonnes more than 
last year. 

Rice production has jumped sharply 
since 1988, thanks to the government's de- 
cision to return inefficient farm coopera- 
tives to private holders and to allow mar- 
ket forces to drive up the artificially low 
price of agricultural products. It also in- 
vested large sums of money in new fields 
and in irrigation expansion 

As a result, Vietnam emerged as the 
world's third-largest rice exporter in 1989, 
one year after having appealed for interna- 
tional aid to avert widespread starvation. 

But now that farmers are producing 
more, they suddenly find themselves un- 
able to sell their products. Most govern- 
ment economists blame the State Bank of 
Vietnam for a desperate shortage of cur- 


a? 



















ency and a critical lack of capital, which 
nakes it impossible for food-processing 
companies to find the Dong 2.5-3 trillion 
US$222.6-267.1 million) needed to buy the 
surplus rice for domestic consumption and 
lor export. 
The central bank also tightened the 
- money supply last vear in an attempt to 
-. combat inflation, causing serious shortages 
of the local currency. When companies and 
. individuals faced difficulties in cashing 
- cheques and withdrawing money, they be- 
gan avoiding banks and hoarding their 
cash. The falling value of the US dollar and 
gold since early this year also has prompt- 
. ed rising demands for Vietnamese cur- 
< rency. 
~ The shortage of dong is coupled with a 
- desperate lack of funds among trading 
|. companies, major purchasers of rice. Most 
C of the central bank's capital is still tied up 
^in often unprofitable state enterprises. The 
> growing private sector, which accounts for 
more than 70% of the country's GDP, still 
also shuns the inefficient banks. 
As a result, foreign economists estimate 
that the state banking system last year only 
expanded credit by Dong 3 trillion, roughly 
the same amount as is needed to buy the 
surplus rice in the Mekong delta. But bank- 
ers argue that many of the state's trading 
firms have compounded the crisis by fail- 
ing to adapt to the rigours of the new mar- 
ket economy. 
© Vietnams weak infrastructure adds 
to the problem. The poor transport net- 
work makes its difficult to move the rice 
within the country and to ports for 
export. The country's lack of drying and 
storage facilities and antiquated rice mills 
reduce the quality of the rice offered for 
-- sale. “In the past, many Vietnamese were 
willing to buy poor quality rice, but not 
now,” an agricultural official says. “Exports 
are also affected, because the quality of 
our rice isn't suitable for the international 
. market." 
To tackle the crisis, the Council of Min- 
5. isters in March earmarked Dong 500 bil- 
= lion for food-processing companies. Some 
of this money will be loaned directly to the 
 . firms, while the rest will be used to pro- 
vide subsidised loans. The government has 
|... also ordered banks to issue certificates of 
__ deposit and bonds to raise money for the 
* rice-buying campaign. 
- «The campaign appears to have had at 
|. least some success. During the first three 
-weeks of April, food companies bought 
^more than 300,000 tonnes of rice, which 
“caused the price of unhusked grain to inch 
-back to nearly Dong 1,000 a kilogram. 
^— The government, looking for more for- 
-eign rice buyers, has increased its 1992 ex- 
“port target to 1.5 million from 12 million 
tonnes. During the first three months of 
the year, Vietnam exported about 280,000 
-tonnes of rice and signed contracts for an- 
other 650,000 tonnes. a 
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To become a managing director, 
you have to 


start talking like one. 


In today’s fiercely competitive So you'll never be at a loss for 
corporate world, the impression your words, or fresh topics of conversation. 


conversation makes is often But whether the issues are 
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as important as the job 
you do. To be listened 


to, your words must 


local or global, we look 
at them from an Asian 
perspective. As a result, 
carry weight. Especially 72% of our readers are 
with your superiors 
and clients. That’s where 
reading The Asian Wall 
Street Journal will make 


all the difference. 


Asians from every corner 
of the region. The men 
and women who've 


reached key posi- 








tions in an in- 


v f a 


The Asian Journal pro- f credibly diverse 


vides fresh facts and insights range of professions. 


on regional and world events. Why not take advan- 
Covering everything from tage of our special rates and 
technology, marketing and subscribe now. You'll enjoy 


banking, to world politics and significant savings off the news- 


policy and so much more you stand price. With a little help from 
- 
$ 9 9 à "3 . i : 

won't find in your local newspapers — The Asian Wall Street Journal you can 
or anywhere else. talk your way to the top. 
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! I WANT TO GET TO THE TOP OF THE CIRCULATION LIST. SEND ME THE ASIAN JOURNAL AT UP TO 59% OFF THE NEWSSTAND PRICI l 
| MAIL TO THE ASIAN WALL STREET JOURNAL, GPO BOX 9825, HONG KONG OR PHONE 852 573 7121 : 
l Name Telephone I 
l i 
| Company Card No | xpires i 
l Delivery Address Signature I 
| | 
I CHARGE TO MY O VISA O DINERS OAMEX O MASTERCARD l prefer O one vear O six months [] Check encl | 
| I 
l ° | 
l THE BUSINESS PUBLICATION OF ASIA I 
)]— semaine: seh ies vl sp tgo CGU S SQ OPENS M. rupe td 
Subscription Rates (one vear and six months respectively); Australia A$430, A$240; Bangladesh US$300, USS$I65; Brunei BS B$180 
China US$300, LIS$165, Guam US$250, LUS$140; Hong Kong HK$1400, HK$770, India Rs3400, Rs1870; Indonesia Rp370000, Rp?! 
*Japan Y76000, Y41800; Korea W145000, W79750; Malaysia M$380, M$210; New Zealand US$325, LISS$I80; Pakistan Rs3300. R&IRIS 
Philippines P2700, P1485; Singapore $$475, 5$260; Sri Lanka Rs5400, Rs2970; Taiwan NT$6300, NT$3465: Thailand B420 J. 


B2310; Rest of Asia US$300, US$165; Outside of Asia US$440, US$240. (*Plus 3% Japan consumption tax.) 





Chairman’s Stater nent 
Financial Results 1991 


ve In December 1991, the 
«Company announced a change of 
|. its financial year from a 3lst 
-..... March year end to 31st December 
< to take effect on 31st December, 
1991. Group results are therefore 
reported on a 9 month basis. Due 
» seasonal factors, a direct 
omparison with the previous 
‘lve months must therefore be 
iade with caution, especially 
ihen certain proceeds from the 
ale of properties aggregating 
bout HK$200 million which were 
ecorded in last year’s turnover are 
not recurrent. 
= Group profit before extra- 
rdinary items was HK$1,210.3. 
million, compared with 
HK$1,442.8 million for the 
receding year, which reflects an 
increase of 11.8% on an annua- 
ized basis. Earnings per share 
were 57.7 cents. There was 
in addition a net extraordinary 
profit of HK$73.3 million. 
- An interim dividend of 14.5 
-cents per share was paid in 
‘January and your Directors 
recommend a final dividend of 
42.0 cents per share to be adopted 
at the forthcoming Annual 
General Meeting. The total 
dividend for the fiscal period 
- comprising only 9 months will be 
::6.5 cents, an absolute growth of 
15.3% against the previous full 
year. The final dividend would 
_ effectively be paid three months 
- earlier than previous years. 
Group's property interests in 
ng Kong were revalued as at 
basis, the consolidated net asset 
date was HK$16.19 per share, 
compared to HK$14.01 per share 
4s at 31st March, 1991. 


































































-= -| Hong Kong, 23rd April, 1992 


The Wharf (Holdings) Limited 
Results Announcement for the nine months ended 31st December, 1991 
Financial Year ` 


As mentioned in the Company's interim results announcement and interim report dated 9th December, 
1991, the Group's financial year end date has been changed from 31st March to 31st December. Accordingly, 


the Directors today announce the consolidated results of the Company for the nine months ended Jst 


December, 1991. 


Dividends MOT 

An interim dividend of 14.5 cents per share was paid in January 1992 and your Directors recommend the 
payment on 6th July, 1992 of a final dividend of 42.0 cents per share to be adopted at the forthcoming Annual 
General Meeting. The total dividend for the fiscal period comprising only 9 months will be 56.5 cents, an 
absolute growth of 15.3% against the previous full year. The final dividend would effectively be paid three 
months earlier than previous years. 


Net Asset Value RA P, cce 
The consolidated net asset value of the Company as at 31st December, 1991 was HK$16.19 per share as 
compared to HK$14.01 per share as at 31st March, 1991. 


Summary of Group Results | 
Nine months ended Year ended 
31st December, 1991 31st March, 1991 


HK$ Million HK$ Million 
Turnover 2,372.5 _ 2,700.0 
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Operating profit a 1,178.1 1,527.4 
Share of profits less losses of | | 

associated companies 230.8 176.1 
Profit before taxation 1,408.9 1,703.2 
Taxation (Note 1) ... (140.7) (186.6) 
Profit after taxation 1,268.2 1,516.6 
Minority interests | (57.9) (73.8) 
Group profit before extraordinary items 1,210.3 1,442.8 
Extraordinary items 73.3 37.2 
Group profit attributable to shareholders 1,283.6 1,480.0 
Appropriations 

Interim dividend (304.2) (262.2) 

Final dividend (881.2) .. (765.8) 


Transferred to revenue reserve 98.2. . 48520 
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Earnings per share (Note 2) 573 cents 73.4 cents 
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We sae se 


Dividends per share 
— Interim (Paid) 14.5 cents 12.5 cents 
~~ Final (Proposed) 42.0 cents 36.5 cents 


— Total 56.5 cents 49.0 cents 


MAUS Ma SS Tee ww 


Notes: 

(1) The provision for Hong Kong profits tax is based on the profit for the period as adjusted for tax 
purposes at the rate of 16.5% (year ended 31st March, 1991 — 16.5%). Overseas taxation has been 
provided at the applicable rates on the estimated overseas assessable income for the period. The taxation 
charge is made up as follows: 

Nine months ended Year ended 
31st December, 1991 31st March, 1991 
HKS Million HKS Million 
Company and subsidiaries 
Hong Kong profits tax 104.2 120.3 
Overseas taxation 11.2 24.7 
Deferred taxation (4.2) 1.8 
Associated companies 
Hong Kong profits tax 29.5 39.5 
Overseas taxation -— 0.3 
140.7 186.6 
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(2) The calculation of earnings per share is based on the earnings for the period of HK$1,210.3 million (year 
ended 31st March, 1991: HK$1,442.8 million) and 2,098,095, 195 shares (year ended 31st March, 1991: 
weighted average of 1,966,808,539 shares) in issue during the period and the preceding year. 


Annual General Meeting | | 
The Annual General Meeting of the Company will be held on Tuesday, 30th June, 1992. 


Book Closure EMEN 
The Register of Members of the Company will be closed from 19th to 30th June, 1992, both days 
" inclusive. Et ded deus 
By Order of the Board 
‘Wilson W.S. Chan. 
Secretary ..— |. 
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Times Square 
EC: Limited m 

Management 

| Wharf's success relies on the 
. quality of its people, its land and infra- 
structural resources and a vision for the 
future. The Group has therefore 
developed a professional and versatile 
senior management team to cover all 
Group portfolios. The team spirit, hard 
work and dedication offered by these 
leaders augur well for the Group in 
future years. Staff development 
continues through the lower echelons to 


ensure that there will be management 
depth and continuity in the provision of 





. good management skills. The efforts of 


the supporting staff are deeply 
appreciated by the Board of Directors. 


Business 
With the ‘‘Building for Tomorrow” 
programme, the Group’s net asset value 
will grow substantially as projects are 
completed based on current pri? 
trends. This will be brought about 
principally by an increase in our 
investment property portfolio from the 
3ist March, 1991 figure of 5.2 million ft? 
to 13.4 million ft? by 1998, of which 
almost 6 million ft? of prime invest- 
ment property in Hong Kong will be 
constructed free of land premium. The 
Group is working with Government in 
response to the Metroplan selected 
. Strategy in development concepts 
. beyond those already announced by the 
. Group. Our hotels group is expanding 
its network both in terms of manage- 
ment contracts as well as asset 
enlargement under an environment that 
offers excellent upside potential, and we 
. seethis international group contributing 
- meaningfully to Group profits over a 
<- medium term horizon. 





Under infrastructure, in the trans- 
port field, immediate expansion targets 
are focused on the bid, through the 
Cross-Harbour Tunnel Company, for 
the right to construct, operate and 
manage the Western Harbour Crossing, 
and the Group has recently acquired the 
Government's equity stake of 24.33% in 
the Cross-Harbour Tunnel Company. 
The terminals division is growing 
substantially in capacity through 
Modern Terminals Limited in the 
construction of Container Terminal 8 in 
Kwai Chung and possibly Container 
Terminal 9 in Tsing Yi. Both the 
telecommunications and cable television 
ambitions of the Group Offer à vast 
myriad of opportunities and potential, 
and our mission is to become an 
established operator and service 
provider in several years. 
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ESTIMATED INVESTMENT PROPERTY PROFILE 


“With the ‘Building for 
Tomorrow’ programme, the Group’s 
investment property portfolio will 
enlarge from 52m ft? to 13.4m fe” 








Prospects 

Wharf is a firm believer in the force 
generated by the partnership between 
Hong Kong and Southern China, and is 
the proponent of the concept of ‘Hong 
Kong Plus" to illustrate the massive 
growth potential of this partnership. As 
a natural extension,. Wharf believes 
there will be a substantial need and 
opportunities for property and 
infrastructural developments across the 
border in China, particularly in 
Southern China. 





“Wharf is a firm believer in the 
partnership between Hong Kong and 
South China, and is the proponent of 
the concept of ‘Hong Kong Plus’, 
illustrating massive growth potential." 


The longer term corporate 
development of the Group is therefore 
locked intricately into Hong Kong’s 
pe in its revision of infra- 








structural services to enhance its position 
as the conduit of trade between China ^ 
and the outside world. E 
With a strong financial position 
marked by 24 years of continuous profit 
growth averaging 27.3%, and an 
attractive investment agenda focusing on 
the realization of our landbank resource 
the Group is in an excellent positior 
exploit further business oppo | 
over the next ps d 8 
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Kong and do our best to 
excellent relations with our share 


Tribute f 

This Chairman’s Statement w 
not be complete if 1 did not p 
highest tribute to our late - d 
Chairman Sir Yue-Kong. 40 
LL.D., J.P. who passed ; 
September, 1991. Und r 
over the years, the Group ha 
to establish a solid track re 
wisdom and inspiration will be 
Numerous tributes were paid to 
world leaders after his death. : 
Kong has left an indelible mari 
Group and in Hong Kong. 

















Woo Kwong-Ching E 
Chairman & Chief Executive 


Hong Kong, 23rd April, 1992 
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YEAR BOOK 1991/92 


On Korean Economy and Business 


Covering The Korean Economy and 
Business from A to Z 


No-nonsense foreign executives know that the quickest, 
most comprehensive and most reliable information about 
Korea will be found in the all-new, revised 6th Edition 

Wn of the Business Korea Yearbook. 
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This year's Business Korea 1991/1992 Yearbook 
gives foreigners doing business in Korea the added 
power of convenience. Its 1,300 pages of micro- and 
macro-economic data, company profiles and industry 
analyses are supplemented by 150 pages of text 
about Korean law firms, management consultants, 
general services, realtors, hospitals, weekend 
resorts and other vital information for expatriates. 


Others may imitate the Business Korea Yearbook, 
but no other reference publication even comes 
close to matching the quality and quantity of 

Business Korea Yearbook—the oldest and 
the best! 
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YEARBOOK Order Card 


On Korean Economy and Business 








Cover Price (inclusive of airmail cost) ( ) l enclose my check or money order with this form. 
1991/92 Edition: US$300 W180,000 ( )Please charge my © AMEX O Diners [C Master O Visa 
1990/91 Edition: US$150 W 90,000 TE 

Please send me (check and indicate number of copies): Expires 

( ) 1991/92 Business Korea Yearbook. Number of copies Name Signature 


( ) 1990/91 Business Korea Yearbook. Number of copies 


Organization 





Mailing Address 


Mail to: Business Korea, 
Yoido P.O. Box 273, Seoul 150-602 Korea — Re EIT Ces! SITAR ross MINUM 
For Advertising Rates, or Telephone Order: (822) 784-4010, 

Fax (822) 784-1915, Telex: BIZKOR K32487 Telex 
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Girded for expansion 





Hongkong builder seeks new horizons 





By Michael Taylor in Hongkong 
ongkong construction companies 
do not generally diversify interna- 


H tionally. Such ambitions are usu- 


ally left to giants such as Japan’s Kumagai 
Gumi or South Korea’s Hyundai. But the 
colony's International Tak Cheung (ITC), a 
medium-sized builder with a capitalisation 
of less than HK$700 million (US$90 mil- 
lion), is ready to take on the big boys. 

The company’s decision to look over- 
seas was made early last year, in the 
shadow of China’s dissatisfaction with a 
port-and-airport development strategy 
(known as PADS) that is the pride of the 
Hongkong Government. This decision has 
left rrC relatively untroubled by the ab- 
sence of Hongkong companies from the 
roll call of contractors awarded high-value 
PADS work. 

Tom Lau, an Itc director, says: "It 
wasn't a good feeling waiting for PADS to 
get the go-ahead. But it woke us up. We 
asked ourselves: ‘Are we being very smart 
just waiting for this announcement?’ “ 

The keys to success in the construction 
business are expertise, local contacts, a 
good track record and money. Throughout 
much of Asia, the degree to which a com- 
pany has these prerequisites is reflected in 
the number of licences it holds to bid for 
government contracts. ITC has long held a 
clutch of Hongkong Government licences, 
and in a series of deals, it has bought access 
to licences in Singapore. 

Significantly, it has become the first 
Hongkong company to be approved by the 
Taiwanese Government as a tenderer for 
projects under the aegis of the Department 
of Rapid Transit System. This gives it a 
potential role in Taiwan's US$300 billion 
six-year development plan. 

For the six months ended on 30 Sep- 
tember 1991, ITC reported interim pre-tax 
profit of HK$34.7 million, a rise of 122% 
against the year-earlier period, on a turno- 
ver 307% higher at nearly HK$500 million. 
More impressively, earnings per share 
doubled. The growth will continue: ITC has 
more than HK$4 billion worth of contracts 
on hand. 

This expansion is the result of deals 
which have changed the ownership struc- 
ture of the company and have broadened 
its regional exposure and technical exper- 
tise. 

The most important development was 
an agreement in July last year that a Hong- 
kong investment-holding company, Huey 
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Tai International, would sell its 34.5% stake 
in ITC to Pacific Construction (PC) of Tai- 
wan. After a series of private placements, 
PC's stake has shrunk to 23.6%, but it re- 
mains a dominant shareholder. The other 
major shareholder, with 25.3%, is manag- 
ing director Charles Chan, who gained his 
stake acting as a principal in one of ITC's 
most ticklish acquisitions. 

PC, Taiwan's largest listed construction 
company, is part of Pacific Group, the pri- 
mary company of which is Pacific Electric 
Wire & Cable. With a market capitalisation 
of around NT$21.9 billion (US$870 million, 
or HK$6.6 billion), the Taiwan construction 
company dwarfs ITC in financial fire- 
power, 

But in technical expertise and, more 
importantly, in access to China’s poten- 
tially huge construction market, rrc has the 
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upper hand. George Shieh, a spokesman 
for PC, says the company hopes to expand 
into China through ITC. 

ITC has a foothold in China's construc- 
tion markets, with contracts in Peking and 
Shanghai. However, these reflect older 
roots. The first major contract won by Paul 
Y Construction, a newly acquired subsidi- 
ary of ITC, was for alterations to the Shang- 
hai Stock Exchange in 1946, 

Although Pacific Group as a whole has 
earned a reputation of being more inter- 
ested in share-trading than in the busi- 
nesses it controls, PC seems to have its eyes 
on the long-term strategic potential of the 
ITC stake. The two companies are embark- 
ing on a Taiwan-based joint venture which 
will see the transfer of technology from an 
ITC subsidiary which produces pre-stressed 
concrete plates. 
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clear enough. As Tom Lau says, Taiwan's 
construction market is “very protective ter- 
ritory,” and “you need a local partner to 
lead your way through.” 

According to Lau, the glut of work cur- 
rently under way in Taiwan means that 
contractors are enjoying the highest 
margins in the region. ITC has yet to win 
any contracts on the island, though it has 
been "trial tendering" since the beginning 
of the year. Lau is confident the first 
Taiwan contracts will be won later this 
year. 

If the tie-up with PC enabled ITC to enter 
Asia's most inviting market, as well as a 
wealthy partner, the acquisition in autumn 
last year of Paul Y Construction deepened 
the company's technical expertise and 
broadened its regional contacts. 

The chance to secure a premium inter- 
national contractor — though one slightly 
run to seed — came when Evergo Inter- 
national agreed to sell the construction and 
contracting components of Paul Y Interna- 
tional, a listed unit controlled by the 
brothers through a series of associated 
companies. 

Paul Y Construction, with its roots in 
pre-communist China, has a regional track 
record as lengthy and prestigious as any of 
its rivals in Hongkong: building cotton 
mills in Shanghai before 1949, Hongkong 
landmarks such as the Hilton Hotel and 
the Hongkong Club Building, and Raffles 
Tower in Singapore. 

However, as a contractor, it did not fit 


easily with the Evergo's property-invest- - 


ment empire. Alan Wong, of S. G. Warburg 
Securities, says: “I don't think Evergo knew 
what it was doing: property developers 
don't really need premium construction 
and engineering firms. The two don't go 
hand in hand, and it takes management 
efforts to hold them together." 

The HK$270 million sale to rrC was 
cleverly structured, as it left Paul Y Con- 
struction with about HK$200 million in 
cash and with some HK$50 million of tax 
losses in Hongkong and Singapore. This 
happy outcome suggests that Paul Y Con- 
struction's assets were transferred to the 
rest of the Paul Y group at mutually ad- 
vantageous prices shortly before the sale to 
ITC, 

But the deal nearly slipped through 
ITC's fingers, snagged by the uncompleted 
parting of the ways with Huey Tai, ac- 
cording to Lau. Huey Tai was unwilling to 
accept the degree of risk represented by 


Paul Y Construction. To circumvent this. 


reluctance, Chan in September proposed 
that the purchase should be made in two 
stages by a 50:50 joint venture between 
himself and rc, with rrc having both put 
and call options on executive's interest. 
Four months later and less than à 
month after PC finalised its purchase, the 
second part of the Paul Y construction deal 


so 


The benefits to rrC of the connection are - 
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finally completed, leaving Chan and - 
with their current stakes. As Lau says: 
Chan held the company together at this 
time." 
. Although Paul Y Construction came 
vith a prestigious name, its reputation was 
- slipping, in Singapore at least, where it has 
“had a presence since 1952. As the company 
= had been allowed to wind down, the Sin- 
:. gapore Government had downgraded the 
| company's contracting licence, restricting 
. its ability to bid for work. 
-. The licence will not easily be regained, 
-since Paul Y Construction must meet 
. personnel and turnover targets to re- 
‘qualify. However, the company is cur- 
«rently involved in two contracts worth a 
: total of $$50 million (US$30.3 million), and 
. Tom Lau seems confident the licence will 
< be restored to its previous rank within a 
year. 
= With the Paul Y Construction acquisi- 
tion, ITC now has contracts in Thailand, 
Singapore, Malaysia, China and Taiwan, as 
well as in Hongkong. Nevertheless, it is 
not clear that the company's thirst for new 
acquisitions is slaked: Chan made a half- 
hearted bid in January for a sizeable stake 
1 rival Hongkong contractor Hsin Chong 
Holdings. Had a deal been reached, it 
‘could have cost ITC around HK$490 mil- 
lion. 
. TIC has not been shy of the equity mar- 
‘kets. The company made two private 
placings of stock last year, raising HK$170 
million and expanding its capitalisation by 
early 30%. "Until we come across excep- 
tionally attractive opportunities, there 
aren't any special reasons why we have to 
-raise more funds," Lau says. 
-Warburg's Wong believes that the first 
port of call if the company needs to raise 
- more capital will be PC, rather than the 
.. Hongkong stockmarket. “They've got a big 
.. brother now,” he says. 
— The company's determination last year 
-. that it would not rely on PADS for business 
. has proved sagacious. It failed to pre- 
- qualify for tendering either on the PADS 
=< project or, perhaps more surprisingly, on 
“v the associated West Kowloon Reclamation 
project. 
¿ Lau is determined that the company 
will not stoop to steady but minor and 
3 poorly paying subcontracting work on the 
PADS project. “I would be really selling out 
my shareholders and selling out our staff if 
downgraded our ability in that style,” he 
ays. 
In the meantime, the company is not 
ort of work in its home market. A 20- 
year-old relationship with Hongkong's 
largest developer, Li Ka-shing's Cheung 
.Kong Holdings, appears to be surviving 
«the changes in ownership structure. In De- 
^. cember 1991, ITC picked up a HK$850 
< million contract for the next phases of 
= Cheung Kong's giant Ap Lei Chau resi- 
<> dential development. = 



















































POLICIES — 


Privatised 
Mm 


ew Zealand's stalled privatisation 
programme lurched back to life on 
29 April with the sale of 34 
softwood plantations to ITT Raynonier, a 
US company. The price tag on the 100,000 
ha of forest was NZ$366 million (US$197 
million). The sale leaves only small pockets 
of forests in the hands of Timberland, the 
government forestry company. Most of 
those retained have been held back for en- 
vironmental reasons or because of land 
claims by Maori groups. 

Until the forest sale, little had happened 
on the privatisation front since the National 
Party government was elected in October 
1990. The last big sell-off — New Zealand 
Telecom and forest-cutting rights — was 
organised by its Labour predecessor. The 
new government last vear drew up a list of 
candidates for sale, but with its popularity 
slumping following deep cuts in social 
spending, it has become more cautious. 

Energy Minister John Luxton was 
panned late last year when he proposed 
turning the country's publicly owned retail 
electricity distributors over to consumers. 
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And the government has abandoned plans ~ 


to sell houses managed by the state-owned 
Housing Corp. 

Fear of public opposition was also 
strong enough to halt privatisation plans 
for Electricorp, the state-owned power 
generator and wholesale distributor, and 
New Zealand Post, the government mail 
carrier, 

Ministers have so far proved unwilling 
to contemplate even minor share floats, 
though that has been suggested by Ross 
Armstrong, a Post director and former 
vice-president of the National Party. In 
Electricorp’s case there is an added com- 
plication: before it can be privatised, its 
distribution and generating functions must 
be separated. The idea is that the national 
grid will be put under a new entity, but 
the shape of this remains undecided. 

Reports in early May indicated State- 
Owned Enterprises Minister Maurice 
McTigue was close to announcing pre- 
paratory moves for the sale of several en- 
terprises. The list seemed likely to include 
the Land Corp., which operates and leases 
farms on Crown (government) land; New 
Zealand Rail; the Government Computing 
Service; and Workcorp, the government's 
construction arm. 

But this would be only a preliminary 
step, and it is doubtful whether McTigue 
can advance the process far enough to 
achieve sales before the next election, due 
by November 1993. Privatisation might 
pick up steam, though, if the National 
Party survives the poll. u 
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COMPANIES 


Extortion in 
Taiwan 


By Julian Baum in Taipei 


olice and crime experts are reluctant 
P to admit it, but the recent bombings 

of the McDonald's fast-food chain 
in Taiwan highlight a rise in small-time 
extortion of businesses on the island. 

Crime statistics show that extortion 
cases reported to police in 1990 rose 75% 
from a year earlier to 2,600. The number of 
cases increased again in 1991, though po- 
lice say complete data is not yet available 
for the year. Most of the 97 bomb threats 
reported last year were money-related. 

Crime experts note that the recent 
bombings at McDonald's branches were 
unusual because the extortioner demanded 
so little money — only NT$6 million 
(US$240,000). This is one clue that the mul- 
tiple bombings may have been the work of 
an independent operator. 

“If this were an organised gang, the 
amount demanded would have been much 
higher for such a successful business," a 
police source says. In contrast, two kidnap- 
ping cases several years ago involved de- 
mands for NT$100 million each. 

With 57 outlets, McDonald's is the larg- 





est fast-food chain on the island and the 
most profitable, with daily sales estimated 
in excess of NT$6 million. Sales volume at 
the company's Taiwan branches have 
ranked among the highest of any 
McDonald's in the world. 

The company temporarily closed all its 
branches on 29 April after a policeman was 
killed trying to remove one bomb and two 
employees were injured when a bomb ex- 
ploded at another store. Two other bombs 
were found in Taipei branches, while a 
third bomb exploded outside a Kaohsiung 
branch. 

David Sun, who owns the Taiwan fran- 
chise, says additional security measures 


will cost the company a large sum. The 
measures include installing closed-circuit 
video monitors and sealing bathroom ceil- 
ings where the bombs were hidden. "The 
costs will be humongous," Sun savs, "but 
the safety of the general public is our No. ! 
concern." 

The McDonald's bombings set off a rash 
of bomb threats to department stores and 
other fast-food chains, but police have de- 
scribed these threats as "copy-cat" hoaxes. 

Despite initial criticism for reacting too 
slowly to the threats, McDonald's is now 
being held up as an example for other 
businesses to follow because of its refusal 
to give in to extortion demands * 


scale fees as their initial complaint. 

But for most active, brokers the fees 
were small change. SEBI Chairman G. V. 
Ramakrishna agreed on 19 April to cut 
the fees by half, only to see the strike in- 
tensify. Ramakrishna then pointed out 
that the brokers seemed more worried 
about "skeletons coming out of the 


strike resumed, a petition against regis- 
tration was lodged in the Calcutta High 
Court and a large body of brokers urged 
a boycott of the registration process. 

The emerging case of Harshad Mehta, 
a Bombay broker known as "the Big Bull" 
for his apparently inexhaustible funds 
and appetite for several main stocks, did 


Against this backdrop, share prices 
plunged when brokers returned to work 
on 28 April, with the Bombay Sensex 
dropping 792.5 points to 3,6744 in two 
days. The market regained 213 points on 
30 April after an announcement by Singh 
of several new tax breaks for investors 


and through purchases by leading specu- 


cupboard.” He said the sEBI had been nothing to help the brokers’ argument — lators. 
getting hundreds of complaints daily that they were already well-regulated. An While Bombay closed for several days 
about non-redemption of debentures, employee of State Bank of India (SB), the — at the start of May, smaller ex di- 


non-payment of interest and delays in 
share transfers, while exchange authori- 
ties gave only token punishments to de- 
linquent brokers. 

Perhaps predictably, given sEBi's lim- 
ited autonomy, the exchanges decided to 
go over Ramakrishna's head to ask Fi- 


biggest and most soundly run of the na- 
tionalised commercial banks, confessed 
that he had rigged the books in trading of 
government securities to lend. Mehta Rs 
6.2 billion for sharemarket activities. 
Finance Minister Singh told Parlia- 
ment on 4 May that the ssi had recovered 


gested the news about Mehta. Prices as 
measured by the Economic Times All-In- 
dia Index continued to track downwards 
after the 30 April lift, with Mehta's fa- 
vourite stock, textile-maker ACC, plung- 
ing sharply. TEST 

Finance Minister Singh is not expected 


nance Minister Manmohan Singh to ex- — the funds. However, new reports suggest — to cave in to the brokers’ challenge to the 
empt brokers from registration. Mehta nd have tapped funds from skB/'s first major exercise of authority, and 


Brokers, confident that their request 
would be approved, resumed trading on 
22 April, sending prices soaring. The 
mood was pricked later in the day when 
Ramakrishna told brokers they need not 
pay the fees until registration was 
granted. This hint that a licence was not 


other public banks. National Housing 
Bank is said to have put Rs 5 billion with 
Mehta for management. Singh has ap- 
pointed R. Jakaniraman, deputy governor 
of the Reserve Bank of India, the central 
bank, to investigate securities trading by 
government banks, with assistance from 


with banks under scrutiny, there will be 
less money around for a while. But it 
seems unlikely the Indian market will 
remain subdued for long, particularly as 
promoters continue to play up growing 
foreign interest in the market and the 
opening of new international research 


automatic sent brokers off again. The — the Central Bureau of Investigation. offices. E 
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Closure jolts 
-Dhaka's banks 





cm 3 angladesh’s banking system has 


been jolted by the closure of an in- 

LJ vestment bank on 29 April for al- 
eged illegal lending and inability to meet 
yithdrawals. The closure, ordered by 
angladesh Bank, the central bank, started 
run on several other institutions by de- 
sitors anxious to get their money out. At 
st one institution was reported to be 
eeking central-bank help to meet the surge 
1 withdrawals. 
. The closed company, Bangladesh Com- 
nerce and Investment (BCD, is a so-called 
nvestment bank that has been operating 
re like a deposit-taking company. The 
entral bank has filed fraud charges against 
ts 20 directors and its managing director, 
Austafizur Rahman, for allegedly sanc- 
ioning loans totalling Taka 220 million 
6$5.8 million) to their own companies. 
‘rest warrants have been issued, and as 
yf 5 May, three directors had been appre- 
ended. The company has 300,000 deposi- 
rs. 
“Sources say a substantial portion of BCI's 
oans was channelled towards Rahman's 
media empire, which consists of the Dainik 
“Rupali newspaper and five weekly maga- 
ines. Rahman, a legislator in the leading 
»pposition party, the Awami League, also 
“owns three insurance companies. 
_ Analysts say that as a result of the inci- 
dent, the government is likely to amend 
banking laws to give Bangladesh Bank 
much more regulatory authority in the in- 
estment sector. The government has al- 
ady ordered an investigation into BCT's 
alleged fraudulent transactions as well as 
the activities of other investment banks and 
cooperative credit institutions. 
_ Following the sci closure, National 
Credit, also an investment bank, requested 
Bangladesh Bank to provide funds to help 
eet the increase in withdrawals. 
nance Minister Saifur Rahman has 
the banking sector is sound and in- 
that the government will protect de- 
ors. But analysts say the government 
obligated to compensate those who 
oney into the investment banks, as 
itions are not authorised to carry 
activities. The central bank has 
y warned against the risk of mak- 
in the companies. m 


























































ood and bad news continues to 

tear the Bangladesh economy in 

opposite directions. The reaction 

of foreign aid donors in April to 
the government's structural-reform efforts 
was generally positive. But the fall-out 
from last year’s attempts to tackle the 
banking sector's pervasive bad-debt prob- 
lems has caused investment in industry to 
stagnate. As a result, the strongest-growing 
area of the economy is the so-called intor- 
mal sector of cottage industries and small 
businesses. 

The investment slowdown follows last 
year’s decision by Bangladesh Bank, the 
central bank, to publish a long list of major 
bank-loan defaulters, at the same time de- 
nying them further access to banking fa- 
cilities. The move was aimed at reducing 
the banking sector's appallingly low loan- 
recovery rate — about 30% — which has 
become a source of systemic weakness. But 
the effort backfired. 

In the first place, the list included most 








Climbing back 


ngladesh's annual í 


of the active players in most areas of the 
economy. Despite government prodding, 
the defaulters show little inclination to set- 
tle their debts. 

The outcome has been a souring of the 
investment climate. Would-be investors are 
holding back, and lending to industry, in 
particular, has slowed markedly. 

The government's Taka 75 billion 
(US$2 billion) annual development plan 
(ADP), through which Dhaka hoped to acti- 
vate the economy, has also been slow to 
get going. Implementation of the ADP 
picked up speed only after December, the 
half-way point in the fiscal year. Current 
indications are that only Taka 71.5 billion- 
worth of the programme will be completed 
by the 30 June year-end. On the positive 
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Pitfalls of reform 
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side, however, improvements in the gov- 
ernment's budget position suggest that a 
bigger-than-expected portion of the ADP — 
19%, as opposed to a planned 14% — will 
be met from domestic sources rather than 
foreign aid. 

GDP growth for the year to June is now 
expected to come in at 4%, compared with 
a target of 5%. In the previous year, when 
Bangladesh was wracked by a typhoon 
and a democracy struggle, growth was 
3.6%. 

In other developments, the government 
has extended its liberalisation efforts by 
removing restrictions on private trade in 
foodgrains. This and other moves are 
likely to increase export earnings in the 
current fiscal year by about 11% to US$1.8 
billion, according to the Planning Com- 
mission. Imports are projected to rise by 
5.296 to US$3.7 billion. 

The current-account deficit is expected 
to finish the fiscal year at around US$985 
million, almost unchanged from the previ- 
ous year. But it is likely to surge again to 
US$1.4 billion in fiscal 1992, according to 
Finance Ministry forecasts. 

Dhaka depreciated the taka by a total 
of 7.8% during the first six months of the 
current fiscal year, representing a faster 
rate of devaluation than occurred in either 
of the two preceding years. 

On the domestic front, the broad money 
supply expanded by 4% in the first six 
months of the fiscal year — a much slower 
pace than the 10% rate that had been offi- 
cially predicted for the first nine months. 
Annual inflation is put at under 10%. 

The high marks that Dhaka received at 
April's Paris meeting of its aid donors will 
strengthen the government's hand in im- 
plementing reforms. The donors were 
critical, however, of Dhaka's failure to stem 
losses among state-owned enterprises — 
one of the conditions attached to the IMF's 
structural-adjustment loans. 

To reduce the losses, the government 
plans to eliminate at least 100,000 jobs — 
about 20% of the workforce at state-owned 
companies — in the next three years. It 
also hopes to substantially reduce electric- 
ity wastage in the state-run power system 
in the coming year, as well as halve finan- 
cial losses by the railway network. 

Finance Minister Saifur Rahman has 
admitted, however, that excess manpower 
is not the sole cause of state-sector losses. 
Mismanagement, misuse of funds and 
corruption are “more important" factors, 
according to the finance minister. 










Taiwan Aerospace to continue 
talks with McDonnell Douglas 


> Earl Ho, chairman of Taiwan 
Aerospace Corp., told Taiwan's 
legislature in a 29 April special hearing 
that he will drive a hard bargain with 
McDonnell Douglas Corp. in negotiations 
about a joint venture with the US 
aerospace company. Ho said he did not 
accept the initial asking price, a 

proposal that Taiwan purchase a 40% 
share of McDonnell Douglas' commercial- 
aviation division for US$2 billion. At the 
hearing, Minister of Economic Affairs 
Vincent Siew said his ministry, which 
wants discussions with McDonnell 
Douglas to resume, believes government 
support is paramount to attracting 
additional companies to invest in the 
venture. 


Indonesia to ease restraints 
on US films and videos 

> Indonesia will ease import restrictions 
on US films and videos in exchange for a 
higher quota for garment and textile 
exports to the US, according to 
Indonesian Trade Minister Arifin Siregar. 
Indonesia will increase by 10% the 
number of North American and European 
films imported each year and authorise 
several new film importers. At present, 
the movie-import business is largely 
controlled by Sudwikatmono, President 
Suharto’s cousin. The agreement on 
market access for US films will save 
Indonesia from being targeted by Section 
301 of the US Trade Act. 


Taipei resolves dispute 
with Bangkok on Thai labour 


> Taiwan and Thailand resolved a 
dispute about imported Thai labour on 
the island after Bangkok backed down 
from demands that its workers be paid a 
wage higher than the legal minimum. 
Taiwanese workers typically earn two to 
three times more than the minimum level. 
Thailand's representative in Taipei told 
Taiwan officials that his government's 
earlier statements on the subject were 
intended only as a guideline for 
employers. Starting last year, Taiwan has 
expelled thousands of illegal immigrants 
working in factories. 


Hard currency to be used 

in Russia-Indian trade 

»> During a visit to New Delhi by 
Russian Secretary of State Gennady 
Burbulis on 4 May, India and Russia 
agreed to use freely convertible currencies 
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in bilateral trade beginning in 1993. The 
agreement ends a long-standing system 
based on a set rupee-rouble value and 
rupee credits given by the Reserve Bank 
of India. The countries, however, are still 
far from agreement on how to value 
New Delhi's Rbl 11 billion (US$110 
million) debt to Moscow. The trade 
agreement under which this was 
incurred uses the old official rate for the 
rouble, which is above parity with the US 
dollar. 


Hopewell Holdings raises 
funds in share issue 


> Hopewell Holdings of Hongkong on 5 
May raised HK$2 billion (US$256 million) 
in a share issue on the Stock Exchange of 
Hongkong to finance joint-venture 
developments adjoining its 120-km 
highway that is to link the colony to 
Canton. The capital raising comes less 
than a year after a HK$5.5 billion rights 
issue. The pending projects are a 
development site adjacent to the 
Huanggang border-inspection facility in 
the Shenzhen special economic zone, a toll 
bridge in Guangdong province and 12 
commercial sites along the highway. 
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Du Pont. RPG Industries 
form venture in India 


> Du Pont of the US and RPG Industries 
of India on 4 May announced plans for an 
export-oriented US$120 million plant near 
Pune in Maharashtra state to make 
polyester-based film for photographic, 
X-ray and graphic-arts use. The 
companies will take equal shareholdings, 
with a proportion of equity floated to the 
public. 


Japan plans to ban CFC 
output. usage by 1995 

»> Japan will stop by 1995 the production 
and use of chloro-fluorocarbons (CFCs) 

and other chemicals that deplete the 
ozone layer, Minister of International 
Trade and Industry (Miti) Kozo Watanabe 
said in Washington on 30 April. Miti said | 
the ban will include CFCs, trichloroethane, 
halons and carbon tetrachloride. 


Fortuna Enterprise acquires 
Hilton Hotel in Los Angeles 


> Taiwan's Fortuna Enterprise Inc. 
announced the purchase of the Hilton 
Hotel at the Los Angeles International 
Airport for more than US$50 million. A 
financial adviser at the company, which 
operates the Fortuna Hotel in Taipei, said 
it may spend US$20 million to renovate 
the eight-year-old property, which has 
1,279 rooms. The purchase was made in 
cooperation with unnamed partners in 
Los Angeles. 


Thailand shuts down 
pulp plant for polluting 


> Thai authorities shut down indefinitely — 
Phoenix Pulp & Paper's main plant in 
Khon Kaen province, following the 
dumping of inadequately treated waste 
water into a river. The Industry Ministry 
ordered Phoenix Pulp & Paper to install 
adequate water-treatment facilities, but 
the company argued that the ministry's 
water tests were inaccurate and 
inadequate. The closure follows the 
shutting of a plant processing sugar cane 
in the same area after it discharged 
untreated effluent into the Namphong 
River. 


Correction 

Sanwa Bank will assume control of certain 
branches and assets of Toyo Shinkin [REVIEW, 

7 May]. The Y130 billion (US$977 million) 
worth of Towo's liabilities will be covered but 

by loans and grants from financial institutions — 
other than Sanwa and by asset sales. 
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Brent London (10) 19.97 18.87 18.13 — 2168 AS 63125 6.3125 6.3125 6435 93 
(1) M$ a kg (2) US$ an oz (3) USc alb (4) M$ a tonne (5) USc a 60 Ib bushel A — i d — oa —— e 
(6) USe a 56 Ib bushel (7) US$ a tonne (8) PSS1, Me akg (9) S$a 100 kg (10) USS a barrel ——= — —— P Pi € E dmm =o 
(11) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, international Jute Organisation tOtlered rate Source: Telerate, Salomon Brothers 





Economic indicators, selected Asian countries 














Economic Growth % (real) (1) 
1991 2 45-7 3.9 3.5-4(4) 7 38 8.6 
1992 Vier e 375 * 55-7 5 44, T 55 35 Á 85 
International Reserves (5) 
Latest US$13.60b (Feb) US$43.06b (Nov) na. US$4.25b (Feb) US$9 25b (Feb) US$71.16b (Feb) US$10.22b (Nov) 
Year earlier == CAP US$16.16b US$26.98b n.a. US$2 44b USS8.49b US$79.54b — — — US$9 44b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.96b (Jan-Mar)  «US$1.90b (Nov-Jan) — -US$1.24b (Jan-Mar) -US$0.38b (Nov-Jan) «US$0.79b(8)(Oct-Dec) — «US$25.05b (Jan-Mar) -US$0.74b (Dec-Feb) 
Previous 3 months +US$0.41b +US$2.47b +US$0.38b -US$0.58b +US$1.43b +US$23.90b -US$0.19b 
Year r earlier a +US$0.63b +US$3.40b -US$1.26b -US$2.34b «US$1.32b  *«US$14.80b "yc -US$0.42b 
Exports 6) x Pe 
Latest 3 months US$10.47b US$20.15b US$24.14b US$4.15b US$7 52bí8) US$82.32b US$8.33b 
% change previous 3 months «0.2 +6.4 444 416 +15 33 95 
% change year earlier si +7.0 3 «23.2 10,7 63 7 414 
Imports 
Latest 3 months US$9 51b US$18.25b US$25.38b US$4 53b US$6.73bi8) US$57 27b US$9 07b 
% change previous 3 months :53 410.8 :8.8 28 «12.5 64 34 
^c change year r earlier na 40 418.6 +21.7 -35.2 +0.4 71 «10.9 

as dn : 
Base Jul 80-Jun 81-100 Jan 1991-100 Oct 89-Sept 90-100/2) 1982-100 Apr 88-Mar 89-100 1990-100 1990-100 
Latest 3 months index average 217 7 (Oct-Dec) 105.5/11) (Jan) 121.3 (Jan-Mar) 227 3 (Dec-Feb) 129.7 (Jan-Mar) 104.0 (Dec-Feb) 105.6 (Oct-Dec) 
% change previous 3 months 40.9 n.a. 43.1 +1.9 41.3 0.2 +0.8 
% change year earlier ‘ +15 r 455 +10.1 +13.1 +98 +2.1 442 
Money Supply (2) =. 

A$207.14b/9) (Feb) ^ Rmb 1,753.32b (Jul-Sept) HK$633.68b (Feb) Rs 3,069) (Jan) Rps 98.961 (Feb) ¥500.46t (Feb) M$93.41b (Nov) 

% change previous month -— «7 0(10) -4.0 +1.6 +03 05 +1.8 
% change year earlier ae +3.7 +28.8 «MA i à; . 4195 415.5 «1.6 4125 


(1) Official and other estimates of GOP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cit 
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aaa /mproved sentiment pushes up Hongkong in heavy trading ww m Singapore 
gains from foreign interest a a a Kuala Lumpur and Seoul rise moderately == 
Bombay plummets after reopening in week ending 5 Maya u u 








Straits Times index, 1,488.65 
Average daily turnover US$121.6m 


(Right scale) 





Taipei 
CE... UMS 3.000 


Average daily turnover US$1.5b Jakarta Composite Average daily uu oniy turnover US$769.8m | 
2.000 (Right scale) 180 !ndex, 283.12 US$17.1m (1e scale) 1.000 om 1.000 | 
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Manila 
2,000 Composite index, 1,245.52 1,300 
Average daily turnover 
US$13.6m 
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Nikkei Stock Average, 17,303.39 






























Average 
2.6m shares 
(Left scale) 






















M.S. Capita 


y ‘ orid 
Average daily turnover US$77.4m 1.000 | 60 


1l — 4 SAS, Oe 0 dC RA 
; Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 —— 11991 Morgan Stanley Capital international 
v» nd «se " Source: ‘Citicorp Vickers (Hongkong Ltd); Smith New Court (Far East Lid) 


Prime Interbank Interbank Interbank 
Phüppines — — — Singapore __South Korea Taiwan — Tenn 4 May lending 1 month; 3 months! 6 months! 
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0 6.7 8.4 7 79 11.50 6.70313 6.687 6.718 
335 6 78 7 7585 — == T 
ime Nr oe vc — -— Britain 1050 10.0625 1000 9.875 
US$3.95b (Feb) US$34.13b (Dec) US$14.48b (Feb) US$82.80b (Jan) US$18.36b (Feb) 
US$1.33b US$27.75b US$14.11b US$74.84b US$14.60b Hongkong 8.00 4.00 41875 450 
-US$0.87b (Nov-Jan) ^ -USSt94b(DecFeb) ^ -US$2.26b (Feb-Apr) +US$35tb(Feb-Apr) ^ -US$2.20b (Dec-Feb) ——— ST 5 7c c A SN 
-US$0.72b -US$1.04b -US$1.46b «US$3.03b +US$0.76b Japan 6.00 
-US$0.98b -US$2.43b -US$4.13b «USS$1 43b -US$0.78b 
B Se int ee 4X "5.25 4.8125 475 4.6875 
US$2 24b US$14.06b US$18.02b US$19.41b US$7 29b 
1 7.0 89 34 43 Malaysia 8.90 8.23 8.23 823 
4132 34 494 «19.5 420.9 M 
——————— ———— — _ ——— New Zealand 1175 675 6.82 6.82 
rud ae i rie ee a Philippines — 2000 — 48/5 — 15375 15175 
s ow ne- #3 | 453 | Singapore 5.75 325 3.25 1375 
1978-100 Sept87-Aug88«100  — 1985-100 1986-100 1986-100 South Korea ++16.40 £ ab p 
610.7 (Nov-Jan) 111.2 (Nov-Jan) 147.5 (Dec-Feb) 117.6 (Jan-Mar) 128.2 (Dec-Feb) a 
41.5 30.8 «1.0 «0.5 «0.2 Taiwan 10.00 -— e^ EP 
412.6 327 482 444 +48 E ugs Py Oe 
a = - p Thailand 1200 9.00 9.50 = 
P329.80b(9) (Jan) $$69.55b (Dec) Won 84.491 (Feb) NT$7.56t (Feb) Baht 1,832.4b (Dec) = i 
5.0 420 04 419 436 us _ $5 à— 3995 — 4085 — 425 
EM a a A MER eit "ERIS SS SA ‘Long term “Short term t1Monetary Stabilisation Bond (1 year) 
(8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month Source: Official statistics tOffered rate Source: Telerate and Review Data 
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lashback to the Jakarta stockmar- 
ket’s rollicking years of 1989-90. 
One Indonesian company after 
: another goes public with an 
| inflated share price, questionable fi- 

nancials and lots of help from the govern- 
| ment. Soon after, a promising emerging 
| market collapses as investor confidence 
evaporates. 

Could it happen again? It looks like one 
powerful Indonesian company is counting 
on investors having amnesia as it tries to 
push through its first issue of shares. 

Plaza Indonesia Realty, owner of the 
prestigious Grand Hyatt Hotel and Plaza 

| Indonesia shopping mall in central Jakarta, 
| will offer 35 million shares to the public 
| from 12-18 May. The issue is sure to be 
- | fully subscribed, but not in a way that will 
|| help restore faith in the Jakarta Stock Ex- 
change (JSE). 

After a painful two-year process, the 
average price-earnings (p/e) ratio on the 
JSE has been bid down from over 30 to 13, a 
level low enough to entice investors into 
taking a new look at the |SE. Plaza Indone- 
sia shares, at an offer price of Rps 4,950 
(US$2.45), will be valued on a p/e ratio of 
23. 
| The four biggest property companies 
y already listed on the JsE currently trade, on 
| average, at a 40% discount to net-asset 
| value (NAV). At Rps 4,950 a share, Plaza 
Indonesia is selling at a 13% discount to 
NAV, and that is with a valuation of its 
properties which many brokers suspect is 
overblown. 

“The valuation is a little on the high 
| side,” admits one sheepish Indonesian bro- 
ker whose firm is in the Plaza Indonesia 
.| underwriting syndicate. The broker esti- 
-. | mates the property complex's NAV at about 

| Rps 5,000 per share. 
"The whole thing is a disgrace," fumes 
the head of a foreign brokerage not in- 
volved in the deal. “Just when we were 
getting back to reasonable valuations, we 
| get this. The sad thing is that many re- 
| gional investors don't even care enough 
. | about Jakarta any more to get upset about 
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.| Apathetic foreign fund managers will 
- | not be much of a problem for Plaza Indo- 
. | nesia, underwriters or shareholders, which 
include commodity-trader Ometraco, Sinar 
Mas, Danaswara and Bimantara, control- 
| led by a son and a son-in-law of President 
Suharto. 
-| According to local and foreign brokers, 
Plaza Indonesia is looking to place around 
| 20 million new shares, or 57% of the issue, 
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with about 10 state-related entities. An- 
other 5 million shares may be taken up by 
three social-welfare foundations headed by 
President Suharto. And Jardine Fleming 
Nusantara, the lead managing underwriter 
of the offering, is said to have committed 
itself to taking on 4-6 million shares. 

The Plaza Indonesia issue is the latest in 
a series of irritants between Jardine and its 
local partner, Rajawali Group, which owns 
15% of the joint venture. Two of the Plaza 
Indonesia shareholders, Ometraco and 
Danaswara, together with tyre maker 
Gadjah Tunggal control Rajawali. 

On several occasions, Jardine's research 
team in Jakarta has been critical of 
alleged trading and other irregularities of 
Rajawali companies. Rajawali executives 
were reported to be upset by Jardine's re- 
fusal to issue a buy order for Plaza Indone- 
sia. 

The executives were equally displeased 
to read in Jardine's April research report 
that the brokerage would no longer 
comment on any companies affiliated 
with Rajawali. Fund managers believe 
that Jardine’s unusually large underwrit- 
ing commitment for the Plaza Indonesia 
issue was decided on by Liu Chee 
Ming, a Hongkong-based director of 
the firm, rather than Jakarta-based person- 
nel. 

Personnel changes are afoot at Jardine. 
Jolyon Petch, the head of the firm's re- 
search team, will soon be transferred out 
of the country. In the past two years, at 
least three other senior executives have left, 
including the former country head John 
Style. 

Other foreign brokers in Jakarta de- 
scribe the Jardine-Rajawali link-up as an 
example of how tensions can arise in a joint 
venture between dissimilar firms. Rajawali 
brings a lot of deals to the table, they say, 
but also a lot of headaches. 

m Adam Schwarz 


Singapore's listed shipyard firms have 
helped to wake up a dormant stockmarket. 
The All-Share Index rose 5.6% in April, 
while the three main shipyard counters 
Keppel, Sembawang and Jurong — have 
climbed by 20%, 16% and 8% respectively. 
Their encouraging performance, however, 
may simply reflect the prosperity of mid- 
dle age before the rigours of living on a 
pension. 

Ship repairers have become the darlings 
of investors in Singapore, as the firms’ prof- 
its have increased in every year since 1987, 
when they emerged from their last down- 
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Old habits die hard 


turn. But Shroff wishes to signal a note of 
caution, an echo of the warning Jurong's 
directors made at the time of their annual 
results, when they said that net profits of 
$$63 million in 1991 “may not be main- 
tained" this year. 

The comment has not helped Jurong's 
share price, which has performed less well 
than its two big rivals. But the factors af- 
fecting Jurong's profits will have an impact 
on the other shipyards as well. 

The main factor is the oil-tanker cycle. 
After 15 vears of service, tankers are ex- 
pected to undertake a special survey in or- 
der to be allowed to continue operating. 
Repairs performed on oil tankers comprise 
about half the work done by Singapore's 
yards and, because few places outside the 
city state are equipped for this kind of 





work, the profit margins on this business 
are substantial. 

There was a tanker construction boom 
in the mid-1970s, after the first oil shock, 
and many of those tankers reached middle 
age around 1990. The number of such tank- 
ers is now beginning to fall. What is more, 
the numbers reaching old age is therefore 
rising. This is troubling for the shipyards, 
because shipowners tend to cut repairs to a 
minimum as their ships approach the end 
of their useful life. 

This does not mean that the shipyards’ 
profits are over, merely that profit growth 
will be considerably harder to achieve in 
the future. This is one reason why the three 
companies have diversified, but even 
Keppel relies on its shipyards for 30% of its 
profit. In the case of Sembawang, the pro- 
portion of profits from marine services is 
more than 80%. Investors can expect! 
choppy waters for a while. 

m N. Balakrishnar 
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Weighing 1.5 kg, this bronze key typifies the power and strength of the Roman empire. 
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To place your 
classified ad, L 
fax: Hong Kong | | 

(852)83460581 | | 

or call: 


|: Now, there is one book that encepsile every detail relevant to 
|a businessman conducting dealings with China — The Almanac 
| of China's Foreign Economic Relations & Trade. 

What is it? 

The Almanac features articles and data contributed by leading 
| Scholars and other authorities as well as representatives from 
| China's Foreign Economic Relations and Trade Department. Its 

contents are extensive and detailed, systematically laid-out for 

. ease of reference. It includes vital information to businessmen — 


such as trade policies and restrictions — and. even offers listings 
of potential joint venture partners. 


Who needs it? 


The Almanac is absolutely vital to anyone engaged | in TN or 
government relations with China. It is also a fascinating record of 
the changing face of China's policies. Not only is it one of the few 
books that offers an accurate view of China's economy but it is 
also the most up-to-date documentation of its Kind. 
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Fax, mail or phone: The China Phone Book Co., Lid, GPO Box 11581 
Hong Kong. Fax: (852) 838 7753, Tel: (852) | 832 8448. 


Q Send. ... ...copy(s) of The Almanac of China's Foreign 
Economic Relations & Trade 1991/92 at US$80/HK$624 per copy. For 
airmail delivery add US$29.50/HK$230.00; i surface mail delivery add 
US$14.00/HK$110.00. 


Q l| enclose a cheque made out to The China Phone Book 
Company, Limited. 


J Charge my credit card (tick one) | 
J Visa J MasterCard Diners J Amex 
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Pandering to pandas 


^ +y hat's black and white and 
\ k= all over? The giant 
panda, whose reproductive 

ineptitude has become a 


bugbear of zoo-keepers worldwide. Species 
survival is at stake: only 1,000-1,500 pandas 
live in the wild, all of them in southwest 
China's dwindling bamboo forests. Barely 
100 are in captivity. 

Less talked-about, but equally potent 
spurs to panda-procreation research, are 
the millions of US dollars in grant money 
and increased zoo revenues that successful 
breeding programmes can bring. Foreign 
zoos are willing to pay US$500,000 to bor- 
row a panda for just a few months. China 
and such international conservation groups 
as the World Wide Fund (WWF) 
have bet their prestige on saving 
the ailuropoda melanoleuca, or "cat 
bear," as it is called in Chinese. 

But pandas in captivity have 
proved to be less-than-eager ac- 
complices to their own procrea- 
tive salvation. Most males show 
a disinterest in their female cage 
mates, admits Zhang Hemin, 
research director at Wolung Na- 
ture Preserve. The Sichuan 
province preserve accounts for 
nearly 2,000 of the 5,827 km? | & 
China has set aside as protected I 
panda habitat. 

Zhang suspects that captive 
males might be less amorous 
than their brethren in the wild 
because they cannot be given a chance in 
confined quarters to battle each other for 
the favours of females. Aphrodisiac as 
these donnybrooks may be, their damage 
toll is unacceptably high considering the 
scarcity of captive pandas. 

In captivity, natural fertilisation usually 
has to be supplemented with artificial in- 
semination. But this can be a hit-and-miss 
affair, as the maddeningly stable hormonal 


e EL 


| levels of females make the ovulation cycle 


all-but-impossible to chart with precision. 
And because of multiple fertilisations, an 
unusually high proportion of panda births 
in captivity are twins. 

But newborn pandas are so demanding 
that the mother has all she can do to take 
care of one. Pandas are born blind, pink, 
almost hairless and barely a thousandth of 
their adult weight, which can reach 150 kg. 
The mother has to enfold constantly her 


| baby, maintaining its temperature and hu- 


midity level as well as its nutrition, ac- 


| cording to Liu Weixing, research director 
. of the Peking Zoo. The mother's dilemma 


70 


Captive pandas are reluctant to procreate. 


is like a kangaroo trying to maintain her 
baby without a pouch, he explains. 

Two newborns are simply too much to 
cope with. So the second twin is usually 
abandoned, denied milk with its crucial 
antibodies and sometimes inadvertently 
crushed by a nesting mother panda. 

Less than half of panda offspring sur- 
vive, and the rate is even lower in Chinese 
zoos, home of nearly 80% of the world's 
captive pandas. Zhang, Liu and veterin- 
arian Qiu Jiemeng struggle to improve 
these survival odds at Wolung, which has 
21 pandas, the world's biggest concentra- 
tion in captivity. Liu's staff recently suc- 
ceeded in maintaining an abandoned twin 
panda for a record 160 days. 
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Aside from the revenue and prestige 
aspects of the captive-breeding pro- 
gramme, Liu is convinced that it provides 
the best assurance of species continuity 
until measures can be effected to preserve 
the panda's natural habitat. Just when that 
can be done is beyond the scope of scien- 
tists to predict, he admits. 

This is a question of opportunity costs 
and politically loaded population transfers. 
China's State Council later this year will 
unveil details of a 10-year, US$55 million 
plan to nearly double the number of panda 
preserves, 

The problem involves more than just 
increasing the total available area of arrow 
and umbrella bamboo, the panda’s favour- 
ite foods, Qiu says. Even more important, 
the forest areas must be contiguous. Other- 
wise, pandas could become isolated in 
groups of 50 or less, the threshold below 
which inbreeding begins. 

To make it easier for exogamous pan- 
das to go a-courting, the new reserve-ex- 
pansion programme will include bamboo 
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corridors linking panda preserves. These 
are crucial, Zhang says, because pandas 
cannot travel to any place where they 
are out of reach of food for any length of 
time. 

Their physiology — sharp incisor teeth, 
simple stomach structure and short intesti- 
nal tract — is essentially that of a bear, a 
carnivore. Wolung has a panda that was 
impounded for poaching penned sheep, 
and researchers bait panda traps with 
smoked goat meat. 

Nonetheless, pandas have evolved 
along a path that requires them to extract 
virtually all their nutrition from bamboo, 
and by now they are too blind and lum- 
bering to hunt down much prey on their 
own. That means an adult panda 
has to feed practically non-stop 
for about 14 hours a day, con- 
suming nearly half its weight in 
bamboo. This must have seemed 
a good idea at the time the 
adaptation was made, during 
the glacial Pleistocene era 1.8 
million-10,000 years ago, when 
the panda’s dietary staples — 
mastodons, sabre tooth tigers, 
tapirs and such — became ex- 
tinct. 

The panda once enjoyed 
peaceful grazing in bamboo for- 
ests that stretched to Peking 
from Burma. Its finicky eating 
habits represent an adaptation to 
such an environment. Presented 
with 40 kg of bamboo, a captive panda will 
pick out barely 10 kg and reject the rest. 
The basis for this selection still baffles re- 
searchers, but could have something to do 
with trace elements in the bamboo, sug- 
gests Sue Mainka, a WWF researcher at 
Wolung. 

Whatever it is that pandas look for in 
their fodder, China's booming economy 
may mean that they will have less and less 
bamboo to pore over. In captivity, where 
they are fed partly on cereals, eggs, milk 
and meat, their mucous-lubricated diges: 
tive tracts tend to pack up periodically 
without the scouring effect of their natura 
quota of bamboo. 

And even if the dietary and reproduc 
tive problems of captive pandas can be 
overcome, reintroducing them to the wilc 
has proved an insuperable challenge s 
far. A panda that escaped from Wolun; 
recently was found months later — anc 
25 kg slimmer — hanging around farm 
houses scrounging for a free lunch. 

m Lincoln Kays 
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ann, journalist, Hong Kong, photographed by Elfie Semotan 
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“They’re cutting down transfer 
times at Schiphol again.” 





^[ hope there'll be time to shop.” 


Transferring at Amsterdam Airport 

Schiphol has always been fast and con- 

venient. And now, thanks to KLM's new 

scheduling and increased flights, transfer 

times have been cut yet again. Making 
Schiphol the logical place to change planes. 

Justlook at the advantages: super convenient trans- 
fers, thanks to the one-terminal concept. Super fast 
connections between European and Intercontinental 
flights. A super new KLM Business Class Lounge. Plus 
all those super little extras which have caused travellers 


toname Schiphol Europe's best airport year in, year ou: 

But Schiphol is more than just convenience. It's als: 
a bargain filled department store. Offering the best duty 
free shopping facilities in the world. With prices the 
have to be seen to be believed. 

Fly the world via KLM's super home base. Via 
Schiphol, the Gateway to Europe. And pick up the ba: 
gains on the way. 


+ 
Test us, try us, fly us ede 


The Reliable Airline KILIV 


Roval Dutch Airline 
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LETTERS 


Is anyone listening? 

In the introduction to Destroyer of worlds 
[30 Apr.], your scenario assumes that Paki- 
stan would attempt to destabilise India, 
and that Pakistan would be the first to use 
the bomb. 

Your scenario, however, is incomplete. 
A likely ending could be: “Shortly there- 
after Pakistani radar detects formations of 
Indian aircraft streaking towards Karachi, 
Islamabad and Lahore. In each formation 
one jet climbs sharply over each city and 
repeats the manoeuvre of the bomb carry- 
ing Pakistani aircraft. Scoreboard: India 
loses an armoured formation. Pakistan 
ceases to exist.” 

Surely this is not the deterrence Paki- 
stan seeks. Both countries can ill afford to 
spend massive amounts on weapons to 
maim and kill. Far better to spend their 
resources on food, shelter, education and 
medical care. Is anyone listening though? 
Bahrain AMAR SAKSENA 


No one has the answer 

Chandra Muzaffar [THE 5TH COLUMN, 23 
Apr.] is to be commended for so clearly 
establishing the fact that the odium nowa- 





days generally applied to the label of “fun- 
damentalism,” and especially “Islamic 
fundamentalism,” does violence and injus- 
tice to the true concepts and meaning of 
fundamentalism. 

Basically, fundamentalism, whether Is- 
lamic or Christian, refers to the belief that 
one’s scriptures set out, without error, the 
commands of God which should be strictly 
followed in all aspects of life, sacred (reli- 
gious) and profane (secular, civil). There is 
to be no dichotomy in life. Everything 
should be seen from God's scriptural 
worldview. But the excesses so often attri- 
buted to fundamentalism are often the re- 
sults of human traditions arising out of 
over-zealous and erroneous human inter- 
pretations of scripture. They are not neces- 
sarily scriptural and part and parcel of fun- 
damentalism. 

Muzaffar points out that it is currently 
fashionable to also use the fundamentalist 
label to deliberately cast odium and other 
negative connotations on Muslim countries 
and movements — which are morally op- 
posed to what, they are convinced, are 
corrupting aspects of liberalism and mo- 
dernity, and try to protect their integrity 
and independence. “The Western media 


TO THE EDITOR 


projects these fundamentalists as insane 
bigots and violent fanatics and terrorists 
... the new enemies of Reason and En- 
lightenment which the West embodies.” 
As clearly shown by the whole of hu- 
man history, and by the present and not 
exemplary condition of mankind, no one 
has the complete answer, not even the 
West. Even their “reason” and their “en- 
lightenment” have proved to be far from 
having an exclusive franchise to truth and 
peace. Let us not wildly condemn, from a 
distance, those who may be sincerely seek- 
ing to establish what they may truly be- 
lieve to be the way of God, especially if 
such is motivated by desire to impose 
Western mores for selfish reasons. 
Kuala Lumpur TAN WEE KIAT 


Greed at home 
We read with interest the letter by Pangan 
Bujang Senang [23 Apr.] regarding land 
rights and deforestation in Sarawak. 
While we agree there is some truth in 
his argument, we, a grassroots non-gov- 
ernment organisation, feel the real expla- 
nation lies in the greed of the political 
leaders in Sarawak. All the studies done 
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Alcatel's world is one of communications. 
A world which is dedicated to advancing 
the technological capability and under- 
standing needed to bring people together. 
Our global communications expertise is 
based on a total commitment to providing 


communications solutions. 





Alcatel. The capability to meet all con 


Above all, our worldwide expertise 
enables us to help develop communications 
systems for individual countries. 

Our experience and understanding of 
local markets is reflected by our 134,000 
professionals employed in no less than 110 


countries worldwide. 
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have shown con- 
clusively that the nexus between the log- 
gers and the politicians is the real cause of 
the logging and destruction of Sarawak's 
rainforest. 

There is a common saying here that the 
politics of Sarawak is the politics of timber. 
From the chief minister's office down to 
the state legislative members, almost all 
politicians are beneficiaries of the logging 
industry. Politicians control the award of 
timber concessions, which in turn, allows 
them to buy votes during election times, 
and thus the circle is completed. 

Those elected will do their utmost to 
stay in power and timber money allows 
them to do so. This explains why Chief 
Minister Abdul Taib Mahmud is so angry 
that he calls us, who are fighting for our 


native land, "traitors of the worst kind"! 


What else can you expect him to call us 
since by bringing the timber issue out into 


| the open, we threaten to stop the timber 


money from reaching him and would thus 


deny his security deposit to power. _ 





Sarawak Rinfores 


Müridi, Sarawak Action Group 


Two-sided intolerance 

Don't talk to Tigers [LETTERS, 23 Apr.], 
reveals a point of view that many Tamils 
hold in Sri Lanka, but are afraid to articu- 
late. However, the writer does not go far 
enough to depict the plight of all Sri Lan- 
kans, living in that once blessed isle. 

The conflict from the mid-1980s has 
been one between two fascist organisa- 
tions, neither of which is tolerant of any 
views other than their own. One, at present 
wielding government power in south, 
masquerades as being democratic. It has 


debased and violated every tenet and | 


mode of democratic activity. It has gone 


further in labelling all dissent as a threat, - 


and those who engage in it as terrorists. It 
has used brute savagery to repress all 
forms of criticism. 

The other in the north, which has es- 
tablished a quasi-government in the north, 
has done so with the aid of the gun. It mas- 
querades as the saviour of the Tamil peo- 
ple. It too has not been far behind the gov- 
ernment in the south in brutally repressing 
all other forms of political opinion. 

In late 1989, these two got together and 


evicted by force of arms the legally elected - 


representatives of the people of the north 
and east of the island. Now they are fight- 


ing one another. 


Whoever is oblivious to these events is 
not merely deluding themselves, but 
would, unwittingly or otherwise, be con- 
tributing to furthering the goal of fascism. 
It is time that international pressure be 
brought to bear on both sides to work to- 
wards a negotiated settlement, and not 
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lip-service for cosmetic 















“CUDA BBIE E 


UD Tamil [errans 23 Apr.] states "T 
that Tamils in Malaysia “have a lust for 
bloodshed” when they make financial — 
contributions to the Tigers in Sri Lanka... 

As an expatriate Tamil in Malaysia, I. 
would like to know whether the writer has. 
any evidence to substantiate his wild. 
allegation. If Tamils here have made con- 
tributions, the state, given its general 
hostility to the Tamils, would have acted. 
So far there are no indications that it sus- 
pects Tamils here are linked up with the 
Tigers. 

Tamils, who constitute about 9% of the 
population are in bad shape. Because of 







the primacy given to Malay ethnic domi- . 
‘nation, 





Tamils are slowly being left out of 
the mainstream of economic and political” 
development. Their share of the nation's 
equity has stagnated. The Tamils, betrayed _ 
by their leaders in the MIC and in 
Barisan Nasional, are feeling the pinch now 
! ven shares allo- - 










cated by the state for. 
were not only fully” ak ! Di re 
grounds to believe that few individuals - 
could have benefited. This matter has been 
raised in the parliament by the opposition. 
Tamils, who are mostly members of the 
rural and urban working class, do not have 
the luxury to possess cheques and to write. 
them for a distant cause. However, this - 
does not mean that they have no idea 
about what is going on in Sri Lanka. They 
are well aware and are proud of the Tigers 
who not only fought against Indian forces - 
but continue to stand up XE the Sin- : 
hala state oppression. : 
Seg, Selangor 
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Definition of legitimacy 
Goh Chok Tong’s press secretary. Chan: 
Heng Wing asks plaintively [LETTERS, 23 
Apr.], “when will the PAP government be- 
come legitimate? Only when it allows the 
REVIEW to circulate in Singapore?” 

Actually, he's not far off. While the con- 
cept of a "legitimate" regime is not subject 
to precise definition, it would clearly ex- 
clude those who protect their continued 
existence by press censorship, whether by 
constraints on circulation or banning. 

Chan writes of the opposition parties 





-who "deliberately allowed the People's 


Action Party to win a majority of seats". 
and “conceded the PAr's right to govern - 
Singapore." On the off-chance that he's se- 
rious, I venture that his statement tells us 

more about the substance of the "opposi- - 
tion" parties that are permitted to exhibit ` 
signs of life in Singapore, than about any 

legitimacy of the PAP. E 








You're Carrying 4 Tons Of 
Explosives And People Are 
Shooting At You. 


No problem. You're in an F/A-18 Hornet. 


In Operation Desert Storm, two McDonnell 
Douglas E/A-18s were able to engage and shoot 
down two enemy MiGs, even while loaded 
down with several tons of bombs 

and missiles. Then the 

F/A-18 pilots 


went 


on to 

complete their 

real mission: Bombing an 

Iraqi airfield. The F/A-18 Hornet is just 

one in a long line of McDonnell Douglas 
success stories — from the dependable Delta 
Rocket to the fearsome Apache. It’s this 
record of proven performers that has made 


us a world leader in aerospace technology. 


MCDONNELL DOUGLAS 
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military should say out of Dolls 
allow. democracy: to work. 
angkok correspondent Paul Handley 
races the events leading up to 
langkok's biggest demonstrations in 
years and explains the contrary 
iotions inspired by Chamlong. 
“hief correspondent Rodney Tasker 
ooks at the historical background to 
he mnllitary’s. S dominant role i in Thai 

















hilippines : Elections. 
y returns showing support for 
am Defensor Santiago and Fidel 
mos in the presidential elections 
ggest that personalities count for 
more than political machines 14 


^ilippines : Special Forces. 
Su The army's well-trained Special 
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~~ Buying Power 
(2 The Thai air force's expected purchase of 
"^c Czech-built L39 jet trainers and a visit 
this month to Romania by a senior 
Malaysian army officer, suggests that 
= Asean is increasingly turning to East 
Europe for military equipment. Defence 
„industry sources say the main reason for 
Asean's new-found interest in Eastern 
Europe is that these countries offer 
cheaper arms deals than manufacturers 
the industrialised West. The 
. Malaysian delegate's visit to Romania, 
where he is studying how former Soviet 
equipment is manufactured under 
cence, is probably related to Kuala 
pur's consideration of the Russian- 



















Forces Regiment is seen by some as 
the key to protecting the new 
president in the event of post- 
election unrest 15 


Central Asia : Trouble in Tajikistan 
Strongman Nabiyev agrees to form 
a coalition government with the 
opposition led by Islamic 

activists 15 


South Korea : Candidate Search 
A thin field in the contest for 

the leadership of the ruling 
Democratic Liberal Party holds 
little promise. May the lesser man 
lose 16 


South Korea : Family Reunion 
In an attempt to convince the 
international community of its 
commitment to end its isolation, 
North Korea has announced it 
will allow 100 families to 
meet their kin south of the 
border 16 


Japan : Sumo 
Competition 

Hawaiian heavyweight 
Konishiki claims racism is 
preventing him from 
receiving sumo’s highest 
accolade 17 


Pakistan : Coalition Splits 
Despite Prime Minister 
Sharif’s success in 
Afghanistan and domestic 
economic reforms, his 





built MiG29 fighter. The MiG29s, built to 
a 1970s Soviet design, are being 
retrofitted with Nato-standard avionics 
by an Israeli company. 


Without Mercy 

Zhang Fengyin, 44, wife of imprisoned 
dissident Ren Wanding, plans to stage a 
sit-down protest outside Peking’s 
Chaoyang Police Station until she and 
the couple’s mentally ill daughter are 
either given a place to live or a permit to 
picket China’s Zhongnanhai leadership 
compound. Last month, Zhang and her 
14-year-old daughter were evicted from 
a one-room company flat provided by 
Ren's former workplace, a refrigeration 
supply house. Their door was covered 
with steel sheeting and all their 
belongings sealed inside. Ren, 48, was 
jailed on 4 June 1989 for seven years on 
charges of spreading anti-government 
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Foreign Relations : Russo-Japanese 





Japanese Foreign Minister 


concessions on the Kurile Islands 
dispute blocks the way to a peace 


treaty with Russia 26 


propaganda. His former work unit now 
denies any responsibility to house his 
wife and daughter, and refuses to return 
their belongings until Zhang signs a 
housing release. Her appeals to the 
Public Security Bureau have met no 
response. 


Time Marches On 


North Korea imported 1.5 million quartz 
wrist-watches from South Korea and 
other non-communist Asian countries 
earlier this year, apparently as gifts for 
the million-strong armed forces to mark 
President Kim Il Sung 80th birthday on 
15 April. The gifts are seen by South 
Korean analysts as an effort to 
underscore Kim's generosity while 

also marking the rise of his son and 
heir Kim Jong Il, who was appointed 

to the rank of army marshal in 
February. 









ccount and partially 
credibility in the eyes of 
tional bankers. But parts of 
bt Strategy have drawn 
icism 36 


s : Industry 
. government decision to permit a 
ew English-language daily poses a 
-. challenge to media giant Singapore 
. Press Holdings 37 


- Region : Trade 

Tokyo predicts growing trade 

| icits for Japan's Asian trading | 
3 partners 38 

Japan : Companies 

- Despite a series of setbacks, car 

- maker Honda continues to 








Rengo Star 


Manoeuvrings over who will be the next 
leader of Japan's Trade Union 
Confederation (Rengo) are under way 
now that it is clear Rengo's chairman 
Akira Yamagishi will not seek re-election 
after his term expires in October 1993. 
Yamagishi comes from the former 
General Council of Trade Unions, which 
merged with the 
more rightwing 
Japan Confederation 
of Labour (Domei) 
in 1989 to form 
Rengo. This means 

. the next chairman 

. will probably come 

— from the former 

. Domei organisation. 
. The front-runner for 


-the post is Teruhito Yamagishi. E 








en ronmental Cain — os 
in the US, its largest market — pose 
a growing challenge 40 


Riding the Asian wav 
A leaner bun 44  . 


China : Finance 
Currency trading is booming i in 
southem China 44 — 


Indonesia : Banking 

The country's first Islamic bank 
opens its doors to cater to religious 
purists 45 


Hongkong : Banking 

A close look at the figures shows 
why investors are wary about 
Hongkong Bank's bid for 
Midland 47 


India : Markets 

A government-bond scam is revealed 
as.a major cause of the stockmarket 
crash 48 


Manila : : Policies 


Two decisions in the Aquino 
regime's final days will add to the - 
problems the next president has to 


. Solve 48 





Tokomoto, 50, who is currently a vice- 
chairman of Rengo. 


Dutch Treat 


As an apparent reward to the 
Netherlands for suspending a planned 
GS billion (US$2.7 billion) Taiwanese 
order for submarines, China has agreed 
to buy 10 Dutch-built Fokker F100 jet 
passenger aircraft at a cost of about 
G500 million. The contract was the first 
instalment of nearly G2 billion worth of 
business that Dutch arms makers, 
shipyards and aircraft manufacturers 
expect from China in the ae 
months. France, seemingly less readily 
cowed or bribed by Peking, has 
apparently agreed to sell Taipei 100 
Dassault Mirage 2000-5 fighters. Taipei is 
reportedly pressing for early delivery of 
the first 20 aircraft before Peking has 
time to try and kil the deal. France 
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China : Trade 
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angered China last year when it sold 
Taiwan six frigates. Although the 
warships were sold without weapon 
systems, the most likely armaments 
supplier is Thomson CSF, a Franco- 
Dutch joint venture. 
Bad Medicine 
US humanitarian aid to the 
Commonwealth of Independent States 
may be used as a wav of hitting back at 
Indian pirate manufacturers of US- 
patented drugs. The republi ics of the 
former Soviet Union are the major 
foreign market for the Indian 
pharmaceutical firms, who earn about . 
US$200 million a year in sales there. US 
trade authorities are suggesting that 
large amounts of the same drugs be 
added to emergency aid to undermine 
the market for the Indians while helping 
out the recipients, 
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Political crisis hangs fire after massive demonstrations 
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" hailand's b anti-government 
<- demonstrations in over 18 years 
- ended in an early morning truce 
JA. oni! May, averting a showdown 
hat threatened to turn violent after a week 
of peaceful protests. 

. But the truce carved out between the 
protesters led by popular politician 
Chamlong Srimuang, and the ruling coali- 
ion backing embattled Prime Minister 
juchinda Kraprayoon, is not expected to 
hold. Within days of the truce the govern- 
1ent parties appeared to be backing off 
on the agreement. And Chamlong's de- 
ands that Suchinda step down to make 
ay for an elected prime minister are still 
ing met by a steely defiance from 



































y Chamlong' s group called off its pro- 
st following a verbal commitment from 


GRAS 


e five government parties to 
end the constitution so as 
ale out the appointment of 
prime ministers who are not 
selected MPs, like Suchinda. The 
agreement ended a tense week- 
"end in which up to 150,000 
.. politicians, students, academics 
-and a large cross-section of 
the Bangkok public con- 
fronted thousands of police and 
military on Ratchadamnoen 
Avenue, the main thoroughfare 
of Bangkok's government dis- 
trict. 
= Only hours before police 

_ were to launch a tear gas assault to clear 
.... Ratchadamnoen for Monday morning traf- 
fic, Chamlong assented to a fast-track time- 
_ frame for the constitutional amendments 
to be passed through parliament. 

In theory such an amendment would 
“force Suchinda to step down. But there are 
already signs that some of the government 

rties will try to prevent the amendments 
being introduced on the 22 May tar- 
. There are also moves afoot to en- 
Suchinda will be exempted from 
ndment of the rules on prime 
inisterial qualifications. 

‘If that happens, it is more than likely 
at protestors will return to the streets. Or, 






















sts believe, the constitutional 
sue could. ove the ene 


ment coalition and bring down the gov- 
ernment altogether. 

The demonstrations were sparked 
when Chamlong, the former Bangkok 
governor and head of the Palang Dharma 
party, announced on 4 May that he was 
starting a hunger strike to protest against 
Suchinda’s premiership. Chamlong said he 
would take nothing but water until either 
he died or Suchinda resigned. 

As army chief, Suchinda had been a key 
figure in the coup that overthrew the gov- 
ernment of prime minister Chatichai 
Choonhavan in February 1991. In response 
to suspicions that he would use the coup 
as a stepping stone to the premiership, 
without taking part in elections, Suchinda 
publicly promised last November that he 
would not become Thailand’s next prime 
minister. But on 7 April, two weeks after 
general elections, Suchinda went back on 
his word and accepted an invitation from a 





coalition of five military-linked parties to 
head the government. 

At the time many Thais expressed dis- 
may, but few felt there was anything that 
could be done about what newspapers 
branded as “Suchinda’s second coup.” 
Many saw Suchinda’s rise as part of the 
regular pattern of the past 60 years, in 
which the military frequently takes power 
for itself by force and then rationalises it by 
rigging the political system in its favour. 

Chamlong’s move, however, shocked 
both his supporters in the parliamentary 
opposition and the Bangkok public into 
action. Despite an unofficial ban on anti- 
government coverage by television and 
radio — all under effective military control 
— within 48 hours tens of thousands of 





supporters had gathered around Cham- 
long on narrow Uthong Nai street just out- 
side parliament. Members of Chamlong's 
Palang Dharma party, non-governmental 
organisations and university student 
groups helped to set up.a stage and 
speaker systems. A substantial food line 
was supported D e from the 
crowd. s 

At the beginning, Cha Ong was hop- 
ing to force Suchinda to prove his commit- 
ment to democracy by resigning, at least 
temporarily, and running in a by-election. 
If victorious, he could have been quickly | 
renominated to the premiership, but the - 
by-election challenge presented a serious 
dilemma for the prime minister. 

To run for office he would have been 
obliged to join one of the two major parties 
in the ruling coalition, Samakkhi Tham and 
Chart Thai. Both are controlled in part or 
whole by a possibly dangerous rival for 
the premiership from Su- 
chinda's own camp, the mili- 
tary Supreme Commander Air 
Marshal Kaset Rojananin. Ob- 
viously, Suchinda could not at- 
ford to put himself in the hands 
of Kaset. 

Suchinda's reluctance to 
give ground may been encour- 
aged by splits in the coalition of 
anti-Suchinda groups. While 
Chamlong demanded Suchin- 








ce E da's resignation, some groups 
Burr he (4 NEERA were only asking for amend- 
emt NM R^ ments to the constitution, 


which was rewritten under 
military influence last year. Others, includ- 
ing members of the New Aspiration Party 
of Chavalit Yongchaiyut, the largest oppo- 
sition party, were pushing for an immedi- 
ate dissolution of parliament. 

The lack of a coordinated opposition 
strategy could easily have wrecked the op- 
position campaign. But on 7 May, when 
most of the demonstrators had returned to 
homes and jobs, it was Suchinda himself 
who galvanised the protestors. That 
morning the four opposition parties in 
parliament took the podium to rebut the 
prime minister's government policy state- 
ment, delivered the day before. - 

Suchinda then responded late in the 
morning with a virulent five-minute coun- 
ter attack. He angrily defended his accept- 
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ance of the premiership and, in a barely 
veiled charge that Chavalit was a commu- 
nist, declared that the opposition forces in- 
cluded a man who “aspires to a form of 
democracy that is modelled on the pre- 
sidium system.” 

Suchinda then declared that he had 
been asked by the people to become prime 
minister “to protect and preserve Bud- 
dhism, which is threatened by a group of 
people attempting to preach a new reli- 
gion." The reference was a transparent at- 
tack on Chamlong, who is associated with 
a controversial sect of Buddhists. 

As a roar of objections broke out, the 
parliamentary president quickly adjourned 
the session. The reaction from the public 
was immediate. At the beginning of 
Suchinda's televised defence the stock 
market index was up 10 points. Within 10 
minutes after he had finished, the index 
had plunged 20 points, or 2.7%. 

That evening some 70,000 people ig- 
nored a ban on protests ordered by the 
military to join Chamlong peacefully in 
front of parliament. The protest became so 
large that police began encouraging the 
crowd to move 3 km to the large field at 
Sanam Luang, next to the famous Temple 
of the Emerald Buddha. 

The next night the crowd had grown to 
an estimated 150,000 when Suchinda came 
back with a strong televised statement re- 
fusing to bow to the protesters’ demands. 
Electronic media blackouts were strength- 
ened, and the military prevented interna- 
tional television crews from sending their 
news footage abroad. 

The next two days were a stand-off, 
with both sides encamped in the road and 
the military stepping up its propaganda 
campaign to break the protest. A visibly 
weak Chamlong bowed to supporter's 
calls to end his fast and continue leading 
them. 

Ultimately, the impasse was broken by 
two things. With all sides lobbying the 
royal palace, King Bhumipol, who nor- 
mally avoids direct involvement in poli- 
tics, reportedly asked the nine government 
and opposition political parties to work out 
a compromise. Secondly, all parties made 
strenuous efforts to avoid a violent con- 
frontation. Despite some tense moments, 
discipline exercised by both the demon- 
strators and the police kept the protests 
peaceful. 

But most analysts expect the demon- 
strations to resume. While skilfully elud- 
ing the challenge presented by Chamlong's 
hunger strike, Suchinda may only have 
postponed the real battle over constitu- 
tional reform and his own future as prime 
minister. Whether or not the leaders of the 
armed forces realise it, the real lesson of 
the demonstrations was that ordinary peo- 
ple, at least in Bangkok, no longer accept 
the army as the ultimate power in Thai- 
land's political system. * 
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Chamlong's gesture may have changed the direction of Thai politics. 





March of democracy 


Middle class challenges military hold on power 


By Paul Handley in Bangkok and Rodney 
Tasker in Manila 


hamlong Srimuang's dramatic at- 
C tempt to compel former army com- 

mander Suchinda Kraprayoon to 
step down and run for election only weeks 
after his appointment as an unelected 
prime minister can be read as a vain at- 
tempt to shift the basis of political power 
in Thailand from the military to politicians. 
But Chamlong’s crusade also has a broader 
significance. 

Support for his protest escalated from a 
small band of students, academics and 
party members to fan out among broad 
sectors of a previously acquiescent Thai 
middle class that had become fed up with 
constant military intervention in politics. In 
that sense, rather than because of its imme- 
diate impact on the power structure in 
Bangkok, Chamlong's gesture may have 
changed the direction of Thai politics. 

The seeds of Thailand's military ori- 
ented political structure were sown in 1932, 
when a partnership of rightwing soldiers, 
liberal academics and aristocratic bureau- 
crats joined hands to replace absolute pal- 
ace rule with a European-style constitu- 
tional monarchy. But the real character of 
government was set the following year, 
when Phibun Songkram turned on the lib- 
erals and seized power for himself. 

Since that time the military leadership 
has always either held power itself or 
breathed down the necks of brief civilian 
administrations. History has shown that 
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each time a civilian leader has come to 
power the military has eventually pushed 
him out, not just as a result of military 
power-plays but because of a feeling 
among the generals that they had more ol 
a finger on the nation's pulse than civilians. 

The successful 1973 student-led revolt 
against the military dictatorship of Thanom 
Kittikachorn was followed by a three-year 
period of civilian government leadership 
under prime ministers such as Kukrit 
Pramoj and his older brother Seni 

Then the military stepped back in. An- 
other civilian, Chatichai Choonhavan, 
headed a fully elected government in Au- 
gust 1988. That government lasted less 
than three years, when it was toppled by à 
military coup in February 199] 

Chamlong's dramatic confrontation 
with the military establishment was differ- 
ent because he is a retired army major- 
general and, more importantly, is known 
to be a favourite of the king. But the popu- 
lar former Bangkok governor was not try- 
ing to humble the military as an institution 
and take power for himself 

Although his party overwhelmed 
Bangkok in the 22 March election by cor- 
nering 32 of the capital's 35 seats, no one 
expected him to become prime minister. 
Chamlong himself seemed to accept this, 
paying only lip-service to his chances of 
winning over the "silent majority" to be- 
come premuer. 

Rather than attempt to gain power for 
himself or his party, Chamlong's hunger 
strike was a protest against the military's 
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ogance. in puede into the civilian 
nent under the guise of Suchinda’s 

nce of an invitation to become an 
cted prime minister by a toadying 

-party coalition. 

. . Chamlong's failure to achieve a quick 

victory reflected the daunting nature of his 

- mission. He was not trying to overthrow 

~~ the government so much as to change the 

nature of Thai culture itself, with its ac- 

ceptance of a powerful political role for the 
military leadership. 

As far as the military is concerned, Thai 
culture involves a feudal, patron-client re- 
lationship. New recruits and seasoned 
military officers alike develop a them-and- 

-us mentality. "Them" does not necessarily 
mean communists or imperialists, but sim- 
. ply other military circles, most civilian 
.. politicians, uncooperative bureaucrats and 
. ever aspects of Thai civilian society itself. 
-To be a rising star in the military does 
not necessarily mean being a professional 
officer. It requires dedication to and ad- 
vancement of the officer's own circle, 
which usually means his class at Chula- 
. chomklao Military Academy. Former mili- 
- tary chief Chavalit Yongchaiyut — now an 
opposition party leader — put his finger 
on it two years' ago when he admitted that 
dvancement in the armed forces requires 
only political skills, not soldiering ability. 
Suchinda’s Chulachomklao Class 5 
(consisting of officers who graduated five 
years after the academy's post-war reor- 
;ganisation) represents the culmination of 
his system. Members of this class, to 
"whom Suchinda bade farewell to become 
prime minister, have an unprecedented 
grip on the armed forces’ hierarchy and 
therefore have a more focused perception 
of their own importance in the country's 
destiny. 
Class leaders like Army Commander 
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Gen. Issarapong Noonpakdi and Army 
Chief of Staff Gen. Viroj Saengsanit have 
been preparing the ground for officers 
from classes 11 and 12 to step into their 
shoes after they retire in the mid-1990s — 
leapfrogging other classes that harbour 
supporters of Chavalit. 

Unless Chamlong can bring about an 
epochal change in the military leadership's 
perception of its dominant political role, 
the officers' class system seems set to out- 
live its current buffeting by civilian resent- 
ment. Chavalit, a Class 1 graduate, was a 
victim of the system when he found him- 
self left high and dry in the civilian politi- 
cal arena. 

While Suchinda's military mantle as 
army commander has been bestowed on 
his brother-in-law Issarapong, perhaps a 
more powerful figure now is the politically 
ambitious supreme commander and air 
force commander Air Chief Marshal Kaset 
Rojananin, a Class 5 contemporary. Kaset 
has refused to rule out another coup. 

At the same time, the military leader- 
ship claims its insistence on a central politi- 
cal role is not purely self-serving. It sees 
itself as the guardian of certain national 
interests which have been entrusted to the 
generals by default because of the neglect 
of politicians and bureaucrats. 

The military takes seriously its role as 
champion of the rural poor, the bulk of the 
Thai population despite the country's im- 
pressive economic performance. Govern- 
ment planners over the past five years of 
rapid urban industrial development have 
largely ignored the rural sector. 

In many rural areas the poor do indeed 
believe that the military is the only national 
institution with their interests at heart. For 
instance, in the country's current drought 
it has been the army, rather than the Inte- 
rior Ministry, which has taken charge of 
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distributing water to dry villages. 

The military leadership has also set it- 
self up as an opponent of corruption. That 
is not to say that the senior ranks of the 
military are any cleaner than politicians. 
But the widely condemned corruption 
which had come to roost in the Chatichai 
government provided a handy excuse for 
the military coup in February 1991. 

Overall, the coup was initially popular 
among a population weary of massive cor- 
ruption at the top, but this feeling soon 
changed to an awareness that the generals 
were more intent on keeping a grip on 
political power than any concern to wipe 
out corruption. 

Public scepticism of the military's inten- 
tions, particularly among the more aware 
urban dwellers, appears to have blossomed 
into substantial support for Chamlong's 
protest. The public mood, as represented 
by the massive demonstrations in Bang- 
kok, is that the military should quit inter- 
fering directly in civilian politics. 

The military has already been gently 
dislodged from its traditional role in the 
That corporate world. Several banks and 
large corporations no longer see the need 
to put former generals on their boards in 
order to ensure success. Even in rural ar- 
eas, the military is increasingly seen as be- 
ing more of a hindrance than a boost to 
development, because of certain generals' 
involvement in illegal logging. 

As one senior Thai commented: "The 
military role is stronger than it has been for 
several years. But the Thai public does not 
like this — it would be better if the military 
lies low." That is a tall order for a military 
leadership which is evidently set on main- 
taining a solid political profile, whatever 
compromises it is forced to make in the 
face of an increasingly dissatisfied and ar- 
ticulate middle class. a 
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The markets speak 


Political standoff leaves investors feeling cautious 


ne of the harshest comments on 
() prime minister Suchinda Kra- 

prayoon's handling of the popular 
challenge to his leadership came from the 
Bangkok Stock Exchange which lost 20 
points within minutes of his crucial parlia- 
mentary statement on 7 May. 

The market recovered on 8 May, when 
the Stock Exchange of Thailand (SET) index 
rose by 22 points to 733 on the back of a 
massive support operation widely believed 
to have been organised by the Thai mili- 
tary. But the political crisis left the business 
community more cautious than before 
about investing in the country. 

Most of the selling during the tense 
week was done by local investors, who had 
been trimming their exposure to the mar- 
ket since Suchinda became prime minister 
on 7 April. The sET index had fallen from 
832 on that day to the 760 level a full week 
before the demonstrations began. 

Brokers say foreign institutional inves- 
tors either held stocks during the period of 
political and market turbulence, or took 
advantage of the situation to pick up blue 
chip stocks at bargain prices. "We had or- 
ders to begin accumulating new stock if 
the market dropped another 20 points," 
one foreign broker said. 

Some government economists are wor- 
ried about the long-term effects of continu- 
ing political strife on the economy. After 
growing at an average annual rate of more 
than 109» over the last five years, the 


7 helped force prime minister Kriangsak 
Chomanand to step down in 1980, 

was made secretary-general to 
the office of the new premier, Prem 


Withdrawing from Prem’s staff at the 
end of 1981, Chamlong served quietly as 
uctor SE Ib lined foros Ain 
Command until he retired as ma 
eral in 1985. In that year he finally 
pga a making a surpris- 
ingly victorious independent bid for the 


As governor, he turned the city ad- 
ministration around. Streets were cleaned, 
annual floods were brought under control 


manner, 


tape) — - with his simple, iiy bu but 
straightshooting Chamlong rode 


21 MAY 1092 


economy is cooling down 
and forecasters predict that 
GNP will only expand by 
between 7% and 8% this 
year. 

Even to achieve growth 
of this order, it is essential 
that Thailand continues to 
attract foreign capital to 
bridge a wide and growing 
gap between domestic sav- 
ings and investment. 

Over the 1991-96 period, 
the Bank of Thailand has 
estimated the country will 
need to tap foreign markets 
for over US$40 billion to 
cover capital needs, much 





anti-government demonstrators who are 
threatening Thailand's future was not 
echoed by the Thai business community. 
Rather, they linked their worries directly 
to the military's refusal to relinquish power 
to civilian politicians. “The military role is 
the strongest in several years," said a lead- 
ing Thai banker. "The Thai public does not 

like this. It would be better 
>» if the military lies low." 

Foreign and local Thai 
businessmen still cling to 
the oft-repeated maxim 
that politics does not affect 
the business climate in 
Thailand. But potential in- 
stability and uncertainty 
has led some to reconsider 
this belief 

While no one doubts 
that businessmen here who 
are already committed to 
projects will go ahead with 
their plans, potential insta- 
bility may be considered a 
liability by prospective in- 
vestors. "Unlike a few 
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of it earmarked for invest- Suchinda: no confidence. years ago, the choices for 


ment in crucial public and 

semi-public infrastructural projects. The 
manufacturing sector also has growing 
capital needs, as increasing local costs have 
squeezed producer and manufacturer 
margins. 

The country's dependence on capital 
flows obviously leaves it vulnerable to ad- 
verse foreign reaction to Thailand's do- 
mestic problems — à point made in re- 
peated broadcasts on army television by 
BOT governor Vijit Supinit. Vijit warned of 
the disastrous effects political turmoil 
would have on international confidence in 
the economy. 

But Vijit's apparent belief that it is the 


to a spectacular re-election victory in 
January 1990. His Palang Dharma Phak, 
or Force of Spirit Party, has been 
redubbed, in a play on the Thai word for 


po PM, Palang Phak, or the Vege- 
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elections when the party swept nearly all 
of Bangkok and grabbed 40 parliamen- 
tary seats nationwide. On its shoestring 
budget, Palang Dharma had been ex- 

to win only 20-25 seats in the 
lower house of parliament. 

But Chamlong continued to evoke 
suspicion among many Thais. He has 
been called dictatorial and uncompro- 

ing by some of his own party officials. 
That stance has helped to sustain Palang 
Dharma’s reputation as the cleanest Thai 
politician, but may also have ruled out 
the wheeling and dealing needed to win 
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investors are much greater 
now. They can go to South China, Latin 
America, and other places. Thailand faces 
more competition for investment," Aswin 
Kongsiri, president of the Industrial Fi- 
nance Corp. of Thailand 
Portfolio investors, on the other hand, 
who had been cautious about Thailand for 
some time because of the economic slow- 
down were beginning to turn bullish about 
the economy and were planning to boost 
their portfolio weighting of Thai stocks in 
the weeks leading up to the protests, a for- 
eign stockbroker said. The banker said this 
will probably not happen until the political 
situation is clearer. m Paul Handley 


national political power. 

What feeds the suspicions of his mos 
vehement opponents, however, is | 
Chamlong's association with the out- | 
lawed Santi Asoke sect of Buddhism. Led i 
by the evangelical monk, Bodhirak, the l 

claims to practise a purer form of 
Bud than that of the established 
church; in effect it has made an indirect 
ideological assault on the national Bud- 
The issue is crucial. Thai Buddhism 
acknowledges different Buddhist sects 
and streams of thinking, but they must all 
accept the primacy of the official clergy 
and supreme patriarch. associating 
himself with Santi Asoke, ng has 
been characterised as opposed to the offi- 
cial Thai religion. And that can be con- 
strued as a challenge to both the state and 
monarchy. m Paul Handley 
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PHILIPPINES 


The jury is out 


Non-traditional candidates lead in early polls 


By Rodney Tasker and Bobi Tiglao in 
Manila and Jonathan Karp in Cebu 


fter perhaps the cleanest and quiet- 
A est general election in Philippine 

history, early results suggested the 
country might have a new-style president. 
Two days after the 11 May poll, non- 
traditional politicians Miriam Defensor 
Santiago and Fidel Ramos were both 
claiming they had victory in the bag. 

But that was after unofficial tallies of 
only 5% of an estimated 27 million votes, 
with a final result not expected for several 
more days. The early voting trends were 
also based mainly on Manila and other ur- 
ban centres, where tough-speaking maver- 
ick Santiago has proved particularly popu- 
lar. 

Nevertheless, a jubilant Santiago was 
trumpeting a victory which most pre-elec- 
tion opinion polls predicted would be hers. 
Having admitted that she was a political 
“upstart,” the 46-year-old former immigra- 
tion commissioner and briefly agrarian re- 
form secretary said the election was prov- 
ing to be a “triumph of democracy over 
the system of corrupt politics perpetrated 
in our country.” 

Santiago’s main cam- 
paign promise in the 
Philippines’ first presi- 
dential election since the 
ousting of Ferdinand 
Marcos in 1986 was that 
she would wipe out cor- 
ruption and throw the 
guilty in jail. 

Early results indi- 
cated that she was 
averaging about 25% of 
the vote among her six 
other rivals for the 
presidency, with Ramos 
close behind. Ramos, 
former defence secretary 
and the candidate sup- 
ported by President 
Corazon Aquino, was 
predicting that he would 
eventually overtake Santiago — “I expect 
to win by 7-10% which, when translated 
into votes, will total 1 million.” 

Both Santiago and Ramos were relying 
on their personal appeal among voters 
rather than the party machinery and 
money of most of their rivals. One such 
rival, who was running third in the early 
count, was Marcos’ main business crony, 
Eduardo Cojuangco. The wealthy tycoon 
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Santiago: early lead. 


was the focus for most of 
his rivals because of his 
Marcos background and 
monopolistic business 
style. 

Cojuangco's smooth, 
well-funded political 
machinery ensured a 
massive crowd of as 
many as 1 million sup- 
porters at his wind-up 
rally in Manila on 8 May. 
But political observers 
pointed out that his vote 
was eroded to a certain 
extent by another osten- 
sible soul-mate candi- 
date, Marcos' widow 
Imelda, particularly in 
the late dictator's north- 
ern Luzon Ilocos bailiwick. Imelda herself 
was trailing all but one of her opponents in 
the early results. 

One initial surprise in the voting trend 
was that House Speaker Ramon Mitra, an 
ultra-traditional politician, failed to make 
it even to the top three. Mitra and his col- 
leagues were supremely confident before 
the election that the machinery of their 
party, Laban ng Demo- 
kratikong Pilipino (LDP), 
was the most compre- 
hensive and efficient of 
all. But poll results sug- 
gested that local LDP 
managers failed to de- 
liver votes for Mitra be- 
cause they may have 
been more preoccupied 
with their own cam- 
paigns. 

The election in Tarlac, 
the province just north of 
Manila which is the 
home area of Cojuangco, 
Aquino and her brother 
Jose Cojuangco, epito- 
mised the apparently fa- 
tal flaw in Mitra's cam- 
paign. Jose Cojuangco 
was the hub of the LDP's machine. Village- 
level political campaigners in Tarlac told 
the REVIEW the contest focused almost en- 
tirely on local positions — apart from the 
presidency and vice-presidency, the elec- 
tion was simultaneously for the Senate, 
House of Representatives, local governors, 
mayors and councillors. Eduardo 
Cojuangco, the campaigners said, was ex- 
pected to take the province on a "favourite 
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Ramos: expecting to win. 


son" basis. 

Henry Cojuangco, Eduardo's brother 
and his party's candidate for the Tarlac 
governorship, claimed the provincial ma- 
chinery of his cousin Jose did not work ei- 
ther for Mitra or any other presidential as- 
pirant. It concentrated solely on Jose's per- 
sonal campaign for congress. 

Election day itself 
was generally peaceful 
and orderly. 

In Manila, the scene 
of "guns, goons and 
gold" election tactics in 
previous polls, the most 
serious election-day hic- 
cups involved only the 
late arrival of ballot 
boxes in some precincts. 

There was little of the 
violence which has char- 
acterised all previous 
Philippine elections. The 
armed forces' election 
monitoring centre in 
Manila reported around 
50 election-related kill- 
ings nationwide, com- 
pared with 151 in the 
1986 presidential election. One reason was 
the no-nonsense, neutral stance taken by 
leading Comelec officials. Another was a 
gun-ban since January, which netted 2,000 
firearms. 

As a statement by the armed forces cen- 
tre after the election put it: “Generally the 
election proceeded in a very peaceful and 
orderly manner." There were only isolated 
incidents of ballot-box snatching, multiple 
voters and harassment of election officials 
and voters, compared to a fraudulent free- 
for-all in 1986. 

Voters themselves seemed to cope with 
their task of voting for a bewildering array 
of candidates without much problem. The 
average voter had a choice of 35-44 candi- 
dates both national and local, and was al- 
lowed up to 20 minutes to vote. But de- 
spite the time-consuming effort, Comelec 
officials reported a heavy turnout which 
they had predicted before the election 
would reach 85%. 

On the prosperous central island of 
Cebu, with 1.3 million voters, it was a simi- 
lar orderly affair. The main problem in 
Cebu, a Comelec official said, was that 
some 5% of voters who showed up at poll- 
ing stations found their names were not on 
the registration lists. 

Influential Cebu archbishop, Cardinal 
Ricardo Vidal, told the REVIEW on election 
day that the election was a big improve- 
ment on its predecessors because "people 
were more aware and assertive of their 
rights — they were not intimidated by out- 
side forces." Filipinos hoped that any out- 
side forces would remain similarly in the 
background as the day of the final tally 
approached. " 
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Sword and shield 


Special forces on call for post-poll peacekeeping 





By Rodney Tasker in Manila 
s Filipinos waited to see how their 





votes would translate into a new 

president, many harboured real 
fears of some kind of armed attempt aimed 
at thwarting the democratic process. The 
11 May general election may have been 
comparatively peaceful and orderly, but 
there was widespread speculation that the 
violence was only just about to begin. This 
fear has shifted the focus onto the armed 
forces. 

Several post-election scenarios were 
bandied around. In a poll expected to re- 
sult in a neck-and-neck finish among front- 
runners in the pack of seven presidential 
candidates, some analysts speculated that 
a losing Fidel Ramos might be guided by 
his more militant advisers to tap loyal 
elements in the armed forces to confront 
the winner. This would be more probable, 
they said, if the victor was Eduardo 
Cojuangco — the sworn political enemy of 
Ramos’ main supporter, President Corazon 
Aquino. 

Cojuangco himself is said by some mili- 
tary sources to be in touch with under- 
ground members of the Reform the Armed 
Forces Movement (RAM) of rebel soldiers. 
RAM launched a nearly successful coup in 
December 1989, and has threatened to 
stage another after the election. 

This volatile mix has led many to exam- 
ine the position of armed forces Chief of 
Staff Gen. Lisandro Abadia in a more po- 
litical light, despite the fact that he has 
done nothing to suggest he is anything but 
a professional soldier during his one year 
as military supremo. Although most seri- 
ous observers dismiss rumours that Abadia 
will launch his own coup, the general has 
indicated he would feel obliged to move in 
to restore order if the political situation 
threatened to descend into civil war. 

But given that even elements of the elite 
Marines and Scout Ranger Regiment joined 
RAM and other rebels in the 1989 coup, 
which troops can be trusted to hold the 
constitutional line against post-election po- 
litical mischief? The answer, according to 
some military analysts, is the Special Forces 
Regiment (SFR). 

The SFR is hardly known in the Philip- 
pines, having stayed in the background as 
the Marines and Scout Rangers were eulo- 
gised in the press. Yet the 5,260-strong unit 
comprises the most highly trained and dis- 
ciplined troops in the armed forces. AI- 
though the sFR's profile has risen and 
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fallen since it was formed 
in 1962 — depending on 
who ruled the country or 
controlled the armed forces 
— Col Leo Alvez, the regi- 
ment's commander, claim- 
ed in an interview that 
"now we are up." 

Alvez took command of 
the SFR just after the 1989 
coup. During that attempt- 
ed putsch, the unit kept “as 
quiet as a lamb," one senior 
army officer said. But the 
same officer agreed that the 
unit was probably the most 
disciplined and dependable 
in the armed forces, capable of operating 
efficiently in any situation. 

The SFR have close operational and 
training ties with the US special forces, and 
like them wear the familiar green beret. 
They also draw from the skills of Britain's 
Special Air Service Regiment and other 
commando units. Based in the army's 
headquarters at Manila's Fort Bonifacio, 
the SFR has men deployed throughout the 
country. While they are mainly involved in 
counter-insurgency operations against the 
communist New People's Army (NPA), 
they also train and lead local militia 
groups, known as Citizens’ Armed Forces 
Geographical Units (CAFGU). In 1991, the 
SFR logged 77 engagements with the NPA, 





Abadia: political hot-seat. 


including 73 encounters and four raids on 
NPA camps, recovering 95 weapons. 

“We normally get the hot spots . . . then 
when the area is normalised we bring our 
people out," said Alvez. One such hot spot 
is the mountainous province of Kalinga 
Apayo in northern Luzon, where the NPA 
and government troops are locked in à 
prolonged, bloody battle. 
SFR troops are usually de- 
ployed in areas where 
mainforce units will not 
venture. For example, 
Alvez said that in Novem- 
ber 1991 two SFR soldiers 
and 15 CAFGU militiamen 
defended a fortified posi- 
tion against an onslaught 
by 120 NPA guerillas, in- 
flicting many casualties on 
the enemy and losing none 
of their own men. 

Special forces training, 
carried out at Fort Magsay- 
say in Nueva Acija pro- 
vince, is gruelling and 
comprehensive. The regiment also trains 
many other units in the armed forces — 
including the Marines and Rangers. Al- 
though the SFR attracts outstanding corpo- 
rals and sergeants from other military 
units, the bulk of the force's recruits are 
college-educated, and undergo more than 
two years training before they don the 
green beret. 

However, as Alvez pointed out, the 
SFR's duties extend beyond combat and 
training. He said, for example, that the 
unit's scuba diving teams were involved in 
restoring coral reefs while other SFR per- 
sonnel undertook reforestation projects as 
part of the regiment's role of protecting the 
livelihood of the rural population ^ 





CENTRAL ASIA 


The new domino 


Ethnic and Islamic forces rock Tajikistan 





By Sophie Quinn-Judge in Moscow 
P redictions that a change of regime 





in Kabul would have a domino ef- 
fect in the newly emerging Central 
Asian republics have proved well-founded. 
The forces of disintegration, fuelled by 
ethnic and clan rivalries, appear to be win- 
ning in the former Soviet republic of Taji- 
kistan. But the other newly independent 
states of the region are keeping the lid on 
political activism while they focus on their 
economic future. 
Dushanbe, the capital of this poorest of 
former Soviet republics, has been the scene 
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of anti-government protest meetings for 
over a month. Now with a mujahideen 
council installed in Kabul — largely thanks 
to the ethnic Tajik commander Ahmad 
Shah Masud — pressure on the former 
communists who now run Tajikistan has 
been steadily building among Dushanbe's 
Islamic opposition. 

On 7 May opposition activists occupied 
Dushanbe's television centre and President 
Rakhmon Nabiyev was forced to seek ref- 
uge in the former KGB headquarters. Then 
on 10 May, when demonstrators began to 
move on the headquarters, the Dushanbe 
garrison ordered tanks to the site, provok- 
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ing a clash that left eight people dead. 

Within hours Nabiyev agreed to the 
formation of a coalition government with 
the opposition which will receive eight of 
the 24 ministries. Commonwealth of Inde- 
pendent States’ troops attached to the 
Dushanbe garrison who had declared their 
neutrality in the conflict, say they are 
committed to preserving the coalition by 
participating in the disarmament of armed 
forces of both parties. 

As power in Dushanbe started shifting 
to the opposition last autumn, analysts 
began to predict the disintegration of 
Tajikistan itself, a trend that is suggested 
by the geographical make up of the coun- 
try. An administrative region whose boun- 
daries were arbitrarily drawn up in 1924, 
the republic is a patchwork of ethnic 
groups, mainly Turkic and Persian. 

The northern district of Leninabad, 
whose capital has reverted to its old name, 
Khodzhent, was formerly part of the Ko- 
kand Khanate, incorporated into Russia as 
the Fergana District in 1876. Areas to the 
south belonged to the Bukharan Emirate, 
which remained nominally independent 
until 1920. Much of the population in this 
area has strong Persian roots, as do the 
ethnically Tajik Afghans. 

Now there is speculation that Lenina- 
bad, home to Nabiyev's powerful clan, 
may separate from Tajikistan and ask to 
unite with neighbouring Uzbekistan. For 
months there have also been signs of 
separatism in the country's mountainous 
Gorno-Badakshan district bordering Af- 
ghanistan where there are concentrations 
of Ismaili Muslims. 

While attention in Tajikistan has 
focused on Islam and regional rivalry, eco- 
nomic concerns have occupied the rest of 
Central Asia. At the end of April, Turkish 
Prime Minister Suleiman Demirel’s swing 
through these former Soviet republics, 
from Kazakhstan to Azerbaijan, appeared 
to challenge their orientation towards the 
West and Russia. 

In Kirgyzstan’s capital Bishkek (for- 
merly Frunze), Demirel caused a stir by 
declaring that “the Soviet Empire has 
fallen, leaving independent republics un- 
der the power of the rouble. We are trying 
to create a new world for these people and 
we propose that other countries should 
also help them.” His statement was made 
in the context of Turkey's proposal to cre- 
ate an Ankara-based development bank for 
Central Asia and the Caucasus. 

The Asian Development Bank has also 
opened discussions with the Asian repub- 
lics of the former Soviet Union on mem- 
bership, while the IMF has already formally 
invited them to join and determined their 
quotas for special drawing rights. On 9 and 
10 May Central Asian states, Iran, Turkey 
and Pakistan met in Turkmenistan’s capi- 
tal, Ashkabad, to discuss economic coop- 
eration. fü 
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onvention stakes 


Kim leads the thin field of DLP candidates 


By Shim Jae Hoon in Seoul 


s a pity when elections seem like a 

negative sum game. Despite their 

wildly dissimilar backgrounds — one 
candidate comes from South Korea's mili- 
tary establishment, the other has spent 
most of his political career opposing au- 
thoritarian regimes — the choice between 
rivals for the leadership of South Korea's 
ruling party will be based on lesser de- 
merits rather than greater strengths. 

Perhaps this is why President Roh Tae 
Woo is refusing to pick his successor as 
chief of the Democratic Liberal Party (DLP). 
Early on in the race, Roh indirectly en- 
dorsed former 65-year-old DLP executive 
chairman Kim Young Sam when he was 
challenged by Park Tae June, one of the 
party's top three leaders. But the president 
has taken care to distance himself from the 
conflict in advance of the 19 May conven- 
tion, when the DLP will choose a leader 
through open contest for the first time in 
the party's history. 

Park's withdrawal from the race leaves 
Lee Jong Chan, a 56-year-old former DLP 
secretary-general, as the only challenger to 
Kim for the nomination at the DLP national 
convention. As the two candidates prepare 
to face off at the DLP convention, Kim is the 
odds on favourite to emerge as leader. But 
the result is by no means a forgone con- 
clusion. 

Of the two candidates, Kim is by far the 
better known. A former opposition leader, 
he ran against Roh in the last presidential 
election in 1987, but subsequently joined 
the DLP through a surprise merger of his 
Reunification Democratic Party (RDP) with 
the ruling party. His record in opposing 
strong-arm regimes caused him to be 
lionised as one of the country's leading 
democratic fighters in the past, but he has 
never been lauded for being strong on na- 
tional issues or policy articulation. 

Kim's habit of confusing nuclear wea- 
pons policy with nuclear power generation 
has been a longstanding joke that has 
earned him the name among analysts of 
South Korea's Dan Quayle. 

Lee, who has been a part and parcel of 
South Korea's political processes for over 
three decades, has a more controversial 
curriculum vitae. Although anti-military 
sentiment has been prevalent in South 
Korea for some time, Lee has won a seat in 
a key Seoul commercial district in four 
consecutive elections. 

He owes part of this popularity to his 
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Kim has popularity but few policies. 


family tree, which includes a number of 
distinguished politicians. Lee's grandfather 
was the first vice-president of post-inde- 
pendent South Korea in 1948. His great- 
grandfather was an independence leader 
who served the Korean provisional gov- 
ernment in Shanghai in 1919. 

Lee possesses a stronger grasp of policy 
issues than Kim and is noted for his debat- 
ing skills, while Kim waffles on most is- 
sues. For example, Lee has come out 
strongly in support of seeing more govern- 


See you at 
the border 


Within weeks of providing a detailed 
list of its secretive nuclear facilities for 
international i , North Korea 
has to allow at least 100 families 
on each side of the demilitarised zone 
to visit each other for brief family re- 
unions in Au 
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electoral reform, Lee has demanded more 
transparency in the collection of political 
funds. 

But while Lee displays superior politi- 
cal acumen, his career in the South Korean 
Central Intelligence Agency (KCIA), is 
something of a political liability. “I did 
nothing to justify [the notoriety] of KCIA as 
an organisation of domestic political re- 
pression,” he told a news conference de- 
fensively. 

Equally embarrassing is Lee's back- 

ground as a graduate of the Korean Mili- 
-tary Academy (KMA), an organisation that 
has produced at least three past presidents 
including Roh. "It's hard for the country to 
endorse another military man as next 
president as it would mean more than 31 
years of rule by KMA graduates," says a 
prominent local journalist. 
At 56, Lee offers the possibility for a 
_ generational change at the top of the ruling 
. party. He is popular with DLP convention 
. delegates, who sense that voters under the 
age of 50 are getting tired of the same 
candidates. Both Kim Young Sam and op- 
position leader Kim Dae Jung (the “two 
Kims") are veterans of many elections, 
though neither scored more than 30% of 
the vote in the contest against Roh. 

Kim enjoys an edge among the 237 
chairmen of the DLP’s local chapters who 
are said to be ready to pledge him their 
support in exchange for jobs in the next 
administration. However, there is no cer- 
tainty that individual delegates, who 
number nine from each chapter, will vote 
on instructions from heads of chapters. @ 





mental project allocations go to small and 
medium-scale businesses. On the issue of 
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Weighty 
problem 


Wrestler's remarks spark 
new — row 


here's san old joke about where does 

a one-tonne elephant sit at a dinner 

party — anywhere he wants — but 
elephants don't have to worry about al- 
leged racism or falling victim to trade dis- 
putes. 

This, anyway, is the lesson drawn by 
Konishiki, the non-Japanese sumo wrestler 
who's trying to pin down exactly why he 
hasn't been named a yokozuna, or grand 
champion, of this most Japanese of sports. 

Recent charges by the American-born 
wrestler against the sumo establishment 
have made the conclusion of this year's 


grand summer sumo tournament one of : 


the most closely watched in decades. His 
claims have polarised not only the sumo 


world but also ordinary Japanese, many of : 


whom view the ritual-laden sport as an 
important, even sacred, national symbol, 

Foreign critics of the Japan Sumo Asso- 
ciation (SA) have called for US President 
George Bush to intervene if Konishiki wins 
the current tournament and is still not pro- 
moted, which could magnify the dispute 
into an issue affecting US-Japan relations. 

At 264 kg, Konishiki, 28, is the biggest 
wrestler in sumo history and has already 
reached the level of ozeki, the highest sumo 
rank ever achieved by a foreigner. Born 
Salevaa Fuauli Atisanoe of Samoan extrac- 
tion in Oahu, Hawaii, Konishiki (it is cus- 
tomary for wrestlers to adopt a profes- 
sional name) became a sumo wrestler in 
1982 after being recruited by Jesse Kuhau- 
lua (professionally known as Takami- 
yama), who was the first Hawaiian to win 
sumo fame. 

More than 30 foreigners (from the US, 
China, South Korea, Argentina, Brazil, and 
Mongolia) are currently competing as 
sumotori in Japan, and three — Hawaiians 
Akebono (Chad Rowan), Musashimaru 
(Fiamalu Penitani) and Konishiki himself 
~~ are ranked in the top 10. 

Controversy erupted last month when 
the business daily, Nihon Keizai Shimbun, 
and later the New York Times, quoted 
Konishiki as saying that racial discrimina- 
tion was the reason he had not already 
been promoted to the rank of yokozuna 
after his victory in the Osaka tournament 
in March. 

The uproar over Konishiki's allegations 
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led to an official government denial of rac- 
ism in sumo. "Promotions are based on 
merit," Chief Cabinet Secretary Koichi Kato 
said at a press conference. “I hope the [Ja- 
pan Sumo] Association and other parties 
will make greater efforts to obtain under- 
standing from people in the United States." 

Konishiki subsequently retracted his 
statements and apologised to JSA chairman 
Dewanoumi at an emotional press confer- 
ence, claiming that the Nihon Keizai 
Shimbun had misinterpreted his remarks. 

He denied having spoken with the New 
York Times, explaining that Koryu, another 
Hawaiian wrestler, had misled the reporter 
by impersonating him on the telephone. 

But Konishiki appeared to reverse him- 
self again by re-confirming his re- 
marks made to the Nihon Keizai 
Shimbun in an interview in the maga- 
zine Bungei Shunju, which appeared 
on 9 May, one day before the open- 
ing of the Tokyo Grand Tournament. 

“When you think about it, the 
dispute over [my] promotion to 
yokozuna is like the trade dispute. 
Ultimately, it is a question of fair- 
ness," Konishiki said. "Japan will al- 
ways be Japan no matter what. The 
United States will never be able to 
take anything from Japan, and vice 
versa. The trade [dispute] is just like 
sumo, but on a larger scale." 

According to JSA regulations, a 
yokozuna candidate must win two 
consecutive tournaments or compile 
an equivalent record. Konishiki has 
won two of the last three grand tour- 
naments with a combined record of 
38 wins and seven losses. By com- 
parison, only one of the last four 
yokozuna actually won two tourna- 
ments in a row. 

The suspense over Konishiki's 
challenge for the title was heightened 
in early May when Hokotoumi an- 
nounced his retirement after 29 tour- 
naments as yokozuna. This means 
the current 15-day tournament which 
began 10 May is the first to take place 
without an active grand champion in 
more than 60 years. 

Konishiki's original comments to 
the Nihon Keizai Shimbun about racism in 
sumo were sparked by an article in the 
April issue of Bungei Shunju, titled "We 
don't need 'foreign yokozuna'." 

The author, historian Noboru Kojima, 
is a member of the Yokozuna Promotion 
Council. This 12-member body, all of 
whose members are from outside the sumo 
world, is empowered with deciding who 
will receive the highest accolade of Japan's 
national sport. The council was reportedly 
divided over Konishiki's promotion after 
his victory in the March tournament. 

For Kojima, who has written a nine-vol- 
ume history of World War II and a five- 
volume work on Emperor Hirohito, in 
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which he attempts to establish the purity 
and innocence of the imperial family with 
respect to the war, the encroachment of 
foreigners on the sport is emblematic of the 
greater challenge to the purity of Japanese 
traditions. 

Sumo is not just a sport to Kojima who 
writes that it is ". .. a unique product of 
the nation, manifesting itself unchanged 
since ancient times and transcending social 
change, having been continuously de- 
fended by the Japanese people." 

“If all that is required is pushing some- 
body out of the ring," Kojima writes, "and 
if anyone can become a yokozuna and 
make a lot of money, then a bunch of 
giants, bigger and heavier than any Ja- 





No room at the top for Konishiki. 


panese, will come rushing in from all over 
the world, and 'sumo in which a few for- 
eigners participate' will degrade into 
S.U.M.O. in which a Japanese face is only 
occasionally seen." 

Although he does not categorically state 
that no foreigner can ever become a 
yokozuna, Kojima suggests that all sumo 
wrestlers must possess hinkaku (character 
or moral worth). The concept of hinkaku 
in sumo is unique to Japan though it can 
be acquired by those who in some sense 
"become Japanese," writes Kojima. 

Kojima is a practitioner of Nihonjin ron, 
the theory that Japanese culture is not only 
unique, but also intrinsically inaccessible to 
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outsiders. This is a frequent theme among 
nationalistic Japanese writers, whose sensi- 
tivity on this point owes much to the fact 
that most of Japanese cultural traditions 
and even much of the language itself were 
actually imported wholesale from China, 
and in part via Korea, in the 6th and 7th 
centuries. 

Indeed, the word hinkaku itself is a loan 
word from Chinese (pronounced pin qe, 
meaning "quality," which acquired its 
secondary meaning of "character" hun- 
dreds of years before Japan's cultural 
transformation under the impact of Chi- 
nese civilisation. 

JSA regulations explicitly state that a 
yokozuna must possess hinkaku. This has 
emerged as central not only to 
Konishiki's promotion but to the 
broader issue of foreign threats to 
Japan's traditional culture. 

For his part, Konishiki readily 
admits he does not understand 
what hinkaku really means. "If I 
did, I would not be having such a 
hard time," Konishiki told Bungei 
Shunju. But he knows hinkaku 
when he sees it. Chiyonofuji, the 
yokozuna who retired late last year, 
was the greatest of them all, 
Konishiki says. 

“His sumo was very aggressive, 
and he had extraordinary power of 
concentration. Even away from the 
ring, in his way of walking and his 
way of talking, Chiyonofuji was al- 
ways a yokozuna." 

But at least some leading JSA 
figures share Kojima's primary con- 
cern that sumo may decline into a 
commercial spectacle, dominated 
by foreigners and indistinguishable 
from professional boxing or wres- 
tling. Unlike Kojima, moreover, 
these men earned the right to speak 
of sumo’s future by fighting their 
way up through the sport's ranks. 

Membership in the JSA, the 
sport's governing body of elders, 
which includes all stable masters, is 
limited to Japanese citizens who 
have participated in at least one 
tournament in the upper division or 
20 tournaments as second division wres- 
tlers. 

Taiho, a leading JSA figure whom many 
consider to have been the greatest yoko- 
zuna of modern times told the REVIEW that 
“Konishiki has not yet reached the stand- 
ard,” and said. “He should not make these 
awful statements. In the past, sumo wres- 
tlers were silent. If they spoke out, it was 
by winning in the ring.” 

Taiho, who was born in Sakhalin, is half 
Russian. Several Japanese magazines have 
recently alluded to the “public secret” that 
another prominent 20th-century yokozuna 
was actually a naturalised Japanese of Ko- 
rean parentage. E 
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PAKISTAN 


Fractious factions 


Ruling coalition shaken by squabbling politicians 





By Salamat Ali in Islamabad 


uccess abroad does not breed success 
^ at home. Pakistani Prime Minister 

Nawaz Sharif is learning this painful 
lesson of politics. While he has won plau- 
dits in major foreign capitals for master- 
minding the new mujahideen government 
in Kabul, his own coalition regime at home 
has come unstuck. 

Infuriated over Islamabad's role in 
hammering out the new power structure 
in Kabul, Jamaate Islami — the fundamen- 
talist party — has walked out of Sharif's 
ruling coalition, the Islamic Democratic 
Alliance (IDA). The Jamaat, which was the 
second-ranking partner in IDA, is also the 
only major remaining supporter in Paki- 
stan of the hardline Afghan mujahideen 
party, Hizbe Islami, whose leader Gulbud- 
din Hekmatyar is the principal rival of the 
current rulers in Kabul. 

After the Jamaat withdrew from the IDA 
coalition, it was the prime minister's turn 


to go on the offensive. Sharif blamed Ja- . 


maat chief Qazi Hussein Ahmad for the 
continued fighting in Afghanistan among 
rival mujahideen groups. Sharif asserted 
that after he decided to rush food supplies 
to beleaguered Kabul in late April, Ahmad 
had stormed into his office and threatened 
to hold up the food convoy. 


Sharif also accused Ahmad of pursuing | 


a personal Afghan policy without the 
knowledge of his party followers. This was 
an indirect allusion to Ahmad's Pashtun 
ethnicity. The Pashtuns straddle the Pak- 
Afghan frontier and comprise the largest 


ethnic group in Afghanistan. The Jamaat- | 


backed Hizbe Islami mujahideen are also 
dominated by Pashtuns. 

If Sharif thought he could drive a 
wedge into the Jamaat by criticising its 
leader, he soon discovered he was wrong. 
The Jamaat is Pakistan's most disciplined 
and ideologically committed grouping. A 
confidant Ahmad hit back at Sharif by in- 
viting him to address the Jamaat's top 
policymaking body to ascertain the party's 
views on Afghanistan — an offer Sharif 
would be hard put to accept. He also ac- 
cused Sharif of precipitating inter-mujahi- 
deen conflict in Afghanistan by abandon- 
ing Hizbe Islami at the behest of the US 
and rejecting the Jamaat's advice of not fi- 
nalising any arrangement for Kabul with- 
out the prior concurrence of both Hek- 
matyar and his arch rival Ahmad Shah 
Masud, who is the current defence minis- 
ter in Kabul. 
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Sharif's aides and allies 
followed suit. Economic 
Affairs Minister  Asif 
Ahmad Ali demanded the 
Jamaat leader's arrest. 
Others asked Jamaat MPs 
to resign their seats as they 
were elected on IDA tickets. 
The Jamaat supporters re- 
plied that many of the IDA 
members would not have 
been elected without the 
vote of Jamaat followers in 
several constituencies. 

Although the Jamaat's 
exit does not deprive Sharif 
of his parliamentary major- 
ity, his vulnerability arises 
mainly from intrigues 
within his own party, the Muslim League. 
M. K. Junejo, former prime minister and 
Muslim League chief, could threaten Sha- 
rifs power if he is assured of gaining back 
the prime ministership. In the troubled 





Sharif: on the offensive. 


province of Sindh, Sharif's main backer, Pir 
Pagara, has accused the Islamabad gov- 
ernment of incompetence and floated his 
own party calling it the Functional Muslim 
League. 

Aware that the opposition might try to 
exploit the disarray in the ranks of the 
Muslim League, Sharif has renewed his 
efforts to soften up the op- 
position by reopening a 
dialogue on vital national 
issues. But the opposition 
does not seem to be in a 
hurry to oblige the prime 
minister. 

Sharif's supporters think 
he is riding a wave of po- 
pularity due to what they 
believe to be a successful 
handling of the Afghan 
situation and the interna- 
tional acclaim of his liberal 
economic policies, But for- 
eign admiration has in the 
past not averted a Paki- 
stani leader's fall caused 
by domestic compulsions. 
While political factions are 
arrayed against Sharif in their quest for 
power, popular discontent centres around 
rising inflation and unemployment. The 
people have yet to benefit from Sharif's 
open market policies. “ 
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- rea's pledge to open up its nuclear 


_ pressure. Although it joined the 
. Nuclear Non-Proliferation Treaty in 
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. spection has to begin before the end 


. nomic aid to the bankrupt commu- 
. mist regime, depended on a clear 
. resolution of the nuclear issue. 





REGIONAL 


DEFENCE 


Checking for bombs 


Doubts persist over Pyongyangs nuclear plans 





By T Tai Ming Cheung 


fter several yea rs of intense secrecy, 
A North Korea has finally begun to 

provide details of its nuclear pro- 
gramme ahead of international inspections 
expected to start by June. But Pyongyang’s 
efforts to show that its nuclear programme 
is peaceful may have added to, rather than 
dispelled, suspicions that the country is 
close to acquiring a nuclear weapons ca- 
pability. 

The disclosures are contained in a 100- 
page report North Korea submitted to the 
International Atomic Energy Agency (IAEA) 
in early May. The document describes a 
wide range of nuclear facilities, which it 
claims are either for peaceful scientific re- 
search or nuclear power generation. 

The report is part of North Ko- 








facilities to IAEA inspection, which 
Pyongyang has apparently agreed to 
following intense international 


1985, Pyongyang waited until 1991 
before signing a safeguards agree- 
ment that gave IAEA officials the 
right to check its nuclear facilities. 
. Since the country's parliament rati- 
fied the agreement last month, in- 


of June. 

The US, South Korea and Japan 
have said that if North Korea con- 
tinues to block the IAEA, the UN 
would be asked to impose economic 
sanctions. In addition, Tokyo and 
Seoul have said their efforts to im- 
prove relations with Pyongyang, 
with the promise of substantial eco- 


In addition to allowing in the 
IAEA, Pyongyang and Seoul also agreed in 
principle to begin bilateral nuclear inspec- 
tions in June, though the two sides have 
yet to work out which sites will be open 
for inspection. 

The report includes a description of a 
facility which Western intelligence officials 
believe is an almost-completed reprocess- 
ing plant that could produce weapons- 
grade plutonium for use in atomic bombs. 
The report states that the building is a ra- 
dio-chemical laboratory that separates very 
small amounts of uranium and plutonium 


for research purposes. 
20 


However, North Korean officials have 
admitted they are studying the nuclear re- 
processing process. In early May, they told 
a group of visiting US academics that they 
have already produced a small quantity of 
plutonium for experimental use. 

Intelligence officials are sceptical of the 
North Korean explanations, saying the 
plant is too large and too sophisticated for 
a small-scale research project. US intelli- 
gence officials, citing satellite evidence, say 
heavy equipment began to be moved out 
from the plant several months ago. They 
believe that possibly incriminating evi- 
dence is being transferred to underground 
facilities that makes detection by satellites 
extremely difficult. 

The amount of information provided by 


North Korea’s (peaceful?) nuclear facilities 
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Nuclear research — 
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the North Koreans surprised foreign ana- 
lysts, as it reveals a programme larger than 
nuclear specialists had believed. North 
Korea says it has four nuclear reactors lo- 
cated at Yongbyon, 90 km from Pyong- 
yang. They include an old Soviet-supplied 
8 MW plant, a 50 MW and a 200 MW re- 
actor under construction, and a 5 MW 
natural uranium experimental facility 
whose existence was previously unknown. 

The fuel for these plants comes from 
several uranium mines located around the 
country, including Pyongsan and Pakchon. 
The report also said there were plans to 
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import a further four 400-600 MW plants 
from the former Soviet Union that will be 
located at Sinpo on the country's east coast. 

Pyongyang remains adamant that its 
activities are consistent with the develop- 
ment of a nuclear energy and scientific re- 
search establishment. However, some ana- 
lysts believe the North Koreans want to 
appear to be engaged in nuclear weapons 
development in order to gain more diplo- 
matic influence. 

Western intelligence officials retort that 
satellite evidence of North Korea's nuclear 
weapons programme is overwhelming. For 
example, the 200 MW plant due to be com- 
pleted within the next few years is report- 
edly not connected to a power grid to 
supply electricity. 

The apparent inability of intelligence 
agencies to detect the 5 MW plant has 
added to concerns that the North Koreans 
may have managed to keep part of its nu- 
clear complex hidden from foreign atten- 
tion. Many analysts are also sceptical 
whether the IAEA inspections will actually 
yield any useful results, though North Ko- 
rean officials have promised inspectors 
wide-ranging access to most of the 
sites listed in the report. 

The IAEA's monitoring powers 
have been widely criticised as inad- 
equate, especially following its fail- 
ure to detect Iraq's nuclear weapons 
programme before the Gulf War — 
despite regular inspections. Further, 
the IAEA's access is limited to what 
the North Koreans declare as related 
to its nuclear programme. North 
Korean officials have reportedly said 
that the alleged plutonium plant will 
not be open to the IAEA's scrutiny. 

Further, in their bilateral nego- 
tiations over the establishment of a 
mutual nuclear monitoring regime, 
North Korean officials refused to 
accept South Korean demands for 
"challenge" rights. Such rights, 
which were crucial in the IAEA un- 
earthing of the Iraqi programme, 
allow inspectors prompt and wide- 
ranging access to.any type of facili- 
ties suspected of being involved in 
nuclear arms production. 

While the main purpose of the 
IAEA inspections is to ensure the 
North Koreans are not trying to develop 
nuclear weapons, analysts say a more re- 
alistic goal is for them to slow development 
in order to allow more time for diplomatic 
efforts to halt the programme. In the past 
few months, intelligence officials have 
concluded that the reprocessing plant 
could be completed before the end of this 
year and could produce sufficient pluto- 
nium for a crude nuclear device within 
another year. However, the project could 
be set back several years if bomb-making 
equipment has to be removed ahead of 
IAEA inspections. * 
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US imposes sanctions over 
Indian rocket motor deal 


> The US imposed sanctions on 
enterprises in Russia and India on 11 May 
for a deal they concluded involving the 
sale of booster motors for long-range 
rockets. A State Department spokesman 
said the transfers were inconsistent with 
the guidelines of the Missile Technology 
Control Regime, an international body 
that attempts to curb trafficking in 
sensitive military technology. US law 
requires the application of sanctions 
against enterprises that violate those 
guidelines. India has responded by 
accusing the US of employing misleading 
arguments in order to prevent other 
countries from competing in the lucrative 
satellite launching market. 


China to send police 

officers to Hongkong 

> Chinese security police will establish a 
. liaison office in Hongkong during June. 

. One or more of the police officers will be 
stationed in the Hongkong office of the 
Xinhua Newsagency, Peking’s de facto 
embassy in the colony. The move, 
announced on 9 May, was at the request 
of Hongkong police chief Li Kwan-ha in 
response to growing public concern over 
cross-border crime. There are no plans, 
however, to introduce a reciprocal 
arrangement involving the stationing of 
Hongkong police liaison officers over the 
border in China's Guangdong province. 


South Korea, Russia to 

sign friendship treaty 

> South Korea and Russia will sign a 
friendship and cooperation agreement in 
September when Russian President Boris 
Yeltsin visits Seoul, Foreign Ministry 
officials said on 9 May. The agreement 
will focus on economic cooperation and 
omit any reference to military issues, they 
said, rejecting speculation that the accord 
may contain a clause on Russia 
renouncing further military aid to North 
Korea. However, Yeltsin's visit can only 
result in weakening Moscow's existing 
links with Pyongyang, analysts in Seoul 
said. 


Seoul plan to defuse tension 
between US blacks, Koreans 
> The South Korean Government, 
shocked by the riots in Los Angeles that 
resulted in extensive damage to 
immigrant Korean businesses, plans to 
invite black community leaders to South 
Korea in a bid to improve their relations 


with ethnic Koreans in the US. While 
Foreign Minister Lee Sang Ock said that 
while steps to improve the Korean 
American community's image among 
blacks must be undertaken by Korean 
immigrants themselves, Seoul would help 
promote better understanding of South 
Korea and Koreans among black 
Americans if such a move would improve 
relations between the two groups. 


Taiwan launches erackdown 
on illegal immigrants 


> Taiwanese police have launched a 
crackdown on illegal foreign migrant 
workers as the country's new 
Employment Services Act takes effect. The 
act allows for the legal hiring of foreign 
contract workers from Southeast Asia and 
penalises employers hiring illegal 
immigrants. Some 3,800 illegal immigrants 
turned themselves in by a 10 May 
deadline which allowed them to work 
until July, when they must leave the 
country. Several tens of thousands of 
illegal migrant workers did not respond 
to the amnesty and now face deportation. 


Social indicators 
Expected urban growth rate, 
1990-95 
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Taiwan wants non-aggression 
pact with China 

> Presidential spokesman Cheyne Chiu 
has proposed a non-aggression pact 
between Taiwan and China to further 
reduce tension between the two countries. 
The proposal was made on behalf of the 
National Unification Commission, chaired 
by President Lee Teng-hui. Chiu said a 
non-aggression pact would remove one 
major obstacle to better relations by 
eliminating the threat of force and 
allowing closer economic ties. These are 
seen to include official cooperation on 
such major projects as the Three Gorges 
Dam on the Yangtze River and the 
Pudong development zone near Shanghai. 
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UN seeks more Japanese funds 
for Cambodia peace efforts 


> Yasushi Akashi, " 
head of the UN 4 
Transitional Authority 
in Cambodia (Untac), 
told Japanese Foreign 
Minister Michio 
Watanabe that Japan 
should provide one 
third of the estimated 
US$2.4 billion costs of 
reconstruction in 
Cambodia. Akashi asked Japan to provide 
US$200 million in initial start-up costs, 
US$200 million to support Untac 
operations and US$400 million for urgent 
reconstruction and refugee assistance. 
Akashi told Watanabe that Japanese 
military personnel would also be 
welcome. 





Indonesian parties launch 
general election campaign 

> All three parties contesting Indonesia's 
June general elections launched their 
national campaigns in Surabaya, East 
Java, on 10 May, targeting their message 
at the country’s 17 million new voters. 
Meanwhile in Jakarta, a fledgling pro- 
democracy group calling itself the Forum 
for the Purification of People’s 
Sovereignty urged voters to boycott the 
polls in an effort to elicit reforms from the 
government. 


More charges in Japan’s 
Sagawa Kyubin case 

> Tokyo police re-arrested Horiyasu 
Watanabe and Jun Saotome, the former 
president and managing director of Tokyo 
Sagawa Kyubin, on 11 May on additional 
charges stemming from the Sagawa 
Kyubin case. The two men, who were still 
in custody on earlier charges, were 
accused of aggravated breach of trust 
with regard to loan guarantees issued to 
companies controlled by Japanese 
organised crime groups. Munenobu Shoji, 
president of the Hokusho Sangyo 
property company, was also arrested. 
Hokusho Sangyo had allegedly been 
controlled by the late Susumu Ishii, who 
headed the Inagawa-kai, Japan's second- 
largest organised crime gang. New 
charges filed by police allege that 
Watanabe, Saotome and Shoji conspired 
with Ishii to arrange loan guarantees to 
Ishii's companies, Japanese press reports 
said. The original charges had not 
specified any overt criminal relationship 
between the former Sagawa Kyubin 
officials and Ishii. 
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A ainst the f low 


Ithough construction of large 
dams as a solution to develop- 
ment problems is increasingly 
questioned, on 3 April China's 
National People's Congress (NPC) ap- 
proved the Three Gorges dam project on 
the Yangtze River by 1,767 votes to 177 
| with 664 abstentions. 
© While over two thirds of the delegates 
voted for the project, the record-breaking 
number voting against — or at least ab- 
ining — may represent far greater op- 
sition than: these numbers suggest. Con- 
ction on the Three Gorges project is ex- 
ed to begin around 1996. 
` The idea for building a dam at the Three 
Gorges site was first proposed during the 
920s. Although the project was actually 
iccepted as a planning goal in the mid- 
950s, construction was delayed by lack of 
nds and factional struggles within the 
'ureaucracy. 
-The major reasons for constructing the 
im have been given as flood control, 
roelectric power generation, improved 
igation and control of water supplies. 
Opponents of the dam, however, stress it 
nly aid flood control in a limited area, 
e hydroelectric generation will be 
cost-effective if smaller dams were 
n tributaries of the Yangtze. 
ther, they say navigation will be hin- 
by siltation and the five sets of locks 
quired to get above the dam, and that 
ocal water supply improvements will be 
-offset by shortages downstream. It has also 
been pointed out that there are problems 
-of costs, the transfer of more than 1 million 
“people, the loss of agricultural land and 
istoric sites, vulnerability to attack in war- 
time and ecological degradation. 
- In general, government leaders have 
been behind the dam whereas much of the 
opposition has come from technical experts 
. | and intellectuals. For example, two of the 
c three ministries which should be support- 
..| ing the dam — the ministries of communi- 
© cations and electric power — have both op- 
| posed it on the grounds of navigation and 
-energy-generation inefficiency. 
. While a lack of funds and opposition 
held the project at bay since 1950, smaller 
‘dams — such as those at Danjiangkou, 
^Gezhouba on Yangtze tributaries and 
. Sanmerxia on the Huang River — were 
built instead. Although the first two dams 
were hailed as successes by advocates of 
- the Three Gorges project, underbudgeting, 
_ excessive construction times and planning 
mistakes suggest they were, in fact, unsuc- 
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By Richard Louis Edmonds 


cessful. Moreover, the huge scale of the 
Three Gorges dam means that such prob- 
lems could only be magnified. 

Advocates for the Three Gorges also 
evoke the Baoshan Steel works as an ex- 
ample to expel doubts about China’s abi- 
lity to finance the dam. However, econo- 
mists point out that Baoshan has not been 
cost-effective. 


With so much unclear and at stake, why. 


has the central leadership urged approval 
of the Three Gorges dam? If we look at 
China's past, parallel ex- 
amples may be found. 

Just as emperors had ini- 
tiated large-scale projects 
to build centralised, per- 
sonal power — construc- 
tion of the Great Wall 
and the Grand Canal are 
striking examples — like- 
wise, the current leader- 
ship seeks to solve Chi- 
na's flooding and energy 
shortage problems by a 
single grandiose gesture. 

Perhaps more signifi- 
cantly, Peking can use 
the Three Gorges project 
to help keep wealthy 
provinces such as 
Guangdong in line, since 
they will have to pay 
more than others for this 
project to develop central 
China. Further, once con- 
struction has begun it 
will also enhance the 
power of central author- 
ity at the expense of local 
autonomy. 

In addition, while the 
Three Gorges dam may 
help serve as the legacy 
of patriarch Deng Xiao- 
ping and Prime Minister 
Li Peng, they should also 
be cautioned that it may be a notorious 
one. The reputations of the megalomaniac 
emperor Qin Shihuang, who linked exist- 
ing walls to form the Great Wall in the 3rd 
century BC, or the ruthless emperor Sui 
Yang Di, who completed the first Grand 
Canal in AD 610, testify to this danger. 

Although the Chinese Government is 
keen to begin work on the dam before the 
end of the century, circumstances may yet 
halt construction. If there is a political 
change resulting in the removal of Li and 
other pro-Three Gorges' leaders, then the 
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project's future would be thrown into 


question. A more likely possibility is that 
funding constraints could again stall the 
project, or at least result in a shift of funds 


back to smaller dams on tributaries. Hav- | 
ing recorded its worst ever budget deficit | 
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in 1991, China may have to borrow money | 
for the Three Gorges project. However, the | 


recent increase in environmental concerns | 


with respect to international project fund- 
ing means that lenders are becoming more 
cautious about financing dam projects. 

A compromise may 
yet be. found wit! 





ed in the 21 March report 
by the Vice-Premier Zou 
Jiahua. The plans con- 
sider many subsidiary 
measures that are actu- 
ally more suitable for 
sustainable river man- 
agement than construc- 
tion a me dam. itself. 


conservation. and affoies- 
tation; reservoir construc- 
tion on tributaries; im- 
provement of the central 
and lower course dykes; 
dredging of the river and 


cating the populace. 
improving flood control, 


without incurring the 
ecological, economic and 


Gorges dam. 

Overall, however, the dam represents 
yet another attempt by China to rapidly 
catch up with developed nations through a 
single grand project — as occurred during 
the Great Leap Forward of the late 1950s 
and early 1960s — instead of long-range 
sustainable planning. The result of that ex- 
periment was disastrous in terms of hu- 
man suffering and ecological damage. Ww 


Richard Louis Edmonds is a senior lecturer at 
the School of Oriental and African Studies of 
the University of London. 
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| Gorges project, as detail- 
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adjoining lakes and edu- | 


If carried out effec- | 
tively, these efforts will- 
go a long way towards - 


rapidly generating hy- 


droelectric power and - 
facilitating navigation — 


social costs of the Three | 
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HUMAN RIGHTS 


From the glass house 


China chides US on riots, defends own record 


By Lincoln Kaye in Peking 


hina's communist rulers have been 
(s the best of both worlds 

lately in their "constructive engage- 
ment" with the US on human rights. The 
propaganda bonanza of the Los Angeles 
riots has sparked a paroxysm of America- 
bashing in official media for domestic and 
Third World consumption. 

At the same time, high-level US diplo- 
matic and business delegations have tip- 
toed through town lately, gratefully receiv- 
ing such concessions as Peking saw fit to 
offer and giving face to the communist 
regime. Meanwhile, China continues to 
incarcerate intellectuals, mis- 
treat imprisoned dissidents and 
harass their families. 

In the wake of the riots, the 
official People's Daily pro- 
nounced that "China is better 
than the US in many kinds of 
human rights." It contrasted 
China's low official crime fig- 
ures with US "world leader- 
ship" in "murder, robbery, 
rape, drug abuse, unemploy- 
ment and racial discrimina- 
tion.” The Beijing Review cited 
the Rodney King verdict as 
proof that the US legal system 






offered no justice for the minority. The 
Xinhua newsagency used Los Angeles' 
anti-Korean violence as a springboard for 
features on discrimination against Asian- 
Americans às scapegoats for US economic 
ills. 

The propaganda blitz struck a respon- 
sive chord with some Peking-based diplo- 
mats. "China's big enough to be listened 
to," admits a representative of a smaller 
Asian country. "If we said these things, 
we'd just be ignored." 

A diplomat from the erstwhile Eastern 
bloc points out that "China at least offers 
its people hope, economically. That is one 
‘right’ that the Los Angeles rioters felt they 
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were denied and that we ourselves can no 
longer provide in Eastern Europe, despite 
our so-called democracy nowadays." 

Chinese coverage of the riots down- 
played the prospects of a federal civil- 
rights indictment in the Rodney King case. 
Nor did it make much mention of US 
election-year debate about causes and 
remedies for ghetto discontent in the after- 
math of the riots. Chinese media is under 
internal directives to mute its criticism of 
US President George Bush, whom Peking 
regards as more acceptable than the 
Democrats. 

An insight into America's image prob- 
lem in China was offered by a long-run- 
ning series in the official Peking Youth 
Daily. The newspaper rehashed the case 
of Lu Gang, a brilliant Chinese student in 
the US. He went berserk and massacred 
five University of lowa faculty and staff 
members as well as a fellow Chinese 
exchange student before killing himself 
in 1990 out of frustration at being passed 
over for a physics prize. 

The series occasioned a 
lively correspondence in the 
letters column. The Youth Daily 
journalists and most of the let- 
ter writers sought to account 
for Lu as an aberrant product 
of an overly competitive Chi- 
nese education system. But a 
sizeable minority considered 
the massacre an inevitable — 
and almost justifiable — conse- 
quence of the pressures, preju- 
dice and administrative cor- 
ruption Lu faced in the US. 

US Undersecretary of State 
for Political Affairs Arnold 


An article in the / ent News- 
paper of 25 April, written by a Russian 
diplomat under a pseudonym, com- 
plained that Russia had failed to follow 
through on its intention to resolve the 
dispute “on the basis of legality and 


By Sophie Quinn-Judge in Moscow 

The failure of Japanese Foreign Minister 
Michio Watanabe's attempt during his 
recent visit to Moscow to make 

on the Kurile Islands dispute has once 
again blocked a peace treaty with Russia 
that would end World War II 
hostilities, diplomatic sources say. 

The Japanese Foreign Ministry had 
announced a concession to the Russians 
before Watanabe arrived in Moscow in 
early May. Tokyo would no longer insist 

on the immediate return of all the Kurile 
Islands if Moscow recognised Japanese 
sovereignty over the disputed 

by the Red Army in the final 
days of World War II. 


But the Russian Foreign Ministry now 
appears to be in no position to renounce 
the claims to the disputed islands — 
Etorofu, Kunashir, Shikotan and the 
Habomai group. Diplomatic sources said 
that Russia's new Foreign Ministry offi- 
cials "got their fingers burned" over their 
initiatives to bring the dispute to a speedy 
resolution last year. 

In particular, Russia's Foreign Minister 
Andrei Kozyrev was strongly criticised 
during the recent Congress of People's 
Deputies in Moscow, and observers in the 
Russian capital speculate that if any 
ministers in President Boris Yeltsin's 
government are going to be sacrificed to 
appease the critics, Kozyrev would be 
among them. 
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justice.” Russia had not "taken one prac- 
tical step" so far to settle the problem, the 
Without serious political movement, it 
continued, the Foreign Ministry was un- 
able to carry oùt: negotiations of sūb- 


of the islands by a coalition of Russian 
nationalists and conservatives appeared 
to have cooled Yeltsin's interest in the 





sense of 

tions for Yeltsin's Sep- 
tember visit to Tokyo. Russian diplomats 
and foreign policy experts are confront- 
ing the same problems they faced ahead 
of former president Mikhail Gorbachov's 
Tokyo trip in April 1991: how to find 
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Kanter met Chinese Foreign Minister Qian 
Qichen during a visit to Peking in early 
May. Kanter claimed that Peking agreed to 
grant exit visas to any Chinese citizen 
against whom no legal action was pending 
and who wanted to go abroad. 

This merely reiterates promises already 
made to the US Secretary of State James 
Baker last November. So far only a hand- 
ful of intellectuals have managed to actu- 
ally depart — and then, too, only after con- 
siderable publicity pressure, as in the case 
of journalist Dai Qing, who is reportedly 
now on her way back to China from a Har- 
vard University fellowship. 

Meanwhile, sources report that other 
intellectuals have found themselves in le- 
gal trouble as a result of their exit visa ap- 
plications, in a perverse application of the 
terms of Peking’s pledge to Baker. 

Kanter announced that exit visas had 
already been granted to two prominent 
dissidents, Democracy Wall activist Liu 
Qing, 45, and independent trade unionist 
Han Dongfang, 28. This came as news to 
both of them; prior to Kanter’s announce- 
ment, the two had not been informed that 
they would be allowed to go abroad, they 
said. Nor did they have any travel plans. 

Han, particularly, had nettled the au- 
thorities since his release last year. Uninti- 
midated by police surveillance or threats, 
he openly maintained contacts with foreign 
reporters. He freely related his travails in 
his two years of imprisonment after the 
1989 Tiananmen massacre. 

During the recent session of the Na- 
tional People’s Congress, Han even sought 
permits to picket the Great Hall of the Peo- 
ple to protest China's new labour union 
law. "No wonder they're letting him go," a 


Western diplomat says. "The government | 


will be relieved to see the back of him.” 

Nor will Peking regret the departure of 
Liu, who earned a three-year jail term by 
defending Democracy Wall luminary Wei 
Jingsheng and launching the dissident 
journal April Fifth Forum in 1979. His in- 
carceration was extended to nearly 11 years 
after he smuggled out a damning report 
on prison conditions in 1982. Released in 
late 1989, he was jailed again for a further 
six months of apparently preventive de- 
tention around the first anniversary of the 
Tiananmen massacre. 

Liu may be free to travel soon, but his 
co-founder of April Fifth Forum, Xu Wenli, 
is now entering his 12th year of solitary 
confinement. And Wei is unlikely to be re- 
leased until the 1993 completion of his 15- 
year sentence. 

Not only the imprisoned dissidents 
themselves, but also their families are sub- 
ject to official maltreatment. Dissident 
sources blame ongoing social sanctions for 
the virtual catatonia of polemicist Ren 
Wanding's teenage daughter. After bring- 
ing the girl back to her hometown of 
Nanjing for treatment, Ren's wife returned 
to find their Peking apartment boarded up 
and the family evicted. 

Such unpleasantnesses hardly stood in 
the way of lavish receptions in Peking to 
introduce ex-World Bank chief, Barber 
Conable, as the new chairman of the Na- 
tional Committee on US-China Relations, a 
private body dominated by US business- 
men and former diplomats. In private 
meetings with Peking-based foreign jour- 
nalists, members of the committee's board 
pondered how to improve China's image 
in the US. # 








E Ye "rp a sucess to the Japanese. This 
| pro to have in Mos- 







|. Agreer now being prepared 
n or igni | during Yeltsin s visit. One of 


pen s demand that all Russian 
ops be withdrawn from the Kurile Is- 





21 MAY 1992 


ng incidents 


difficult demand to comply with. But 
sources pointed out that there is continu- 
ing unease with the prospect of troop 
withdrawals senior Russian mili- 
ay officers, who feel their forces have 


ris quis io ciated: Rumi 
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Moscow has not yet used any of the 
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A Patten reading list 


Some unsolicited suggestions for the next governor 


By Stacy Mosher and Michael Taylor in 
Hongkong 


ongkong's newly appointed gover- 
H nor-designate, Chris Patten, is said 
to have been extensively briefed by 
the present incumbent Lord Wilson on 
what — and what not — to read before he 
arrives in July to take up his appointment 
as the man who will see the colony through 
the 1997 transition to Chinese sovereignty. 
Without being privy to Wilson’s list, the 
REVIEW would like to add a few sugges- 
tions of its own. 
Patten will certainly have a copy of the 
Hongkong Government's yearbook of 
events and developments. He may get 





. more insights, if not quite so many official 
— facts, from The Other Hong Kong Report, a 


jj 


more independent alternative view of the 
same events. With contributions by lead- 
ing academics and commentators, it re- 


. veals a good many of the problems and 
— conflicts that are glossed over in the 
. sanitised official version. 


Singular Listlessness, by T. H. Barrett 
should alert Patten, if he needs it, against 
taking the Foreign Office's word as gospel. 
. This slim, if obscure, volume is a record of 

ar s Sinological tradition. Among 


i: Barrett's conclusions: “In the last half-cen- 


P 


tury the complete inability of [Britain] to 
. achieve adequate standards . . . has been 
particularly marked." And “in its attempts 
at understanding China [Britain] has al- 
ways depended on the kindness of stran- 
gers." He has been warned. 

If Patten has been advised that the lo- 

cals are politically unsophisticated and 
apathetic about their future, he can com- 
pensate by reading Hong Kong Voices, in 
which Gerd Balke collects the views of a 
wide range of Hongkong people, famous 
and ordinary. 

He may also need to compensate for 
the overwhelmingly British, or at least 
Western, origin of most historical writing 
on Hongkong. A welcome new trend is the 
quite different twist to the story provided 
by Hongkong-Chinese scholars: 

A good place to start would be Democ- 
racy Shelved, by Steve Yui-sang Tsang. This 
is an account of how Hongkong tried and 
failed to democratise itself in the 1940s. The 
attempt was scuttled by local Chinese po- 
litical appointees, the British Colonial Of- 
fice and top Hongkong civil servants 
claiming that China would not approve. 
As an Oxford history graduate, Patten 
should appreciate this neat example of 


. 
" 


history repeating itself. 

Several other books by Chinese scho- 
lars suggest that Hongkong may have 
changed less than many people think. 
China, Britain and Hongkong 1895-1945, by 
Chan Lau Kit-ching provides a sobering 
reminder that China has always dominated 
internal and external political mano- 
euvrings on the fate of Hongkong. Good 
bedside reading for a governor who will 
soon find that China expects to call the 
shots before 1997 as well as after. 

Patten's social conscience ought to be 
stirred by the fact that, as the colony enters 
the last straight to 1997, something one 
might call “end-game economics" is in 
play, whereby a final concentration of as- 
sets in the upper and middle classes is tak- 
ing place. It will take an ex- 
traordinary political sym- 
pathy and imagination to 
decide what, if anything, 
would be an appropriate 
response. 

David Wiggins' Needs, 
Values, Truth would be a 
good place to start. He pro- 
vides foundations for "any 
political pluralism that can 
distance us even a short 
way from the noise of 
ideological conflict, and 
might in the field of inter- 
national politics (if we were 
very lucky) mitigate terror 
with salutary boredom." 
Which is just what Hong- 
kong needs. 

If Patten must spend 
any time thinking about the 
Hongkong stockmarket, he 
should settle down with the Insider Deal- 
ing Tribunal's 1990 report on Clifford 
Pang's dealings in Lafe Holdings — an in- 
structive and inadvertently comic master- 
piece detailing a classic stock-dumping ex- 
ercise. Philip Bowring's The Carrian File too, 
is a must, if only because the Hongkong 
Government is still picking up the pieces, 
and, where required, duly sweeping them 
under the nearest carpet. In particular, he 
should note that former Carrian chairman 
George Tan's favourite broker now repre- 
sents the financial services industry in the 
Legislative Council. 

The new governor can gain instant 
credibility by mastering the ins and outs of 
Hongkong's monetary system. Since there 
are probably less than a dozen people in 
the colony who have anything more than 
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the sketchiest idea of the system, an hour 
spent unravelling it is more than worth- 
while. Articles by Andrew Freris, scattered 
among back issues of GT Management's 
Asian Monetary Monitor cover the ground. 

Bearing in mind that the completion of 
the new airport project on time, and within 
the ever expanding budget, represents a 
major challenge, he should look at a few 
case studies of commercial projects under 
British management which spun wildly 
out of control. Dished, by Peter Chippen- 
dale describes how British Satellite Broad- 
casting managed to go through more than 
£250 million (US$450 million) of sharehold- 
ers money without a broadcast. 

Sarah Tisdall's picture book, In Times of 
Great Chaos, is in aid of Helping Hand, a 
charity devoted to Hongkong's homeless 
old people. Their extraordinary stories tes- 
tify to Hongkong's heroic and desperate 
past. And if Patten's government cannot or 
will not do anything to help Hongkong's 
aged, at least by buying the book he will 
contribute to a charity that will. 

Since Hongkong is not a book-reading 
society, Patten will need to look to popular 
culture for more down-to- 
earth insights on how the 
people perceive their gov- 
ernment and their future. 
Local cinema, fully subti- 
tled, might be particularly 
enlightening. 

The documentary Sun- 
less Days, for instance, por- 
trays local reactions to the 
violent crackdown on pro- 
democracy protesters in 
Peking on 4 June 1989. 
Patten should consider the 
scandalous fact that this 
film was originally banned 
from a local film festival. 

For relaxation, we rec- 
ommend subtitled video- 
tapes of Asia Television's 
short-lived satirical series, 
Hongkong — No Problem! 
Patten might enjoy the skits 
which show his predecessor, Lord Wilson 
— played by a young Chinese actor in a 
white wig and fake big nose — bemoaning 
his thankless job over the kitchen table to 
his Filipina maid. 

For atmosphere and mood there is 
probably no substitute for a selection of 
popular song tapes, preferably with Eng- 
lish translations of the lyrics. A typically 
satirical "Cantopop" item is Lo Tai-yau's 
Queen's Road East which asks among other 
things — whose head will be on the coins 
after 1997? More serious are the ballads of 
Tat Ming Pair, Lowell Lo and Danny Sum- 
mer. The themes here — separation of 
families, and the sense that life as many 
people know it may not extend beyond 
1997 — are a part of the Hongkong experi- 
ence that Patten should not miss. = 
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Traveller s Tales 


e didn't mean it, I’m sure. Still, 

the pilot had me rattled. Hud- 

dled at dawn on the runway in 

Samarinda, pilot Darmawan 
made me think of the rainforest in a differ- 
ent way. 

Samarinda is a sleepy mid-sized town 
near the mouth of the muddy Mahakam 
River, which winds for hundreds of kilo- 
metres through Kalimantan's dense forests, 
which is what I had come to see. But if 
Samarinda makes as good a jumping off 
point as any to the forests, actually arriv- 
ing in the forest — real forest — is another 
matter. 

There are two choices. The proper way 
is a slow boat, with a good book and no 
watch. Editors being what they are, I fig- 
ured l'd drop in from the air instead. 1 
checked at the Mission Avia- 
tion Fellowship — an Ameri- 
can outfit that shuttles most- 
ly missionaries around the 
world's remotest spots — and 
signed up for a flight the next 
day to Dilangputi, a Dayak vil- 
lage within hailing distance of 
the Central Kalimantan border. 

Before heading off, pilot 
Darmawan gathered together 
his passengers — me and Fa- 
ther Daniel — and the office 
boy for a brief prayer service. 
Turns out we had quite a few 
things to pray about. We 
prayed for good weather, of 
course, and for no large pud- 
dles on the Dilangputi airstrip. 
But it was the last two entreat- 
ies that unnerved me. First, Darmawan 
asked for otherwordly assistance in locat- 
ing Dilangputi from the air. And, in a 
mind-focusing exercise, he offered a brief 
prayer that our single-engine Cessna 
wouldn't run out of gas. I was composing 
a personal and very heartfelt plea when I 
was ordered to clamber in. 

Heading for the middle of Kalimantan 
buzzing along at 3,000 ft is a tough way to 
get riled up about the disappearing rain- 
forest. The flight took an hour, virtually 
the whole time over the unbroken lush- 
green canopy of the forest. 

My more immediate concern was the 
realisation that pilot Darmawan wasn't 
kidding when he asked for help in finding 
Dilangputi. We dived for a closer look. We 
were at about 300-400 ft when we entered 
the cloudbank. For no good reason I asked 
Darmawan if there were trees as high as 
300 ft. He flashed me one of those awful 
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pilot smiles and said not that he had heard 
of. Just then I was reminded of Lewis 
Moon, the half-crazed, half-sober pilot in 
Peter Matthiessen's Af Play in the Fields of 
the Lord, who ditches his aircraft in the 
Amazon jungle to join the Indians in their 
campaign against encroaching American 
missionaries. Before I could ask pilot 
Darmawan what side he was on, he spot- 
ted an opening in the forest and headed 
down for Dilangputi. After we made a trial 
landing at, say, 10 ft to check for puddles 
and scare off large animals, we came in for 
a bumpy landing using all 370 m of the 
strip. 

Somewhat shaken, I trailed along with 
Father Daniel to the village clearing in 
search of solace. Upon hearing that the 
day's lecture was entitled existential theo- 
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‘I don't see a landing strip. Do you?’ 


logy, I decided to make other plans. 

These included walking for some time 
through the forest with a Dayak villager. 
He was what others call a shifting cultiva- 
tor, a description he didn’t much care for. 
He said the Dayaks living in the forests 
were getting a bad rap from loggers and 
Jakarta bureaucrats. Sure, we move around 
from year to year, he said, but always 
within the same area harvested by his vil- 
lage for generations. We're not the ones 
destroying the virgin rainforest, he pro- 
tested, the logging companies are doing 
that. The next day I heard the opposite 
story from a logging company elsewhere 
in East Kalimantan. 

It's not quite existentialism, but it's hard 
to say who is closer to the truth. What is 
true is that forest dwellers and loggers, 
though neighbours, live worlds apart. 
Maybe the only characteristic they share is 
a deep suspicion of the other. One calls the 
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forest home and the other sees trees as à 
revenue stream. The two don't need to be 
incompatible, says the government, and 
the government is probably right. But it 
seems pretty clear the government will 
have to do much more to bridge the com- 
munication gap between the two sides. 


Differences in perspective are not lim- | 


ited to Javanese timber tycoons and 
Kalimantan natives. Some days after the 
Dilangputi expedition — and three har- 
rowing aircraft experiences later 
ited a transmigration site in the northern 
part of East Kalimantan. The transmigrants 


| vis- | 


had been brought to East Kalimantan un- | 


der a government programme which is 
trying to move Indonesians from crowded 


Java to the less populated eastern islands. 19 


The policy, which makes plenty of sense in 
Jakarta, looks rather different 


transmigrants have little idea of 
what their lives will be like in 
their new homes and they 
rarely find themselves wel- 
comed warmly bv local inha- 
bitants. 


tales reminds a traveller what a 


a remote transmigration camp 
in East Kalimantan to the mod- 
ern metropolis of Jakarta or the 
chic resorts of Bali and it is hard 
not to feel some sympathy for à 
government trving to think up 


all. 
Recently, logging and mining com- 
panies in remote areas have been encour- 
aged to employ transmigrants. A logging 


on the ground. Often, the | 


Listening to transmigrant 


spectacularly varied country In- | 
donesia is. It is a long way from | 


} 
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the same set of policies for them T 


| 


| 


company near the camp I visited had in- | 


stalled a small satellite dish over the camp's 
one television. The company thought the 


transmigrants would be pleased to have | 


an alternative to the state-run television sta- 
tion TVRI, on which, many urban viewers 
say, the nightly news programme is the 
most entertaining show on the schedule. 
With the dish, the camp was able to pull 
down broadcasts from the new and flashy 
Jakarta station RCTI, which shows movies 
and sitcoms and, unlike TVRI, commercials. 

Much to the loggers' surprise, the 
transmigrants voted overwhelmingly for 


TVRI. The village elders, it turns out, got so | 


irritated with their children constantly ask- 
ing to eat at Kentucky Fried Chicken — an 
RCTI commercial standard — that they in- 
sisted on TVRI only. E 
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Cash ^n carry cadres 


Vietnamese workers-turned-traders spark resentments in Russia 


By Sophie Quinn-Judge in Moscow and 
Viadivostok 


t was an iron law of Soviet socialism 
that to make things work you had to 
go around the system. Consider 
Soviet-Vietnamese trade: all those 
Vietnamese workers who came to Russia 
for low-paying, unskilled jobs are doing 
what Gosplan failed to accomplish, year 
after year. They are getting Vietnamese- 
made jeans to towns where young Rus- 
sians are desperate to buy them. In ex- 
change they’re sending home badly 
needed equipment: electric water pumps, 
spare parts for tractors, ball bearings. 

There is, of course, a catch to their suc- 
cess. To buy things with the roubles they 
earn, the Vietnamese, mostly young 
northerners, often turn to the black market 
and illegal suppliers. In the past few years 
this has been virtually the only way of ob- 
taining consumer goods for roubles, as 
prices were held at absurdly low levels. 
Vietnamese workers are also ingenious in 
getting around Russia’s strict export re- 
strictions. Some of the guest-workers have 
become so adept at working this system 
outside the system, that they have joined 
the gypsies, Caucasians and Jews as targets 
of ordinary Russians’ resentment and, 
sometimes, racial hatred. 

Clumped together in flats in a bleak and 
wind-swept section of Vladivostok or in 
factory hostels around Moscow, Vietnam- 
ese “specialists,” as the contract workers 
have been called, offer an easy scapegoat 
_ for venting anger over the deprivations of 
daily life in post-communist Russia. The 
very presence of Vietnamese is a reminder 
of the days of fraternal communism; a re- 
minder made all the more irksome by the 
trading finesse of many of them. And as 
some Vietnamese decide to buck the sys- 
tem and stay on after their contracts ex- 
pire, Russian resentments only grow. 

The reality is that both the Vietnamese 
and the Russians live in societies which 
operate by double standards, and where 
respect for rules and authority is at rock- 
bottom. The Vietnamese come to trade and 
make money, to send home as much as 
they can to their families. They don’t speak 
much Russian and stick together to protect 
themselves. At the same time there is 
seemingly no shortage of Russians willing 
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Ready for business in Moscow. 


to take bribes or sell stolen goods. 

A few years ago, you could see groups 
of Vietnamese workers waiting in Moscow 
airports for flights home, dressed in pad- 
ded khaki jackets, each one with his card- 
board box of purchases to take back to his 
family. Now the returning workers are 
wearing leather jackets and fashionable 
athletic shoes; they no longer have the 
mark of socialist penury about them 

And these days when the Hanoi flight 
leaves Moscow's Sheremyetovo II Airport, 
beefy, uniformed Russians equipped with 
truncheons are on hand to control the 
crowds. “I've had batteries and even a pair 
of scissors thrown at me," a Russian from 
the airport militia says. 

"They adapt quickly to any new rules," 
he adds. "There are certain Vietnamese 
whose work is to handle these goods. They 
bribe the security men on the doors. They 
know where the customs desk is and know 
which customs men can be bribed. These 
sums are constantly growing," he says. 

In contrast to the lively mood at 
Sheremyetovo airport, the new blocks of 
flats on Patrice Lumumba Avenue in 
Vladivostok look like ready-made slums. 
Some 1,000 Vietnamese construction work- 
ers live here. 
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The local Russians are not friendly. So- 
cialist solidarity, if it ever existed, has 
turned sour here. "You can always tell the 
Vietnamese buildings by the boards and 
broken containers lying around," a militia 
man assures a visitor, who is lost among 
the identical buildings. “What did we need 
them for?" asks another man. "We have 
enough of our own parasites." 

Indeed, the Vietnamese hostel is dilapi- 
dated. Shards of glass from broken win- 
dows are scattered on the ground. But it 
turns out that frustrated Russians break the 
windows when the Vietnamese have no 
vodka to sell. “If it weren't for vodka and 
our hooligans this wouldn't happen,” the 
Russian concierge says. "If the Russians 
didn't always pick a fight,” she adds. The 
source of the vodka is something of a mys- 
tery. The popular belief is that, instead of 
going to work, the Vietnamese spend all 
day waiting in shop lines. But at least some 
of the vodka gets delivered at night, and 
no one ever sees by whom. 

It used to be that the Soviet Union was 
seen as a reliable helpmate in Vietnam's 
development. In the past two years, 
though, this optimism has faded as Viet- 
namese-Soviet "cooperation" dwindled to 
the lowest level in decades. About 39,000 
Vietnamese "specialists" remain. 

The 1981 agreement on the import of 
Vietnamese labour expired in 1991; the fi- 
nal contracts arranged under this central- 
ised system expire in 1997. While this 
document talked about providing profes- 
sional training, that figleaf is being 
dropped in the new agreement being 
drawn up by Russia's Ministry of Labour. 

The ministry expects that there will still 
be a demand for workers in Vladivostok 
and the rest of the Far East. Vietnamese 
women in the textile industry have a good 
reputation for their hard work and pro- 
ductivity. Other Russians say that it is ad- 
vantageous for firms to hire Vietnamese 
labour, because they don't have to provide 
social services, such as kindergartens. 

Now that capitalism is "in" in Russia, 
attitudes towards the Vietnamese worker- 
traders should be changing. Small-scale 
trading at markets and metro stops has 
become a widespread phenomenon in 
Moscow, as prices rise far beyond the reach 
of salaries. 

But many Vietnamese complain that 
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they are still the targets of violence because 
of their success. A young Vietnamese 
translator living on the edge of Moscow in 
the Zil hostel says that groups of young 
men regularly beat up Vietnamese walking 
home and steal their money and watches. 
“We're frightened to walk through the 
park between the bus stop and hostel,” she 
says. Gangs steal from Vietnamese selling 
at a local metro stop. Even the taxi drivers, 
who get such good business from the Viet- 
namese that they line up outside the hos- 
tel, sometimes rob their passengers. 

The Vietnamese claim that their success 
comes from trading instincts. “Vietnamese 
trade because they think it’s normal,” one 


student explained. “But the Russians aren't 
used to seeing a lot of goods in one place 
— if they see a lot of goods piled up in one 
of our rooms, they think there's a mafia 
involved." A tour of a workers' hostel does 
leave the impression that the merchandise 
stored there was not picked up at the cor- 
ner store. A pile of steel ingots, electrical 
wire, stacks of aluminium pots and buck- 
ets are not easy to come by in Moscow. 
Yet some Russians defend the Vietnam- 
ese. "People here just don't understand the 
idea of making a profit; 30% of our people 
— people like my mother — will die with- 
out understanding this," argued a Russian 
businessman. N 








he waiter was Creole Chinese, a hy- 
brid by virtue of his African and 
Chinese ancestry. The restaurant 
was Indian, as were the diners. French, 
though, was the accent which beguilingly 
tinged their fluent English. That is Mauri- 
tius: Creole, Chinese, Indian, French and 
English at once. 

The Franco-Mauritians hold most of the 
island's wealth, but it took a drive through 
the plush white neighbourhood, with its 
glimpses of oleander-fringed lawns and 
flaxen-haired children being wheeled 
about in prams by their Creole nannies, to 
bring this home. But it was the 20,000- 
strong Chinese community that had the 
higher profile recently because of the three- 
day World Chinese Conference at the Ma- 
hatma Gandhi Institute in Moka. 

No one denies that Mauritius is better 
off for the fact that there are Chinese 
around. Its Export Processing Zone owes 
as much to the Sino-Mauritians with their 
Hongkong contacts as to the Hongkong 
investors themselves. It was through the 
Hongkong connections of Sir Moi-lin Jean 
Ah-Chuen, the first Chinese to become a 
cabinet minister, that the first garment 
factory in the zone was established. His 
nephew, George Chung Tung, a pioneer of 
the zone and an organiser of the confer- 
ence, said that the deal was struck “within 
eight hours of the Hongkong investor's ar- 
rival in Mauritius.” 

Networking is an old overseas Chinese 
story, one the conference advanced in a 
resolution calling for “a Pan-Chinese task 
force to be set up representing countries 
from the four corners of the world.” 

More than an occasion for academics to 
deliver papers, more even than a media 
event, the conference was a celebration of 
Chinese identity. Nor was the cultural as- 
sertion confined to Sino-Mauritians. For the 
English-speaking South African Chinese, to 
play down Chinese ancestry is nowadays 
-to be out of tune with the times. 
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Letter from Mauritius 






A temple of the diaspora in Mauritius. 


A rebirth of overseas Chinese national- 
ism? Hardly, or not yet. But something is 
stirring in what was the disunity of the 
Chinese diaspora. Whatever it is, a gather- 
ing in San Francisco this November is 
likely to bring it out in fuller relief. One 
inferred this from chatting to Ling-chi 
Wang, the Chinese-American professor 
whose brainchild it is and who was in 
Mauritius from the University of Califor- 
nia at Berkeley, where he heads the de- 
partment of ethnic studies. 

Wang is clearly a man of many parts: a 
student of Semitic studies earlier in his ca- 
reer, a scholar of overseas Chinese, the 
founder of the pressure group "Chinese for 
Affirmative Action," a campaigner for fair 
treatment of Chinese Americans and an al- 
ien to the Southeast Asian Chinese habit of 
taking anti-Chinese discrimination for 
granted. Southeast Asian Chinese may 
choose to be meek to inherit the earth, but 
not Chinese Americans. Wang is all for 
Chinese consciousness-raising because, he 
says, “it’s liberating and empowering." 

That consciousness certainly seemed to 
be coming to the surface in Mauritius. The 
expense of the gathering was borne by the 
Chinese community, and none who ap- 
plauded the idea kept their hands in their 
pockets. The speakers were heard with rapt 
attention. The Malaysian Chinese contin- 
gent, the biggest after China's, arrived with 
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the glazed expression of the undead but 
left looking distinctly more enlivened. 

So has the hour come for the Chinese 
diaspora? Wang believes it has; hence the 
San Francisco conference, which ambi- 
tiously aims to reconsider the political, le- 
gal and economic position of the overseas 
Chinese in every country where they are 
settled. For the first time since the 1950s, he 
says, "the Chinese across the world can 
come together and talk to one another." 

What has brought this about? "First, the 
end of the Cold War, shrinking global 
ideological divisions," said Wang. "Second, 
the dramatic lessening of hostility between 
Taiwan and the Chinese mainland. And 
third, the reduction of anti-Chinese senti- 
ment in Southeast Asia." Until all this hap- 
pened, one saw no end to fission and 
feuding, the occupational disease of emi- 
grants; and no assertion of Chineseness 
without the host governments saying, 
“here we go again,” recalling the abhorred 
Chinese nationalism of earlier decades. 

Would a Malaysian or Indonesian Chi- 
nese know, after all the years of keeping 
his head down, that a time might come 
when Chinese in other countries would 
fight for his right to equality in his adopted 
country? That day has yet to dawn, but 
Wang’s hope is to bring it nearer. 

“Here I look to Jewish experience,” 
Wang said. In the world of grown-up race 
relations, nobody should be allowed to get 
away with racist persecution. Global pub- 
lic opinion and economic leverage through 
a united diaspora should be brought to 
bear if “violence of the kind suffered by 
the Chinese in Indonesia in the 1960s,” he 
said, “were to be repeated.” 

But would all this abet Chinese ethno- 
centrism? “I don't know if I might be re- 
leasing a Frankenstein," he admitted. "But 
I think in some ways the Chinese could do 
with more ethnocentrism, not less." He 
was thinking of those Chinese in the US 
who still suffer from a sense of inferiority. 
He seems to think that though there can be 
bad ethnocentrism, it can also be good. It 
can help build up ethnic confidence in 
those minorities (black Americans, for ex- 
ample) whose lack of it undermines their 
performance and competitiveness. 

Yet one person's ethnic confidence is 
another's chauvinism. The Malaysian Chi- 
nese in Mauritius were well aware of this. 
They shook their heads at the suggestion 
that they host the next World Chinese 
Conference. In his keynote address, Ling 
Liong Sik, the Malaysian minister of 
transport and president of the Malaysian 
Chinese Association, kept to this side of 
Chinese triumphalism. He defended 
mother-tongue education — which means 
government-funded Chinese schools in 
Malaysia — but the message his speech 
sent to the Malays at home went some- 


thing like this: ^We are with you — be with 

us." m Lynn Pan 
"m 
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South Pacific communications: the rhinocerous hornbill is a celestial messenger; a Balinese rice offering is geometry fit for the gods. 


Raising rice to the heavens 


Offerings: The Ritual Art of Bali 

by Francine Brinkgreve and David Stuart- 
Fox. Image Network Indonesia, Bali. $$59.95 
(LIS$36.35). 

River of Gems: A Borneo Journal 

by Lorne Blair and Rio Helmi. Image 
Network Indonesia, Bali. S$89.90. 


These two handsomely produced 
photo-essays share a common thread, de- 
spite their widely differing micro — and 
macro — themes. They both, albeit perhaps 
unwittingly, offer insights into various as- 
pects of economic life among two vastly 
different, though geographically relatively 
close, Indonesian societies. 

Offerings is a painstaking and often 
beautiful study of Bali’s placatory culture, 
where gifts — or bribes — are made each 
day to ensure the legion of gods, ancestral 
souls and a bewildering variety of benign 
and malevolent spirits do not disturb the 
island’s temporal life. 

The skill and creativity expended on 
this daily routine — ritual 
seems too mechanical a term 
for acts that are as essential 
to Balinese life as eating — 
are so intense and time-con- 
suming as to qualify as an 
integral part of normal eco- 
nomic activity, such as the 
cycle of rice production or 
raising and tending live- 
stock. 

Indeed, the offerings are 
themselves a reflection of 
Bali's agricultural base. Most 
are made from rice, fruit, 
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bamboo and palm leaves — 
the staples of the island's 
predominately rural popu- 
lation — though one picture 
also shows kretek (clove) 
cigarettes protruding from 
an elaborate wreath and a 
soft-drink bottle tastefully 
decorated with an orchid. 

The effort and skill re- 
quired to produce even the 
smallest offerings, which by 
their nature and composi- 
tion are transient — wilting 
or ruined by sun, rain or in- 
sects within hours of being displayed — 
demonstrate an energy and ability that 
should attract any manufacturer seeking 
workers for the delicate tasks demanded 
by modern assembly processes. 

However, while such a suggestion may 
seem almost profane, it can be made in the 
virtual certainty that the Balinese will never 
flock to electronics factories or trade their 
nimble and artful creati- 
vity for mere wages. As 
this book illustrates, the 
Balinese will still be main- 
taining the balance of the 
cosmos by appeasing and 
delighting its guardians 
long after the tyros of the 
"real" economy have 
moved on. 

Not so the subjects of the 
River of Gems. This portrait 
of the Mahakam River, 
from its headwaters in the 
Muller Mountains of Indo- 
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nesian Kalimantan to its estuary in the 
Makasar Strait, details social groups facing 
rapid change — if not extinction — from 
the demands of resource- 
hungry industrialised eco- 
nomies. 

Although many of the 
photographs show this re- 
mote river's great power 
and beauty, they also show 
the huge logging trucks, 
felled trees, outboard mo- 
tors and other late 20th-cen- 
tury symbols of intrusion. 
Within a few years, "nu 
ever, documents such a 
this may well be all that i 
left of the complex and 
highly specialised societies 
that rely on the "Mahakam for both their 
livelihood and the natural disciplines that 
bind them together. — m Gavin Greenwood 





Asia on tap 


The Asian Challenge: Looking Beyond 2000 
by John Andrews. Longman, Hongkong. 
HK$115 (LIS$15). 


Books which attempt to tackle all of 
Asia, from China down to Papua New 
Guinea, and as far west as Pakistan, should 
be approached with a wary eye. And when 
a book of that nature is subtitled Looking 
Beyond 2000, there is cause for serious 
concern. 

Yet one cannot always judge a book by 
its title. Not every country in this broad 
sweep is given equal emphasis (and rightly 
so). Nor does the author attempt extensive 


21 MAY 1992 


XO4' LH vnis aivo 





crystal-ball gazing. Most no- 
table are the tongue-in- 
cheek sci-fi teasers at the be- 
ginning of each chapter. 

Take, for example, the 
introduction to the chapter 
on People Power: “Crime, 
violence, drug abuse — in 
Asia’s overpopulated cities 
the social order is under 
siege. An armed gang from 
among Shanghai's 3 million 
vagrants seizes the Exhibi- 
tion Centre and threatens to 
kill hostages, including the 
mayor . . . Voters in Jakarta 
demand a return to the early 
1980s, when vigilantes killed thousands of 
suspected criminals without trial." 

Author John Andrews, correspondent 
for the Economist in Singapore and Hong- 
kong from 1986 to 1991, actually tells us 
more about the past and the present than 
the future. As he confesses, Asia's present 
is almost as unknown as its future. 

Andrews is an accomplished journalist 
with a good eye for colour and detail; an- 
ecdotes, quotes and examples are liberally 
sprinkled throughout the book. In the 
chapter on environment, for example, we 
learn that in July 1988, the air in the north- 
east Chinese city of Benxi was so clouded 
with coal smoke that it disappeared from 
satellite photographs. 

He also skilfully strings together a 
plethora of statistics without putting the 
reader to sleep. Consider the following: by 
the year 2000, six out of every 10 people on 
earth will be Asian; 40 ha of rainforest are 
being lost on the earth every minute, with 
the annual loss in Asia amounting to an 
area half the size of Taiwan; there are more 
Rolls-Royces per capita in Hongkong than 
anywhere else in the world. And while 
conceding a lack of hard figures to back 
him up, Andrews says that Asia's biggest 
industry, by annual turnover and number 
of employees, is sex. 

Still the expert or self-styled Asia hand 
may come away a bit disappointed. Any- 
one who has spent the last few years in 
Asia faithfully reading regional news- 
papers and magazines will find little new 
in this book. 

Andrews describes, among numerous 
other issues, Japan's "exam hell," the plight 
of the Vietnam boat people, and the Hong- 
kong brain drain — should the territory 
take a turn for the worse after 1997, 
Hongkong people may become yacht 
people, he jests. 

The Asian Challenge is organised by 
topic, not country, which to some degree 
solves the question of unequal coverage. 
However, this approach makes the book 
read like a patchwork, with Andrews fre- 
quently jumping from country to country 
to make his point. 

The book was written for the general 


21 MAY 1992 


CHALLENGI 





reader, who Andrews as- 
sumes has a limited know- 
ledge of Asia. In anticipa- 
tion of arousing the ire of 
experts and old Asia hands, 
he explains that his book is 
an “attempt to inform the 
intelligent layman, without 
insulting the expert.” 

And in this he has 
succeeded. Andrews has 
turned out a well-re- 
searched and well-written 
general introduction to 
contemporary Asia and a 
primer for understanding 
the problems facing it to- 
day. As he says, the unknown can only be 
predicted on the basis of the known. 


m Paul Mooney 


Gods of wealth 


Understanding the Asian Manager 
by Hari Bedi. Allen & Unwin, Sydney. 
A$19.95 (US$15.25). 
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standing the Asian Manager is aimed chiefly 
at expatriate executives posted to Asia, 
typically to head up the regional operations 
of Western-based multinationals. 

Bedi begins with a description of the 
^multicultural minefield" that awaits the 
ignorant and the bigoted, and closes (apart 
from a final chapter) with a 
double-barrelled collection 
of helpful hints on how not 
to get blown away. There are 
10 tips for those embarking 
on an Asian assignment and 
another 25 on managing day- 
to-day relationships (the 
urge to reduce complexity to 
simple lists is surely one of 
the weaknesses of "how-to" 
management literature). 

Between front and back, 
however, there is far less sin- 
gularity of purpose. At one 
point, Bedi is counselling 
college graduates about how 
to get on to the bottom rung of the man- 
agement ladder. At another he is bluntly 
advising Asian managers who work for 
"insensitive multinationals" to start in their 
mid-30s to plan a second career: “Don’t be 
fooled by a temporary foreign assignment 
or by leadership and supervision courses. 
They are not designed to help you reach 
the top . . ." Somehow, this does not seem 
to uphold the spirit of partnership that Bedi 
is ostensibly trying to foster. 

This confusion of aims becomes under- 
standable when one realises that much of 
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Working with the mowers of the Pacific century 


the book is, in fact, a compilation of weekly 
columns that Bedi, a management consult- 
ant and former executive with Exxon affili- 
ates, contributed to Asiaweek magazine. 
Bedi only half alludes to this in his preface, 
and despite his grouping of the material 
into chapters, the joins show through. 

It may also explain the tedious repeti- 
tion of his central proposition. This is that 
multinationals, blinded by the Holy Grail 
of globalisation, often fail to get the best 
from their Asian managers and subsidia- 
ries because they fail to adapt Western 
business techniques to the regional setting. 
Such understanding as there is of Asian 
values is frequently superficial. Bedi scorns 
some of the stereotyped advice routinely 
doled out by “instant experts” on Asia: 
“Orientalism [viewing Asia from an ethno- 
centric Western perspective] is still very 
much in vogue.” 

Under the somewhat daunting sub- 
heading “Life as a whole,” Bedi empha- 
sises the importance to Asians of loyalty, 
duty, happiness, honour and justice. Profit 
is widened to include the sum total of 
human happiness. “For a Western em- 
ployee, a job is primarily a business con- 
tract. To an Asian, it is a personal relation- 
ship.” Some Western employees might 
take issue with the first part of that asser- 
tion. Indeed, there is a danger with such 
generalisations (of which there are many 
in this book) of lapsing into exactly the 
kind of stereotyped, ethnocentric diagnosis 
that Bedi criticises. 

The author explicitly disclaims any pre- 
tensions to a work of academic research. 
His sources are his own 25 years in man- 
agement and some 50 
interviews with Asian 
business captains, who, he 
tells us, broadly agree with 
him. Much of the book is 
therefore anecdotal, with 
the names being changed in 
some cases to avoid em- 
barrassing the guilty or 
those who blew the whis- 
tle. It is not always clear 
which are pseudonyms and 
which are not, though no 
such confusion surrounds 
the Dalai Lama, whose 
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happiness, expressed to 
Bedi in an interview, are reverentially re- 
ported. 

It is a pity that Bedi did not delve deep- 
er into the Asian way of business; does re- 
ality live up to the theory at those compa- 
nies whose leaders he spoke to? And what 
of the Asian multinational? Some of the 
criticisms levelled at Western businesses 
are also being heard in regards to Japanese 
companies in Southeast Asia. Bedi could 
have provided a more insightful guide to 
the minefield. Instead, he has written a ser- 
mon. m Andrew Waller 
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Indonesia criticised by bankers for poorly implemented debt strategy 


By Jonathan Friedland in Hongkong 
and Adam Schwarz in Jakarta 


ough- -minded moves by Indone- 

sian technocrats and a deteriora- 

tion in international credit condi- 

tions have forced an almost com- 

plete halt to offshore borrowing by the 

country's public- and private-sector com- 
panies during the past six months. 

The collapse in borrowing has helped 


to staunch a crippling drain on Indonesia's 


current account and to restore partially the 
credibility of President Suharto's economic 
advisers in the eyes of the international fi- 
nancial community. It has also delayed by 
several months a number of infrastructure 
projects that were designed to help Indo- 
nesian industry keep pace with its com- 
petitors in Malaysia and Thailand. 
"Offshore borrowing by state-owned 
enterprises has stopped," Indonesian Fi- 


. nance Minister Johannes Sumarlin told the 
_ Review. “If a foreign lender plans to pro- 
. vide funds to an Indonesian private bor- 
. rower, they ask for many things from the 


government, so much of that has stopped 
as well." 

Just a year ago, according to one Singa- 
pore-based international banker, "every 
man and his dog lin Indonesia] was com- 
ing to market." A slate of big-ticket gov- 


. ernment projects, ranging from petro- 
—A chemical refineries to toll roads, was com- 
. peting for financing with such ambitious 
- private-sector gambits as the US$1.6 billion 


Chandra Asri olefins plant and half a 
dozen pulp and paper projects. 
Indonesia's community of banks, which 


. almost doubled in number after the 1988 





tion of the financial sector, also 
S fuelled the borrowing frenzy. They queued 


up to tap relatively cheap Euromarket 


Aw SS 


credit, which in turn was lent domestically 
at rates close to 30% a year. In the main, 
Euromarket bankers were happy to oblige, 


. given Indonesia's growth potential and the 


high spreads that could be charged. Nearly 
US$2 billion in offshore loans was ab- 
sorbed by Indonesian banks in the 12 
months beginning July 1990. 

This enormous appetite for funds took 


. à major toll on Indonesia's economy. The 
_ Asian Development Bank said Indonesia's 


current-account deficit doubled to US$4.8 


billion in 1991 largely because of surging 


imports and higher debt-service payments 
from borrowings accumulated after 1988. 
The inflow also played havoc with meas- 
ures introduced in February 1991 by Bank 
Indonesia (BI), the central bank, to clamp 
down on a huge increase in the money 
supply which was fuelling a nasty infla- 
tion rate. "We were in danger of overheat- 
ing," says Sumarlin. 

Indonesia's debt became more expen- 
sive as well, a sure sign of trouble to come. 
Bankers say borrowing terms for the coun- 
try's banks and private businesses during 
the first half of 1991 deteriorated as arrang- 
ing banks had difficulty selling down In- 
donesian risk. This was partly because 
many foreign banks were hitting their 
country limits on lending; in addition, 
Japanese lenders were suffering the pinch 


Past the worst 
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domestically and were trimming offshore 
assets. Making matters worse was the de- 
cision in July 1991 by major cigarette- 
maker Bentoel to suspend interest pay- 
ments on its debt during a cash-flow crisis. 

The government acted decisively to end 
the party in September 1991. Presidential 
Decree 39 established a debt-coordinating 
team, now dubbed Team 39, that was to 
set priorities for all offshore borrowing, in- 
cluding an annual roster of approved pub- 
lic-sector projects and indicative yearly ceil- 
ings for the private sector. 

Jakarta’s effort to impose some rational- 
ity on overseas borrowing “was a very ne- 
cessary and appropriate step to take,” says 
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Peter Nice, head of Chase Manhattan’s In- 
donesian operations. Adds Shiro Yokoi, 
managing director of Long Term Credit 
Bank of Japan: “It was a very good thing to 
suspend borrowings when they did.” 

At the same time, the government post- 
poned several major public-sector projects 
in various stages of preparation. Some 
bankers were enraged as they saw big prof- 
its on partially arranged loan syndicates 
evaporate before their eyes. 

Particularly unhappy, say bankers, 
were executives of Japan’s Fuji Bank. They 
had roped together a US$1.4 billion syndi- 
cated loan for the government-sponsored 
Arun aromatics project and had disbursed 
a portion of the funds before Decree 39 was 
announced. Although the drawdowns 
were repaid almost immediately by the 
government, Fuji suffered the ignominy of 
having to explain the collapsed deal just 
after it had cajoled Japanese bankers into 
the syndicate. 

Of the three state-related projects ap- 
proved to go ahead in 1991, after Decree 
39 was announced, the only one to be fully 
financed is the expansion of a liquefied 
natural gas refinery in East Kalimantan for 
state-owned Pertamina. Chase Manhattan 
arranged a US$750 million loan for the 
project immediately the new borrowing 
regime was unveiled. 

Bankers say Mitsubishi Bank is having 
difficulty finding participants for its 
US$440 million syndication for the East 
Java gas pipeline; the Musi refinery syndi- 
cation, led by Mitsui Taiyo Kobe Bank, is 
said to be in similar straits. The two pub- 
lic-sector projects approved for 1992 — the 
Exor I refinery pipeline and the Paiton VII 
power station — are not yet formally seek- 
ing financing. 

In November 1991, the government 
took further steps. It announced that all 
banks in Indonesia would be forced to limit 
their offshore liabilities to 30% of their capi- 
tal and that they would be forced to devote 
80% of their foreign-currency loan book to 
export-related activities. 

BI also made it clear that it would be 
taking a tougher stance on enforcing cer- 
tain prudential requirements, including 
capital-adequacy and loan-to-deposit ra- 
tios, for all banks operating in Indonesia. 
This latter move was seen by bankers as 
long overdue. 
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Almost all bankers laud the Suharto 
government for imposing Decree 39, but 
opinions are mixed about its implementa- 
tion. 

Much of the controversy focuses on the 
giant Chandra Asri complex, a project 
sponsored by politically well-connected 
timber baron Prajogo Pangestu and by 
President Suharto’s second son Bambang 
Trihatmodjo. Chandra Asri was designated 
a state-connected project, but it did not ap- 
pear on the list of approved public-sector 
projects for 1991 or 1992. This was because 
it had an agreement to buy feedstock from 
Pertamina and because it had borrowed ex- 
tensively from Bank Bumi Daya (BBD), a 
government-owned lender. 

During the past three months, the 
project has been revived on a scaled-down 
basis as a 100% foreign-equity investment 
and has won the government's public sup- 
port. This has raised fears that other 
projects supported by politically powerful 
groups will in effect ignore the Team 39 
mechanism. 

Bankers are also carping about the im- 
pact of Decree 39 on private-sector projects. 
Technically, offshore borrowings for these 
projects do not need to be vetted, but bank- 
ers say borrowers have sought assurances 
from Team 39 and Bi that their particular 
project will fit within the indicative annual 
borrowing ceilings. The authorities have 
equivocated rather than be seen to be fa- 
vouring one project over another. This has 
resulted in a deadlock where no major 
projects are moving ahead. 

"The concept of Team 39 was good, but 
the execution has been appalling," says one 
syndications manager at a US bank. Adds 
another Western lender in Jakarta: "The 
whole set-up is inconsistent, confusing and 
imprecise." 

Sumarlin is unfazed by the criticism. 
"The team has not changed its priorities at 
all" he says. Chandra Asri was a unique 
case which does not presage more queue 
jumping, the minister argues. The project 
had US$218 million in state-bank credits 
advanced to it when its cancellation was 
announced, he points out. And in its latest, 
more modest incarnation it will be a 100% 
equity investment backed mainly by Japa- 
nese conglomerates. 

Sources close to the government say 
Chandra Asri won the go-ahead of Team 
39 in order to prevent Indonesia's credit 
record from being blemished. Sponsors of 
the project refused to pay interest on BBD's 
credits unless it went ahead, they note. 

Had the project been cancelled, a de- 
fault on BBD payments to Japanese equip- 
ment suppliers could have been triggered, 
alienating Japan's powerful Ministry of In- 
ternational Trade and Industry. Japan is 
Indonesia's largest bilateral aid donor. 

Executives of foreign joint-venture 
banks in Indonesia, which have limited ac- 
cess to rupiah, are unhappy with the twin 
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rules limiting foreign-exchange liabilities 
and directing their use towards export-ori- 
ented projects. Analysts note that many Ja- 
karta-based banks had foreign-exchange li- 
abilities equalling several times their capi- 
tal levels when the 30% rule was an- 
nounced. 

"Bi didn't know what any of the bank's 
ratios were when it issued those rules. It 
still doesn't know," explains one well-in- 
formed economist in Jakarta. "It had no 
idea how much contraction would result." 
Bankers say the twin rules are forcing them 
to refuse participation in infrastructure 
projects which the Indonesian economy 
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Print challenge 


_ pr aper 4 


badly needs. 


Sumarlin says the government does not — 
plan to relax the offshore borrowing restric- _ 


tions in the immediate future. “It is too 
early to tell the impact of the reforms,” he 
says. "I want to stress that this is a process; 
coping with these problems takes time.” 
Economists familiar with the thinking 
of Jakarta’s technocrats believe that the re- 
strictions are likely to be eased by mid-year 


in order to avoid bringing Indonesia's eco- _ 


nomic momentum to a halt. Two years of 
stubbornly high interest rates have hit hard 
at the private sector, particularly small and 
medium-sized companies. LI 





oingapore set to break newspaper monopoly 


By N. Balakrishnan 
he Singapore Government has 
i granted a licence for a new English- 
language daily that will compete 
with Singapore Press Holdings (SPH), ac- 
cording to newspaper-industry sources. Its 
publisher is expected to be the National 
Trade Union Congress (NTUC), a govern- 
ment-controlled labour organisation which 
has a number of business interests. 

The new paper is unlikely to pose any 
early threat to the dominance or profitabil- 
ity of SPH. A virtual monopoly, SPH pub- 
lishes all of the republic's major newspa- 
pers, including the three English-language 
ones. 

Nonetheless, the emergence of competi- 
tion will make SPH work harder for its 
money at a time when its advertising rev- 
enue is facing pressure from other direc- 
tions. April saw the advent of commercial 
TV broadcasting in the republic, with the 
launch of a 24-hour news channel. Two 
more pay-TV channels will follow by June. 

The perceived newspaper challenge to 
SPH appears to have triggered a sharp drop 
in its share price, which fell to 5$12.90 
(US$7.80) on 11 May from $$14.30 a week 
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earlier. Since the government directs me- - 
dia policy, however, it is unlikely to allow — 


SPH's revenues to suffer serious harm. 
The creation of a second newspaper 
company has long been a goal of Singa- 
pore's former prime minister Lee Kuan 
Yew. Lee, now senior minister, is said to 
have raised the idea again during a visit to 


SPH’s offices in April. He reportedly said - 


competition would help improve the qual- — 


ity of local print media. 


An earlier effort ended in failure. The. 


Singapore Monitor, set up at Lee's instiga- 
tion in 1982, closed after three years with 
losses estimated at $$25 million. 

Given the amount of preparation 
needed to launch a newspaper, the new 
daily is unlikely to hit the streets until late 
1993 at the earliest. Financing, staffing and 
other details are unavailable. 


The industry sources say the newspa- - 
per is likely to be a tabloid that tries to ` 
the — 


appeal to the mass market. Currently, 
only tabloid is The New Paper, launched by 
SPH in 1988. Its circulation has since risen 
to 76,000 (compared with 340,000 for mar- 
ket leader the Straits Times) and it is said to 


have become profitable last year. As the | 


SPH tabloid is an afternoon paper, it seems — 


likely that the new publication will be a 
morning one. 

Its expected publisher, the NTUC, is 
closely affiliated with the People’s Action 






. 


Party, which has ruled Singapore since — 


1959. The secretary-general of the NTUC is 


Deputy Prime Minister Ong Teng Cheong. i 


Another NTUC board member is Peter Lim, 
former editor-in-chief of the Straits Times, 
who is a logical choice to play a leading, if 
not the leading, role in the launch of the 
new publication. 

Some sources say that the government- 
owned broadcasting monopoly, Singapore 
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Broadcasting Corp., may also be involved 
in the new newspaper venture. The corpo- 
ration is to be privatised in about two 
years’ time and has been diversifying into 
cable TV. The sources believe it may be con- 
sidering branching into newspapers in pur- 
suit of greater advertising revenue. 

Newspapers in the republic benefit 
from the fact that more than half of all ad- 
vertising money goes to print media — es- 
sentially SPH. In most developed countries, 
by contrast, the lion’s share goes to TV, with 
newspapers taking only about 25%. Media 
analysts expect the Singapore newspapers’ 
share of advertising spending eventually 
to decline. 

This poses a considerable challenge to 
SPH, whose ability to maintain earnings 
growth from its core businesses is heavily 
circumscribed by the smallness of its mar- 
ket and its already high penetration. For 
the year to August 1991, the company 


posted a pre-tax profit of S$219 million, of 
which about 88% came from newspaper 
activities. Advertising accounted for about 
75% of all newspaper revenue. 

SPH’s ability to expand into neighbour- 
ing Southeast Asian markets is limited, 
given local political sensitivities. Indeed, 
the company has in the past few years di- 
vested itself of stakes in the New Straits 
Times of Malaysia and the Bangkok Post. 
While it has a 5% stake in Hongkong’s 
South China Morning Post, analysts believe 
it is unlikely to increase its holding any 
time soon. 

Faced with these limitations, SPH has 
been expanding into electronic media. Two 
services — Teleview, for financial informa- 
tion, and AudioTex, an interactive voice- 
messaging system — are now in operation. 
Neither, however, has seen speedy growth 
in revenue. 

Industry sources do not rule out the 
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Engines of growth 


‘Made in Asia’ — on a Japanese machine 


By Lou Louise do Rosario in Tokyo 
N sia's newly industrialised countries 





(NICs) and most Asean countries 

are on a convergent path in their 
trade with Japan, according to a white 
paper published by the Japanese Ministry 
of International Trade and Industry (Miti). 
Machinery, the fastest-growing commod- 
ity traded between Japan and the two 
groups, is at the centre of these links. 
.. Since 1986, the NICs — Hongkong; Sin- 
gapore, also an Asean member; South Ko- 
rea and Taiwan — have grown increas- 
- ingly dependent on Japan for industrial 
goods to produce higher-value 
products and to upgrade factories. 
The exports of the NICs, however, 





the decade. As a result, the NICs, with their 
increasing dependency on Japan for inter- 
mediate inputs, will continue to post big- 
ger trade deficits. The total deficit for the 
NICs grew to US$39.5 billion in 1991 from 
US$17.5 billion five years earlier. 

The four Asean countries are expected 
soon to show trade deficits with Japan, says 
C. H. Kwan, an economist at Nomura Re- 
search Institute. In 1991, the countries had 
a trade surplus with Japan of only US$1.5 
billion, down from US$6.3 billion five years 
earlier. 

Japan's trade with the two groups, 
which accounts for more than 80% of its 





have mostly failed to penetrate the CDM 
Japanese market. . NICs* 
Most Asean countries have also 
. experienced a huge inflow of indus- 120- 
trial products from Japan in the past 
five years, mostly from Japanese 80- 


companies setting up local factories 
(the Philippines and Brunei are ex- 
ceptions). But unlike in the NICs, 
manufactured exports from four 
Asean countries — Malaysia, the 
Philippines, Thailand and Indonesia 
— are being shipped to Japan in 
greater numbers, especially goods 
from Japanese-owned plants. 
Although the Miti white paper 
makes few forecasts, analysts expect 
these trends to continue throughout 
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possibility that SPH may take an equity 
stake in its putative rival, even though it 
will not have editorial control. 

The source of the NTUC's financing for 
the newspaper venture is also subject to 
speculation. Unlike sPH, which is sitting on 
an estimated S$450 million in cash, the 
NTUC is not flush with funds. Analysts esti- 
mate that it would need at least $100 mil- 
lion to launch and sustain a newspaper. 

Singapore's banks, however, may not 
be keen to lend to the new venture. The 
republic's four large local banks were left 
with most of the losses in the Singapore 
Monitor affair. 

Nevertheless, the NTUC has a profitable 
business record. It runs the supermarket 
chain NTUC Fair Price, a radio station, a 
small insurance company and the repub- 
lic's largest taxi company, Comfort. As of 
March 1991, the NTUC's business interests 
had net assets of S$846 million. " 


total Asian trade, has also grown in com- 
plexity. In the past, Japan had a vertical 
division of labour with these countries, 
importing raw materials or exporting proc- 
essed products, or both. Today, the divi- 
sion is becoming more horizontal, with all 
the partners sharing the production proc- 
ess of certain industries. Miti says sharing 
is “deepening and accelerating.” 

One indicator of this is the increase in 
Japan-Asia intra-industry trade, or the ex- 
change of goods within similar industries. 
Japan's exchanges with the four Asean 
countries grew faster in the 1980s than 
those with the NICS. 

Intra-industry trade is most prevalent 
in the steel and textile industries. In the 
steel sector, nearly half of Japan’s imports 
come from Taiwan and South Korea. Ja- 
pan, meanwhile, exports nearly half of its 
higher-value iron and steel products to 
South Korea and Taiwan as well as to Sin- 
gapore and the other Asean countries. 

In machinery, Japan’s trade with the 


NICs and the four Asean countries is 
Dependent on Japan : still mostly one-way, though intra- 
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č industry business is expected to 


-1 d grow rapidly as the economies of 
the trade partners become more so- 
-12 phisticated. From 1986-91, the level 
of Japanese machinery imported by 
-10 — the Asean countries increased by up 


to four times, far outpacing increases 
of other items. 

Miti's paper indicates that the 
NICs have been cutting back on im- 
ports from Japan of office equip- 
ment, computers, home appliances, 
automobiles and audio and video 
equipment as the quality of their 
own products has improved. But 
this is generally not the case in the 
four Asean countries, which have 
had annual double-digit growth of 
these imports in recent years. ^ 
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By Bob Johnstone in Tokyo 


he past few months have not been 

kind to Honda Motor, Japan's 

third-largest car maker. The death 

of the company’s founder, Soi- 
chiro Honda, has been followed by the sur- 
prise resignation of a top executive. In the 
US, its largest market, it faces the threat of 
penalties for allegedly violating local-con- 
tent laws. And to cap it all, global sales 
have stagnated. 

Despite the gloom, though, Honda has 
outperformed many of its rivals in a weak 
global car market. It has showed recently 
that it has lost none of its technological 
edge by introducing the world’s most fuel- 
efficient car engine. And helped by the 
launch of several attractive new cars, 
Honda has managed to claw back the share 
of the Japanese market it lost in 1990. 

Honda's longer-term prospects are less 
clear, however. New environmental laws 
have triggered a technological revolution 
in the car industry. Now the race is on to 
develop less-heavy cars with more fuel-ef- 
ficient engines. With its expertise, Honda 
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A question of balance 


Honda jostles for pole positic ' if race to build car of tomorrow 


Motor is well positioned to lead the way, 
but competition will intensify. 

“The biggest challenge f acing the indus- 
try in the 1990s,” according to a recent 
statement by Honda president, Nobuhiko 
Kawamoto, “is how to deal with the envi- 
ronmental issue.” 

In California, which accounts for almost 
a quarter of Honda's US car sales, strict 
emission-control legislation will necessitate 
radical changes in engine technology. The 
rest of the US is likely to follow suit. In 
Europe, tough recycling laws will prompt 
a complete rethink of how cars are de- 
signed, assembled and taken apart. 

Meeting these challenges will take a 
great deal of money. Although Honda has 
no immediate financial worries, the com- 
pany's resources are limited, especially 
when compared with those of rivals such 
as Toyota, whose sales and R&D expendi- 
ture are more than double those of Honda. 
The latter’s limited resources mean that the 
management cannot afford to pursue every 
possible option. It must make choices and 
they must be the right ones. 

The Honda style of management has 
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always been dynamic: the company makes 
up its mind early and then forges ahead 
with a clear sense of direction. But this ap- 
proach is more suited to the niche player 
that Honda once was than to the 85,000- 
employee juggernaut that it has become. 

In future, Honda must steer a delicate 
course between prudence and progress. In 
three areas in particular, Kawamoto has to 
get the balance right. 

Markets. Honda cars must meet the 
markedly different needs of US and Ja- 
panese consumers (not to mention those in 
Europe). Honda produced almost 2 million 
cars in the year to March 1991, of which 
47% were sold in North America, 32% in 
Japan and 12% in Europe. 

Materials. Honda must balance the 
relative merits of steel (cheap but heavy) 
with plastics (light but hard to recycle) and 
aluminium (even lighter but more expen- 
sive). Materials hold the key to the reduc- 
tion of weight and the improvement of fuel 
consumption. 

Engines. Honda must meet environ- 
mental safeguards, while simultaneously 
satisfying drivers’ seemingly insatiable de- 
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. sire for more power and performance. 

Is Honda up to the job? A look at the 
. firm's development provides some of the 
answers. Its history is a brief one: Honda 
has been in the car business slightly less 
than 30 years, making it the youngest of 
the world's major car companies. 

Although its competitive skills were 
honed in the Japanese market, the com- 
pany's growth there has been stunted by a 
small sales force. In a country where cars 
have traditionally been sold from door to 
door, this used to be a serious flaw. It is 
less so today, with more and more custom- 
ers visiting car showrooms. 

In the US, the Honda story is one of 
almost continuous growth. It began 20 
years ago, with the introduction of the sub- 
compact Civic, the first car by any manu- 
facturer with an engine (the CVCC) that 
could meet the emission requirements of 
the US Clean Air Act. In 1982, Honda be- 
came the first Japanese manufacturer to 
produce cars in the US. 

By 1990, Honda’s Accord compact was 
the best-selling passenger car in America, 
an accolade it has retained for the past 
three . As a result, Honda has over- 
taken Chrysler to become the third-largest 
car company in the US with a market share 
of just under 10%. 

Honda's management philosophy has 
always been to make decisions locally, not 
from Japan. The company's North Ameri- 
can activities today include manufacturing, 
engineering, R&D, sales and exports. It is 
ironic, then, that Honda should be singled 
out for investigation by the US Govern- 
ment on the ground that the cars produced 
at the company's Ohio plant contain less 
than 509; domestic content. Honda claims 
a domestic content of 75%. But if US cus- 
toms officials rule otherwise, the com 
could be liable to a fine of US$20 million. 

One of the cars affected by the dispute, 
the Accord, was intended to be a “world 
car,” whereby essentially the same design 
would be sold in all major markets. But the 
car that was to prove so successful with 
American baby boomers was a flop back 
home. In concentrating on the US market, 
Honda had lost touch with Japanese tastes. 

Unlike Americans, who view cars pri- 
marily as a tool for moving from A to B, 
Japanese tend to see cars in terms of im- 
age. They turned their noses up at the sub- 
dued-looking, four-cylinder Accord, and 
Honda’s share of the Japanese passenger- 
car market (excluding minicars) dropped 
from 10.8% in 1989 to 10.2% in 1990. 

In response, the company was forced to 
rush out an entirely different version of the 
car for Japan. This car was sold in two vari- 
ants, Vigor and Inspire, and shares no parts 
in common with the Accord. It is powered 
by a more powerful, five-cylinder engine. 
The new car has been a success, but at con- 
siderable cost. 

While the concept of a global car may 
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not suit the middle of the range, in catego- 
ries at either end of the car market — the 
entry-level Civic at one extreme to the 
luxury NSX sports car at the other — tastes 
vary less from place to place. 

But even at the low end there are differ- 
ences to be taken into account. For exam- 
ple, the four-door version of the Civic sells 
more in the US, while the three-door ver- 
sion is more popular in Japan. Design deci- 
sions are now taken to reflect the opinions 
of customers in the main market. 

Losing touch with the home market was 
a clear sign that something was wrong 
with Honda’s management. The famous 
Honda Way, the subject of MBA disserta- 
tions the world over, emphasised collec- 
tive responsibility by the company’s 35 ex- 
ecutive directors. 

This system worked well when the 
company was smaller. But as Honda grew 
bigger, the number of decisions rose and 
the whole system slowed down. 

Kawamoto took over as president in 
May 1990 and, having diagnosed the prob- 
lem as “big company disease,” acted deci- 
sively. His remedy was to strengthen the 
management at the top of the company by 
making each director responsible for a spe- 
cific part of the company’s operations. 


lost in 1990. This is no mean achievement 
given Honda's dependence on mid-range 
passenger cars, which suffered worst of all 
during a 3.8% contraction in car sales in 
Japan in 1991. 

Stephen Usher, an analyst for Kleinwort 
Benson International, reckons that the out- 
look for the next three years "is very good," 
despite a decline in post-tax profit for four 
consecutive years. Usher predicts that 
Honda's annual results, due on 20 May, 
will show a 21% drop to ¥60 billion 
(US$450 million) in consolidated net profit 
for the year to March 1992 on unchanged 
sales of ¥4.3 trillion. Toyota's net profits are 
predicted to decline by 30% in the year to 
June 1992. 

Usher sees Honda's profits growing 
13% next year to Y68 billion on sales of Y4.5 
trillion. His optimism is derived from the 
fact that Honda has the largest exposure 
among Japanese car makers to the US mar- 
ket and so is best positioned to take advan- 
tage of the long-awaited recovery there. 

Although Honda seems to be well on 
the road to recovery, the company has had 
to pay a price in human terms. Under 
Kawamoto's restructuring, the heaviest 
burden fell on his deputy, Shoichiro 
Irimajiri, who during the 1980s master- 
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Kawamoto, who was unavailable to be in- 
terviewed for this article, himself assumed 
responsibility for automobile operations. 

Securities analysts give the new presi- 
dent high marks for reinvigorating the 
company's management and even higher 
ones for the appearance of several exciting- 
looking new Hondas designed under his 
personal supervision. One of these, the 
four-door Civic Ferio compact, won the 
Japanese Car of the Year award for 1991- 
92. Another, the sporty CR-X Del Sol (in- 
troduced in February) drew praise from 
critics for creating a new market niche, the 
convertible hardtop. 

Thanks to models like these, in the year 
to March 1992 Honda managed to claw 
back the market share in Japan that it had 
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Sources: Honda, Kleinwort Benson, Japan Automobile Manufacturers Association 


minded Honda's American manufacturing 
success. lrimajiri was given responsibility 
for production, manufacturing and R&D. In 
March, Irimajiri resigned due to ill-health 
at the age of 52. 

Honda is now led by two men, 
Kawamoto and Yoshihide Munekuni, the 
senior vice-president for sales. In its earli- 
est days, the company was also run by à 
duo: Soichiro Honda looked after engineer- 
ing and Takeo Fujisawa handled sales. 

Honda the man was a racing fanatic. 
For Honda the company, participation in 
Formula One racing has long symbolised 
the corporate spirit. But in addition to this 
intangible boon, the company has derived 
some practical benefits. Technologies origi- 
nally developed for racing have found their 
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way into production-line engines. One 
such is the sensor which monitors the ratio 
of air and fuel that goes into the combus- 
tion chamber and which has been fitted to 
the new VTEC-E engine, regarded as the 
world’s most fuel-efficient. 

Perhaps even more important is the ex- 
perience that racing gives Honda's young 
engineers. “With one race every two 
weeks, you have to fix problems quickly,” 
VTEC-E manager Hideyo Miyano explains. 
“That way of thinking is very important 
for an engineer.” 

But for all its benefits, racing is expen- 
sive. Honda will not say how costly the 
sport is (some analysts put the figure at 
around US$200 million a year), but the 
company does admit to allocating more 
than 100 engineers to racing. Kawamoto 
may decide that these precious resources 
could be better employed in meeting the 
environmental challenge. 

There is a precedent for such a move. In 
1968, Honda withdrew from Formula One 
racing to devote resources to the develop- 
ment of the low-emission CVCC engine. 
(The company did not return to racing un- 
til 1984) Now might be the time to pull 
out again, especially with the McLaren- 
Honda team suffering an unprecedented 
string of losses. 

Honda may find that it has to devote all 
its resources to fending off rival car mak- 
ers. Increasingly intense competition is one 
of three forces transforming the automo- 
bile industry, say academics Kim Clark and 
Takahiro Fujimoto in a recent study, Pro- 
duct Development Performance (Harvard 
Business School Press, 1991). The other two 
are growing fragmentation of markets and 
an explosion in technology. 

Clark and Fujimoto see Japanese car 
makers as being better able to take advan- 
tage of these new conditions than their 
American and European rivals. They can 
introduce new models more quickly and 
their productivity is higher. This is espe- 
cially true when their main markets are 
weak, as they are now. At such times, the 
Japanese respond by increasing their capi- 
tal spending, while Western car makers cut 
back on the development of new models. 

The authors believe that the real battle- 
ground for the 1990s will be product de- 
velopment as much as production technol- 
ogy. In particular, they see “product integ- 
rity” (that is, cars with a distinctive iden- 
tity) as being increasingly important. 

The key to making cars with integrity is 
to begin their development with a strong 
concept. To turn a strong concept into a 
distinctive car requires what Clark and 
Fujimoto call "heavyweight" product man- 
agers — project leaders who wield abso- 
lute authority. They say that among Ja- 
panese car manufacturers only two com- 
panies employ heavyweights. What they 
do not say is that those two companies are 
Toyota and Honda. E 
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The golden mean 





Honda juggles different materials for best results 


essed goods are cheaper per kilogram 

than cars. The golden ratio for Japa- 
nese automakers is that each gram of fin- 
ished passenger car should cost no more 
than one yen. Since cars have to be as 
cheap as possible, it is imperative to use 
the lowest-cost material. For the moment, 
that material is steel. 

In the interests of fuel economy, how- 
ever, cars also have to be as light as possi- 
ble. The growing popularity of safety de- 
vices such as air-bags and anti-lock brakes 
is tending to make cars heavier. So, just to 
maintain current levels of fuel efficiency, 
manufacturers must substitute lighter ma- 
terials for steel. 

At the same time, legislative pressure is 
coming from the US Government. Some 
US lawmakers would like to see car mak- 
ers increase the average fuel economy of 
their cars by 40% by the turn of the cen- 
tury. Although such a radical 
proposal is unlikely to pass 
into law, the threat is enough 
to keep car makers working to 
slim down their products. 

Two materials, aluminium 
and plastic, offer the best pros- 
pects for weight reduction. But 
which to use where, when to 
introduce them, and in what 
quantity? Honda is in a better 
position than most to answer 
these questions. This is espe- 
cially so in aluminium, where 
the company is accumulating 
precious experience through 
the production of its high-end 
NSX sports car, the body of 
which is made almost entirely 
from the lightweight metal. 

In plastic, it may not be the industry 
leader, but neither is it a slouch. Indeed, 
Honda's CR-X model of 1984 was one of 
the first cars anywhere to use large 
amounts of plastic in its body panels. In 
the early 1980s, the car industry took it for 
granted that plastic — a cheap, highly ef- 
fective material — would be the preferred 
material for making car bodies. But that 
was before the recycling issue arose. 

A car built from conventional materials 
is 80% recyclable. Stripped of battery, glass, 
seats and tyres, cars can be shredded. The 
resultant steel scrap is melted down in elec- 
tric arc furnaces for processing into prod- 
ucts such as reinforcement bars for the con- 
struction industry. 

But recycling plastic is a different and 


I t may be hard to believe, but few proc- 
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more complex matter. For one thing, the 
automobile industry uses hundreds of dif- 
ferent kinds of plastic, not all of which are 
recyclable. Different types of plastic cannot 
be thrown into a pot and melted down for 
re-use. 

Even for plastics which are recyclable, 
there is the question of economic viability. 
If recycled plastic suitable only for making 
flower pots costs ¥100 (75 US cents) a kilo- 
gram, and high-quality virgin plastic costs 
¥120, that leaves little margin for profit. 

Small wonder, then, that when 
Hiroyuki Itoh, the senior engineer who 
oversaw the development of the current 
Civic model, is asked to name the most 
difficult problem the car industry faces, he 
replies without hesitation, “recycling.” 

One reason for the difficulty is that car 
makers are required to come up with an 
entirely new approach to their business. As 
Itoh explains, it begins with designers who 





Honda began with motorised bicycles . . . 


must choose materials such as poly- 
propylene that are easy to recycle. 

If the part is a bumper it must be de- 
signed so that it has no other parts, such as 
indicators, incorporated in it. And bump- 
ers must be designed for easy disassembly. 
The ability to remove parts quickly is cru- 
cial to the economics of recycling. 

Polypropylene bumpers form the cur- 
rent focus of recycling efforts at Honda. 
Each year, the company’s 2,700 domestic 
service centres replace 400,000 bumpers 
damaged in accidents. Honda has arranged 
for the discarded bumpers to be collected 
every week and recycled. The key to suc- 
cess is a process which removes paint from 
the pulverised plastic. 

After pulverisation the material is 
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melted down and formed into pellets from 
which other parts can be made. At the 
moment, these are either used to make a 
car's air outlets or to make boxes to hold 
parts on the production lines. But in fu- 
ture, says Shuichi Yamazaki of Honda’s 
Environment and Safety Group, the goal is 
to close the loop, recycling old bumpers 
into new ones. 

The ratio of plastics to other materials 
in Honda cars is currently around 8%, 
slightly above the Japanese industry aver- 
age. This will not drop, says Mitsuru 
Noguchi, a chief engineer with responsibil- 
ity for materials at Honda’s Wako Research 
Centre. But at the same time, “the percent- 
age of plastic will not increase until the re- 
cycling problem is solved.” Car companies 
cannot find answers to this by themselves. 

So if not plastic, how about aluminium? 
Surely there are fewer recycling problems 
with this lightweight metal? Yes, but only 
up to a point. The monocoque body of 
Honda’s NSX sports car is made from four 
aluminium alloys, for instance. 

The two big problems that aluminium 
suffers from are price and process. A kilo- 
gram of aluminium currently costs ¥500- 
600, compared with ¥100-110 for a kilo- 
gram of steel. Because aluminium is only 
one third as dense as steel, the substitution 





... and continued with the sophisticated NSX. 


cost is around double. Since materials ac- 
count for 25-30% of the total cost of a car, 
however, the differential is sufficient to rule 
out aluminium for all but the top end of 
the market. (The NSX sells for around 
US$60,000.) 

The onus is therefore on the metal 
suppliers to try to reduce the cost of the 
material. Since smelting aluminium metal 
from ore is energy intensive, one way to 
do this is to locate smelters close to cheap 
sources of electricity, such as in Canada. 
Using virgin aluminium is obviously more 
expensive than using recycled metal. So 
true economies will not occur until the 
quantity of aluminium in circulation in- 
creases. Until that happens, buyers of 
aluminium-bodied cars will simply have 
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to pay a premium. 

The other big improvement necessary 
before aluminium can be brought into the 
mainstream is in process technology. To 
stamp a simple steel panel into shape takes 
three shots in a press. Because aluminium 
sheet is prone to fracture, stamping the 
same panel out of the lightweight metal 
takes five shots. To eliminate this problem, 
aluminium makers are working on ways 
of pre-hardening sheets before pressing. 

A second problem is welding. Steel pan- 
els can be joined by spot welding; alu- 
minium ones need to be arc-welded at a 
higher temperature using large pieces of 
equipment. 

At a purpose-built factory next to its 
Tochigi Research Centre 80 km north of 
Tokyo, Honda builds the NSX using a 
combination of ultra-sophisticated equip- 
ment and plain old elbow grease. Output 
is just 25 cars a day, compared with 2,700 a 
day at the highly automated Civic line in 
Suzuka, near Nagoya. At the current level 
of technology, that is about as many as can 
be expected. But in building the NSX, 
Honda has elucidated the problems of 
working with aluminium and accumulated 
invaluable experience in dealing with the 
material. 

In this, the company is being aided not 
only by the aluminium suppli- 
ers, but also by the steel mak- 
ers, several of which have 
teamed up with counterparts 
in the aluminium industry to 
try and adapt their metal- 
processing experience. At the 
same time, the steel companies 
are working hard to produce 
thinner, stronger sheet. 
Noguchi estimates that steel 
used in cars still has the poten- 
tial to shed up to 10% of its 
weight. 

The problems with alu- 
minium persist beyond the fac- 
tory. Repairing a dent in a steel 
panel is straightforward: just 
stick in a screw; pull out the 
screw and out comes the dent. 
Try the same trick with an aluminium 
panel and the metal becomes torn. 

How long will it take to bend alu- 
minium into shape? "At least five years, 
and at most 15," said former Honda execu- 
tive vice-president Shoichiro Irimajiri, in an 
interview conducted before he retired. He 
pointed out that it took Japanese steel mak- 
ers from the mid-1950s until the end of the 
following decade to achieve good results 
in the sheet metal they produced for the 
car industry. 

For the future, Noguchi believes, the 
key issue will be not so much which of the 
three materials — steel, aluminium and 
plastic — will predominate, but how to 
achieve the best balance between them. 

m Bob Johnstone 
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COMPANIES 3 


Riding the 
Asian wave 


Honda has followed the same busi- 


ness strategy wherever it has ven- . 


tured. First, establish a strong base 


with motorbikes, then upgrade facili- 


ties to produce cars when the time 
comes. 

The strategy has a lot to com- 
mend it. The benefits include an ac- 


cumulation of management cedo, of | 


p manufacturing technol- 


local government. In addition, the 


local market and how to sell into it. 

In Asia, the company is once 
more pursuing this tried-and-tested 
formula and experiencing rapid 
growth. Honda’s motorcycle pro- 
duction in Southeast Asia rose by 
more than 10% to 1.6 million units in 
1991, almost half the company’s 
worldwide total. And it predicts 
production will increase again this 
year, to 1.8 million units. 

The dramatic n in mo- 
torbike sales characterises what 
Honda calls Asia's first wave of mo- 
torisation. The company expects the 
second wave — when demand 
switches from motorbikes to cars — 
to begin by the end of the decade. 

Honda's production of cars in 
East Asia (outside Japan) is small but 
growing. Total 1992 production ca- 
pacity is 85,000 (up from 68,000 in 
1990), the bulk of it in Taiwan. 

For the moment, motorbikes are 
the thing. Though they account for 
only 12% of its total sales, Honda is 
the world's ucer of mo- 
torbikes, with over half the global 
market. In Southeast Asia, the com- 


sia (63,000) and the Philippines | 


(13,000). 
This year, Honda expects South- 
east Asian motorbike sales to grow 


by 15%. osi iud eee Bs 
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COMPANIES 4 


A leaner burn 


Car maker weighs performance against pollution 


onda’s emergence as a formidable 
H competitor in the car industry dates 

back to 1971 and the announce- 
ment of its compound vortex controlled 
combustion (Cvcc) engine. This was the 
first engine to meet the standards set by 
the US Clean Air Act. In addition to being 
first with a solution to the emissions prob- 
lem, Honda had also adopted a radically 
different approach to the technology. 

While rivals like Toyota eventually 
plumped for catalytic converters to clean 
up exhaust gases, Honda decided to tackle 
the problem at source — within the engine 
itself. By the use of a small auxiliary com- 
bustion chamber, the company’s engineers 
were able to hold down the temperature in 
the main combustion chamber and so re- 
duce the formation of nitrogen oxide, the 
most noxious exhaust gas. 

In concentrating on emissions, however, 
Honda lost sight of fuel economy. A new 
generation of engineers at the company 
argued that using a catalytic converter in- 
. stead would result in better fuel economy. 
- Honda's president, Nobuhiko Kawamoto, 
who was then in charge of engine design, 
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"By Elizabeth Cheng in Shenzhen 


. As investors throng Shenzhen's modern 
Seaia exchange, a young hustler dis- 
_ tributes fly sheets announcing the new El 
.. Dorado. Foreign-exchange trading, trum- 
pe his posters in the time-honoured fash- 
ion of the dream pedlar, " little 
E investment to make huge profits." 
— Behind the hyperbole and dubious 
sales pitch lies an undeniable fact. Cur- 
. rency trading is becoming big business in 
Sede de China. Guangdong province, in 
i à particular, is awash with foreign ex- 
. change; last year, it accounted for around 
. 40% Eu the couma export earnings of 





was reluctantly forced to discontinue fur- 
ther development of the CVCC. 

Engine technology remains Honda's 
strongest suit, with Formula One racing 
providing the test bed. The company dem- 
onstrated this prowess with the announce- 
ment in mid-1991 of the VTEC-E, a 1.5-litre 
“lean-burn” engine that Honda engineers 
claim is three or four years ahead of its 
rivals. Lean-burn engines work using a 
higher-than-usual proportion of air mixed 
with the fuel they consume. 

VTEC-E reduced fuel consumption com- 
pared with its predecessor by 20% in town 
and by almost 30% on the open road. As 
the name suggests, VTEC-E derives from an 
earlier effort known simply as VTEC, a high- 
performance engine. VTEC-E is economical 
with fuel but does not sacrifice much 
power. 

The new engine was developed in re- 
sponse to environmental concerns. The 
trick is to achieve the optimal mixture of 
fuel and air, then to make sure that the 
mixture ignites rapidly within the combus- 
tion chamber to produce adequate power. 
It is difficult to achieve rapid combustion 


p in China 


a month. In a country where the average 
monthly wage is Rmb 300-500, the risk of 
being caught seems warrantable to these 
currency mules. 

Much of the money is exchanged with 
joint ventures, export-processing opera- 
tions or entrepreneurs. The state-run, 
bureaucratic swap centres are largely 

as the figures for last year dem- 
onstrate. The centre at Canton, the pro- 
vincial capital, traded only US$1 billion, 
while the Shenzhen office exchanged 
US$2.7 billion. Shanghai, the biggest swap 
centre in the country, traded US$2.6 bil- 
lion. 

The swap centres are generally re- 
stricted to enterprises with business inter- 
ests in China, and buyers and sellers are 
usually matched before trading opens. 
Since last year, individuals have been al- 
lowed limited access to the swap market. 

To meet the demand for foreign- 
exchange facilities, the authorities in 
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at low speeds in a four-valve engine, when 
the supply of fuel is at its smallest. Honda 
solved the problem using a technique de- 
veloped for the NSX sports car. 

At low revs, one of the two intake 
valves is taken out of action under elec- 
tronic control (which accounts for the en- 
gine's name: valve timing, electronically 
controlled). With a single valve, it is easier 
to achieve the ideal distribution of fuel mix- 
ture inside the chamber. The VTEC-E is an 
engineering feat, but there are several ques- 
tions about its future. In Japan, the issue is 
whether consumers are ready for an envi- 
ronment-friendly engine. 

"Power wars" are still raging between 
Japanese car manufacturers striving to 
outdo each other in engine performance. 
So Honda is being cautious, equipping just 
5% of 1992 Civics with the new engine. But 
sooner or later, demand for low-emission 
cars will increase, Civic supremo Hiroyuki 
Itoh believes. 

In the US and California in particular, 
the question is the extent to which vTEC 
can be improved. California stipulates that 
car exhausts emit no more than 0.4g of ni- 
trogen oxide per mile. The best that VTEC-E 
can do is 1g per mile, which is good 
enough for everywhere else. 

But in California, the engine must be 
specially modified to meet the limit. This is 
done by recirculating exhaust gases 
through the combustion chamber, but only 
at the cost of reducing fuel economy, by 
up to 7%. Thus the biggest challenge that 


Guangdong are seeking permission to set 
up 33 swap centres in the second half of 
the year, according to news reports in 
Canton. Japanese, Hongkong and US cur- 
rencies would be traded initially. 

Canton mayor Li Ziliu is pushing for 
even more radical initiatives. He has peti- 
tioned the central government to delegate 
authority to the city to operate a foreign- 
exchange market open to enterprises and 
individuals. 

Guangdong leaders may also have a 
hidden agenda: they would like a foreign- 
exchange network in place before foreign 
banks are given the go-ahead to operate 
renminbi-denominated business. 

China's central bank officials have in- 
dicated that the cities of Canton, Dalian 
and Tianjin may be the first to allow for- 
eign banks into the local currency market. 

All this foreign-exchange activity has 
not gone unnoticed by the new breed of 
entrepreneur sniffing the air for new lu- 
crative options in southern China. 

Illegal finance houses, many of which 
were set up by Hongkong operators, were 
the target of a crackdown by the Shen- 
zhen government only four months ago. 
Now they have resurfaced, emboldened 


21 MAY 1992 


Honda’s engineers now face is to get nitro- 
gen-oxide levels down, through the deve- 
lopment of innovative catalytic converters. 

Beyond that, however, lies an even 
greater challenge. California’s legislators 
have decreed that, by 1998, car makers 
must derive 2% of their sales from vehicles 
that emit no pollutants. This means vehi- 
cles powered by alternative fuels. 

Some argue that Honda, having dedi- 
cated itself to the improvement of the con- 
ventional car engine, is poorly placed with 
respect to alternative technologies. Espe- 
cially by comparison with Mazda, which is 
concentrating on hydrogen-fuelled vehi- 
cles, and Nissan, which is close to com- 
mercialising an electric-powered car. 

Honda counters that it is doing as much 
work on alternative fuels as anybody else. 
In January, the company introduced two 
alternative-fuel research vehicles. One was 
a flexible-fuel vehicle, designed to run on 
85% methanol, 100% petrol, or any combi- 
nation of the two fuels. The other car runs 
on compressed natural gas. 

Honda is also developing solar-pow- 
ered racing cars. In the 1990 World Solar 
Challenge Race held over 3,000 km be- 
tween Darwin and Adelaide, the compa- 
ny's entrant came second. Honda claims 
that the only reason that its car did not 
come in first was that it mistakenly as- 
sumed that Australian sunshine was con- 
tinuous and so equipped the car with small 
batteries. It will not make the same mis- 
take in next year's race. m Bob Johnstone 
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nate nancial institutions, how- 


ever. On average, there is one financial 


outlet for every 300 residents. But they 


lack imagination in the services they of- 


fer. 
The gap has been filled by the likes 


-of Hong Song Investment. It claims to 


É 


be associated with three research and 


management companies in Hongkong, 
and five property and financial compa- 


nies in Australia. It is not affiliated with 


any banks in China and is not super- 


m—— ceca body. 
To reel in the potential punter, a tan- 


talising example of the easy profits to 
be is given. For a minimum 


margin deposit of HK$8,000 (US$1,025), 
an investor could trade a contract of 
DM 125,000 (US$76,080) against a US 
dollar equivalent, paying a transaction 
fee of US$36. If he had done this on 3 
April, he would have made a 37% profit 
dece that renye movements in the ex- 
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Profit and the prophet 


Indonesian bank offers no-interest services 


By Adam Schwarz in Jakarta 


ank Muamalat Indonesia 
B (BMI), Indonesia's first Islamic 

bank, met with a mixed reac- 
tion when it opened its doors for 
business on 1 May. While many Is- 
lamic groups welcomed the new in- 
stitution, saying it would draw new 
funds into the banking system, bank- 
ers criticised it as being too risky, and 
political analysts labelled it a thinly 
veiled attempt by the government to 
woo Muslim support. 

The financial sector in Indonesia, 
home to the world's largest Muslim 
community, has risen sharply in the 
past five years, with funds in the sys- 
tem increasing by more than 200% in 
1987-91. Supporters believe BMI will 
attract business from those Muslims who 
object to placing their money in banks that 
violate the Islamic proscription on charg- 
ing interest on loans. 

The principle of Islamic banking is 
founded on a verse in the Koran in which 
the Prophet Mohammad forbids the prac- 
tice of usury. “Usury and interest are syn- 
onymous in Islamic terminology,” Seyed 
Ali Asghar Hedayati, a faculty member at 
the Iran Institute of Banking, said at a Ja- 
karta symposium in October. While a more 
moderate interpretation defines usury as 
excessively high rates of interest, BMI sub- 
scribes to the stricter view. 

The issue is sensitive in Indonesia be- 
cause the existence of one Islamic bank 
suggests that conventional banks are vio- 
lating Muslim teachings. “BMI is an alter- 
native for Muslims,” says the bank’s man- 
aging director, Maman Natapermadi. “If 
they switch to us, then Allah will forgive 
them [for banking at conventional banks]. 
If they don't switch, then they run the risk 
of [Allah's] punishment." 

An Islamic bank works on a profit-shar- 
ing principle. Depositors, treated as inves- 
tors, are allocated a return based on how 
profitably the bank invests their money. On 
the asset side, an Islamic bank acts like a 
venture-capital investor, injecting funds 
into companies instead of loans. Islamic 
banks also participate in a kind of trade 
financing in which they buy goods and sell 
them, at a mark-up, to customers. 

BMI divides its assets into three kinds: 
trade finance, venture capital-type invest- 
ments and “benevolent lending," in which 
the bank lends to customers who must re- 
pay the principal, but with no interest or 
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Islamic bank depositors share profits not interest. 


additional charges. 

Trade finance is the simplest to com- 
pute. Instead of lending money to custom- 
ers for purchases of raw materials or capi- 
tal goods, BMI acquires the items on its own 
behalf and re-sells to the customer at a 
higher price. The mark-up usually will be 
equivalent to the rate customers would pay 
elsewhere for conventional financing. 

For its venture-capital investments, BMI 
will provide start-up capital, and the client 
will manage the business. "Together, we 
share the risks and rewards," Nataper- 
madi. 

To depositors, BMI offers products that 
are similar to demand and saving deposits, 
In an Islamic bank, the latter are called 
profit-sharing deposits and are distin- 
guished by the absence of a pre-deter- 
mined reward. 

Theoretically, the return that depositors 
receive depends on how well the bank “in- 
vests” its available funds. The bank and 
the depositor agree to a “revenue-sharing 
ratio” which stipulates how much of the 
bank’s profits are kept and how much are 
to be paid out to the depositor 

In practice, BMI's depositors will receive 
a return close to that offered by conven- 
tional banks. “We don’t want our deposi- 
tors to make less than they would make 
elsewhere,” says Natapermadi. Periodi- 
cally, BM! will adjust the revenue-sharing 
ratio so that the portion of profits allocated 
to depositors will be close to the rate of 
interest offered by other banks. 

However, BMI has come in for criticism 
from several quarters. The success of BMI's 
system depends on the bank's ability to 
predict its own earnings and adjust the rev- 


says 










tself to trade financing. Venture capital is 
other matter. Regulators worry that BM1’s 
positors may be unaware ‘that their 
money is being used in investments that 
! more risky than conventional banking 
roducts. 

~ At an October 1991 seminar, Ali Yasseri, 
'« Vice-principal of the Iran Banking Institute, 
highlighted the dangers of this type of in- 
*. vestment for Islamic banks: "[Profit-shar- 
ing lending involves] a basic, unfamiliar 
^. venture by the Islamic bank into as yet 
. unknown territory, about which the nor- 
_ .mally trade-oriented bank has little grasp 
< -and even less experience and expertise.” 

: For the time being, BMI says it will en- 
-. gage only in trade financing. Before its 
| opening, the bank created what Nata- 
^ permadi calls "Islamic acceptance bills" 
which are similar to bills of exchange that 
trade at a discount. BMI makes money by 
uying these bills from banks at a discount 
nd redeeming them at full value on matu- 
/. BMI says it made US$2.7 million by 
ing in these bills in the six months be- 
e bank's official opening. 

"ulators are also wary of Islamic 
$ because of the difficulty in protect- 
epositors. Existing prud ential regula- 
are inappropriate for an Islamic bank 
loans, deposits and other items are 
ed differently. 

f BMI can mobilise a lot of money that 
'uldn't otherwise enter the banking sys- 
m, that's great," says one Western 
nker. "My problem with Islamic banks 
e Middle East is that ae were not 
erly controlled or regulat 

me commentators see BMI as another 
empt by President Suharto to build up 
pport in traditional Islamic circles. The 
resident made his first pilgrimage to 
Aecca last year and has supported a 
umber of measures desired by Muslims. 
< Abdurrahman Wahid, who heads the 
Nahdlatul Ulama (NU), Indonesia’s largest 
Muslim organisation, says that the estab- 
‘lishment of BMI could strengthen those 
. who want Islam to become a stronger po- 
Us litical force in Indonesia. 

«v President Suharto committed Rps 50 
- million (US$25,000) of his own funds in late 
1991, and a host of government officials 
. and businessmen followed suit. The bank 
has 450 individual shareholders and paid- 
_ up capital of Rps 73 billion. The largest con- 
© -tributor is Bob Hasan, a businessman with 
close ties to Suharto, who is said to have 
invested Rps 25 billion in BMI. 

“Suharto appointed. former trade minis- 
er Rachmat Saleh to head. BM!'s board of 
ommissioners. Natapermadi and Zai- 
ulbahar Noor, both former Citibank ex- 
C cutives, are the top two managers at the 
ank, which has received technical assist- 
nce from Islamic banks in Saudi Arabia, 
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Crowing comrades 


ietnam's economic reformers fi- 

nally have something to crow 

about. In the first quarter of this 

year, inflation fell sharply and 
the country’s currency strengthened sub- 
stantially. 

Inflation, which reached nearly 70% in 
1991, had fallen to an annualised rate of 
around 40% by April. The reduction was 
achieved partly by the government's deci- 
sion to slow money growth by curtailing 
credit to state-run enterprises, many of 
which suffer chronic financial losses. 

Tighter control of monetary growth 
helped the government bolster the value of 
the currency to Dong 11,230: US$1 in early 
May from Dong 14,700 late last year. 
Heavy demands for hard currency to pay 


Slide arrested z 





for imports, many of which had long been 
supplied by the former Soviet Union at 
concessionary prices, caused the dong to 
lose nearly half of its value last year. Con- 
tinued large-scale smuggling and the high 
demand for foreign exchange in Cambodia 
around the time of the October 1991 peace 
agreement caused an additional drain on 
the country’s hard-currency reserves. 

The government began strengthening 
the dong by selling about US$200 million 
of gold and foreign exchange on the do- 
mestic market, curtailing imports of con- 
sumer goods, pressing domestic companies 
to deposit their hard currency in banks and 
establishing the country’s first foreign-ex- 
change centres. State Bank of Vietnam, the 
central bank, also restricted the withdrawal 
of deposits, but this move prompted wide- 
spread dissatisfaction among companies 
that had difficulty getting cash to buy 
products for export. 

In other positive news for the economy, 
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two good grain harvests in a row have 
helped stabilise the price of rice, which ac- 
counts for 25% of Vietnam’s consumer 
price index. The government expects this 
year's early harvest in the fertile Mekong 
Delta to produce more than 4.5 million 
tonnes, up more than 500,000 tonnes from 
the year-earlier harvest. 

Several factors, however, could fuel a 
new inflationary spiral. One is the doubling 
of the price of electricity in March, which 
will cost producers an additional Dong 
1,000 billion this year. 

A bigger threat is the continuing large 
government budget deficit, which is esti- 
mated to reach about Dong 1,600 billion 
this year. Economists say the government 
will cover this shortage by borrowing from 
state banks and by selling treasury bills and 
bonds, rather than by printing more money 
as it did in the past. 

Royalties on growing crude-oil exports 
have partially offset the loss of aid from 
the former Soviet Union. But the govern- 
ment still faces the difficulty of establish- 
ing a new tax system to replace cash trans- 
fers from state enterprises as the main 
source of government revenue. 

The IMF has reported that the govern- 
ment cut its spending to 11% of GDP in 
1991, down from 19% in 1988. Much of this 
saving resulted from cuts in capital expen- 
ditures and the freezing of wages for state 
employees, whose real salaries have de- 
clined 65% in the past two years. 

Exports in the first quarter of 1992 
reached US$420 million, up 25% from a 
year earlier, when the country was severely 
hit by the loss of its Soviet market. Because 
more than one-third of Vietnam's exports 
are agricultural products, most of which 
are sold in the second half of the year, the 
Ministry of Commerce is confident that 
exports will reach US$2.3-24 million this 
year, up from US$1.97 billion last year. 

Although interest in foreign investment 
continues to grow — the government has 
issued 414 licences valued at US$2.9 billion 
in the past four years — actual disburse- 
ments remain small. The IMF estimates an- 
nual spending by foreign companies at 
only about US$120 million because of the 
country's weak infrastructure and bureau- 
cratic bottlenecks. 

Industrial production, which fell more 


than 5% from 1989-1991, appears to have 


rallied recently. Output from industries 
controlled by the government rose 19% in 
the first quarter. This growth was led by 
an increased production in crude oil, steel, 
electricity and coal. w Murray Hiebert 
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If vou're stepping up your 


business activities in Europe or 


Asia, talk to the people at 


EacBen. Because we know how 


demanding the Europe-Far 
East trade can be, we're orga- 
nised as a one-line carrier, 
which makes for service that’s 
as efficient as it is attentive. 
We call direct each week at 
ports stretching from Gothen- 
burg to Tokyo and serve 
dozens of other locations by 


road, rail and feeder. And 
throughout the journey we 
track your cargo with one of 
the most advanced logistics 
systems ever developed. 

You'll find that EacBen can 
help you in the markets you 
already know—and the ones 
you re planning to reach. 


EacBen €? 
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For more information, tick the appropiate 
box(es) and return to: 


Sales Department, 

EacBen Container Services Lid, 

EAC House, 88 Main Road, Sundridge, 
Sevenoaks, Kent TN14 6ER, United Kingdom 


[] Please send me a brochure about EacBen. 
[] Please ask an EacBen agent to contact me. 
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Title 


Company 





Address 


Telephone pr - 
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“Opportunities - 


can stare you 
in the face 
one day...and 
blow up in your 


face the next.” § 
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The splurge to merge 





HSBC shareholders wary of Midland bid 





By Michael Taylor in Hongkong 


ith the bid by Hongkong & 
W Shanghai Banking Corp. (HSBC) 

Holdings for Britain's Midland 
Bank looking increasingly likely to succeed, 
it is becoming apparent that the merger 
package might appeal to the bank's Hong- 
kong management more than it does to its 
disenfranchised shareholders. But as no in- 
dividual is allowed to hold more than 1% 
of the bank's equity, shareholder democ- 
racy is not likely to be a feature of this deal. 

In effect, HSBC is offering to trade sav- 
ings accumulated during 126 years of 
banking in Asia in return for Midland 
Bank's "goodwill." Judging from the price 
of HSBC shares, however, the market is as- 
suming that the Midland bid (Lloyds Bank 
may make a counter-offer) will prevail and 
it is discounting the possibility of any 
added profits, or indeed value, from the 
British clearing bank. 

On the brighter side, the current share 
price reveals that HSBC is undervalued by a 
market depressed at the short-term pros- 
pect of an enlarged HsBC Group. Any 
lightening of the gloomy view of Midland 
could put 25-40% on the HsBc share price. 

This is the story the numbers show: 
HSBC intends to pay around £4.00 
(US$7.20) for each Midland Bank share — 
though this figure will rise and fall with 
the Hongkong bank's share price — which 
represents a premium of 34% to the British 
lender's asset value. In short, HSBC would 
pay £1.1 billion (HK$15.5 billion) more 
than its merger partner is worth, a hefty 
outlay for "goodwill." 

According to information disclosed at 
the time of the offer, the hitherto hidden 
reserves of the HSBC group total HK$16.6 
billion (USS2.1 billion). Adjusting for mi- 
norities, and stripping out the undisclosed 
capital of HSBC's 61.5% subsidiary Hang 
Seng Bank, the reserves attributable to 
shareholders total HK$13.9 billion. 

If these reserves were put on deposit in 
Britain at money-market rates, they would 
generate about £100 million a year. If the 
£3.3 billion which the proposed takeover is 
to cost were put on deposit, it would earn 
around £330 million a year, starting imme- 
diately. By contrast, the offer document es- 
timates that after initial immediate costs of 
£390 million, the benefits of the merger 
would amount to £300 million a year by 
1996. 

These calculations make the bid un- 
popular with HSBC shareholders and, to- 


gether with a long-held lack of enthusiasm 
for the bank's globalisation policy, have 
acted for years as a drag on the bank's 
share price. On fully disclosed earnings of 
HK$5.25 a share, the present per-share 
price of around HK$43.50 equates to a low 
price-earnings (p/e) ratio of around eight. 
If HK$1.6 billion in 1991 losses from ill- 
starred overseas ventures are excluded, the 
historic p/e would be under seven times 
earnings. 

By comparison, Hang Seng Bank is 
trading at a p/e of 142 times historic 















earnings. If HSBC were to trade at that ratio, 
its shares would swap hands for HK$74.55. 
Were it somehow to shed its loss-making 
subsidiaries, such as Hongkong Bank of 
Australia, the counter would trade at 
around HK$88.50, double its actual price. 

The difference in market ratings be- 
tween HSBC and Hang Seng is currently 
HK$50-73 billion. This, in effect, is the cost 
to shareholders of the bank management's 
globalisation strategy. 

Can this despair be justified? In the 
short term, yes. The trend of Midland 
Bank's shareholders' funds is bad enough, 
showing a fall from £2.6 billion at end-1987 
to £2.4 billion at end-1991. Looked at more 
closely, the record is even bleaker. 

At end-1986, shareholders' funds stood 
at £2 billion. The following year, in a bid to 
shore ' balance sheet, Midland raised 
a further £1.1 ome holding an 
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(unpopular) £700 million rights issue and 
later by issuing 80.6 million new shares to 
HSBC, raising a further £382 million. Mid- 
land has since lost 70% of that money — 
only £330 million remains. 

Neither is there any cheer to be gleaned 
from the short-term effect Midland would 
have on the asset backing of HSBC's shares. 
Currently, HSBC's shareholders’ funds total 
HK$70.1 billion, plus about HK$8.7 billion 
in unrealised capital gains. This works out 
at a net-asset value of HK$48.35 a share. 

Calculating the asset backing per share 
of any post-merger HSBC is more difficult. 
At end-1991, Midland Bank had £2.4 bil- 
lion in shareholders’ funds, from which 
must be subtracted £226 million to adjust 
for the inflated book price of its property 
holdings. HSBC already owns 14.1%, so the 
added value is £1.8 billion. 

From that figure, the costs of post- 
merger restructuring (£190 million) and a 
one-off tax charge of £200 million must be 
deducted, leaving a total of just over £1.4 
billion. At the current exchange rate, 
the estimated value added from the 
merger would be HK$19.8 billion. On 
this basis, HSBC shareholders would 
have funds of HK$98.6 billion if the 
merger goes through. 

Depending on how many investors 
demand HSBC's shares (rather than 
shares plus bonds), the equity base 
would comprise 2.33-2.46 billion 
shares. The post-merger asset value per 
share would thus fall to HK$40.09-42.27 a 
share — a drop of 12.5-17%. 

None of the above is to say that HSBC's 
globalisation strategy and the Midland 
Bank bid is not in the long-term interests of 
its shareholders. Although Midland has 
been cursed in recent years, the market is 
probably too pessimistic about the pros- 
pects for the British banking system. 

The view that Britain is "overbanked" 
should not be accepted without examina- 
tion. The argument rests on the recent, 
poor profit performance of British banks, 
and the necessity of cutting operating costs 
to recover their lost vitality. Although this 
approach may help solve the problem, it 
has little to say about the causes of it. 

In Midland's case, its problem does not 
lie primarily in its cost base, but in its 
persistent lending to losers. In the past 
three years, Midland has made operating 
profits of £2.6 billion, only for them to be 
engulfed by bad-debt charges totalling £2.8 
billion. 

Bad debt is the product of Britain's slip- 
pery grip on monetary rectitude, with its 
repeated booms and busts. One of the ben- 


efits of sterling joining the Exchange Rate — 


Mechanism of the EC is that it will be al- 
most impossible to indulge in monetary 
excesses. If so, there is no reason why the 
British clearing banks should not again live 
up to the earnings potential suggested 
their operating profits. 
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Double dealings 


Indian stock crash leads back to bond scams 


oe T 
in Bombay 


nder the whirling » fans of the central 
bank’s Public Debt Office in Bom- 
bay, clerks toil over heavy ledger 
* books. Referring to notes brought from 
-' commercial banks, they enter by hand the 
-details of transfers of government securi- 
ties. Then they send out a confirmation, 
called a Special General Ledger (SGL ) note, 
by mail. When a discrepancy is noted the 
central bank clerks bounce the transactions 
and notify it, also by letter. 
3 In theory, the : system is slow but safe. In 
-> practice, a recent scam shows that the sys- 
- tem can rapidly unhinge, even for sophis- 
ticated foreign bankers. And it helps to 
- account for the recent nosedive in the 
Bombay stockmarket. 
. . The commercial banks are required by 
the Reserve Bank of India (RBI), the central 
. bank, to register an SGL note if they buy or 
sell such securities. As Finance Minister 
. Manmohan Singh is appalled to be learn- 
ing, less formal dealings have invaded the 
books of financial institutions. 
Banks have been carrying out short- 














term swaps of government bonds using a 
form of interbank paper called banker's 
receipts as proof of ownership, and catch- 
ing up with the RBI paperwork later. The 
system worked on a large measure of trust, 
and that trust has been abused. One scan- 
dal that has come to light may involve as 
much as Rs 50 billion (US$1.4 billion) in 
securities missing from portfolios. 

The affair is already taking its toll of 
senior bank executives. Chairman M. |. 
Pherwani, the chairman of the National 
Housing Bank (NHB, a fully owned RBI 
subsidiary charged solely with creating a 
secondary mortgage market), is resigning 
to take responsibility for the bank's appar- 
ent loss of Rs 3.4 billion through improper 
bond dealings. 

What appears to be unravelling is a se- 
curities market operation known as the 
"double ready forward deal" It begins 
when a broker gets wind of an impending 
rise in interest rates on government securi- 
ties, cutting the market price of long-term 
paper. There have been three such in- 
creases announced by the RBI over the past 
six months. The broker enters an informal 
swap, exchanging low-vielding short-term 
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bonds owned by Institution A for higher- 
vield bonds held by Institution B, with the 
broker paying for the difference in interest 
rates between the two. 

He then short-sells the high-yielding se- 
curities. When the rise in interest rates 
takes place, the broker is able to buy back 
the high-vielding securities from the mar- 
ket at a lower price and return them to 
Institution B. The broker returns the low- 
yielding securities to Institution A. The 
brokers profit comes from the short-sale 
of the higher-vield securities, minus the in- 
terest-rate differential he has paid. 

The broker alleged to be at the centre of 
these dealings is Harshad Mehta, a flam- 
boyant operator in Bombay who has 
played a pivotal role in the recent stock- 

market boom. The problems in the bond 
market came to light when executives at 
the State Bank of India noted unexplain- 
able shortages of securities in the market 
after an increase in the government-bond 
interest rate on 17 March. 

It took nearly two weeks to receive a 
statement of the bank's SGL holdings from 
the central bank. These turned out to be Rs 
6.2 billion less than the total entered in the 
State Bank's own register. A treasury ex- 
ecutive is then said to have confessed he 
had registered the acquisition of securities 
only on the strength of banker's receipts 
from Mehta. Many of these receipts had 
not even been given to the State Bank. 

Mehta was called in and asked to 
square the Rs 62 billion difference, which 
he did in one week. But this has led to 
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further irregularities appearing in the ac- 
counts of other state banks. Mehta is said 
to have obtained Rs 3.4 billion from the 
NHB by handing over banker's receipts 
from several banks including ANZ 
Grindlays, Citibank and the State Bank of 
India. In return, NHB gave him cheques 
addressed to these banks. 

Staff at these banks are said to have 
paid the cheques directly into accounts 
held by Mehta, without the normal cover- 
ing note from the originating bank au- 
thorising the release of the money. The NHB 
now has been told by these banks that they 
have no records of such transactions, which 
would suggest that the banker's receipts it 
was given are spurious. 

As well as direct losses, institutions 
have suffered from a near paralysis of the 
government securities market. Borrowing 
has been disrupted by an urgent call on 
funds by stockbrokers trying to square ac- 
counts before the RBI catches them with 
unreconciled positions in the bond market. 
The brokers' scramble for cover has rapidly 
deflated the stockmarket. The Bombay 
Sensitive Index fell to 3,101 on 12 May from 
its peak of 4,546 on 2 April. 

The ramifications of the scandal are to 
be investigated by a team headed by RBI 
Deputy-Governor R. Janakiraman, whom 
Finance Minister Singh has ordered to de- 
liver an interim report by 19 May. The RBI 
is also looking into the role allegedly 
played by several foreign banks, which 
may have bent the rules to help brokers 
clear cheques from state banks. = 


3%. Although Napocor pointed out that 
the reduction was possible because of a 


80-centavo per litre cut in bunker fuel, 
the move will still result in the com- 
pany’s cash deficit of P2.2 billion by 
year-end 


The Napocor tariff cut further weak- 
ened the capabilities of the company to 
come to terms with the country’s power 
crisis. In its six-year-tenure, the Aquino 
administration has overseen the con- 
struction of just one power plant to 
catch up with the country’s growing 
demand for power. 

Officials at the World Bank, which 
the government is relying on to provide 
loans for the country’s power pro- 
gramme, have been critical of Aquino’s 
decision to lower the Napocor tariff. 
“The cut in electricity prices will place 
the incoming government with an im- 
mediate agenda it will need to address, 

the fiscal and financial viability 
of enterprises such as the power com- 
pany,” complains Gautam Kaji, head of 
the World Bank’s operations for Asia in 
Hongkong. “I would have hoped that 
would have been avoided.” a 
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he money washers 


A US Securities and Exchange Commission (SEC) decision on 6 May to charge Pa- 
kistan with offering unregistered bonds, apparently intended for money launder- 
ing, has raised some important questions. On the face of it, both actions seem 
justified, Pakistan needs to lure back money that was sent abroad at a time when 
such capital exports were illegal. And the US has a legitimate interest in ensuring 
that crime does not pay. So where should the line be drawn? 

From the US viewpoint, the chief issue is preventing criminals — drug dealers 
in particular — from enjoying their ill-gotten gains. But by going after the Pakistan 
Government, whose advertisements were blatantly targeted at money launderers 
(“No Questions Asked,” said one), American authorities are merely attacking a 
symptom, one stage removed, rather than the cause of the problem. 

The underlying sickness of, say, drug abuse in the US may be extraordinarily 
difficult to treat. But attacking something like money laundering is hardly less 
complex. Money is fungible, after all. It can be deposited anywhere in the world 
and moved to another location at the press of a button. Hongkong's banking 
commissioner is ing guidelines for banks on the handling of hot money, but 


it must be doubted that new rules will have much effect. This does not mean that 
regulators around the world should not bother about the problem. Indeed, they 
should try harder to coordinate their efforts. But miracles should not be expected 
to emerge from these attempts. 

Where does that leave Pakistan? Well, it should try again to sell its bonds 
around the world (unregistered bonds are outlawed in the US), but this time aim 


PAKISTAN 


to be a bit more subtle about whom it is 
trying to attract. Nobody knows how much 
money was spirited out of the country when 
it was forbidden to do so, but officials put 
the figure at US$17 billion. Pakistan is not 
the only country to suffer this kind of leak- 
age. Indian authorities guess that about 
US$100 billion worth of illicit money is lying 
offshore. Indonesians reckon that US$60 
billion has been squirrelled away. 

In Indonesia's case, there are virtually no 
exchange controls, because the government 
was wise enough to know that the money 
would move abroad whatever barriers were 
placed in its way. So the offshore funds are 
not illicit in the same way as those of places such as India. But they nonetheless 
represent a net loss of resources to a country that relies heavily on foreign aid. 

Pakistan and India have moved towards liberalising foreign-exchange controls 
in the past year. They realise that this makes it easier to take money out of their 


countries, but this is the risk they have to take to bring it back in. 

What all these countries share is a perception on the part of domestic investors 
that the balance between risk and reward is tilted in favour of holding money 
offshore. In the case of Indonesia, the ones who feel jittery are the ethnic Chinese, 
who hold most of the wealth but comprise just 4% of the population. 

For India and Pakistan, ethnic envy is less important than a general anxiety 
about lawlessness, and in economic terms, the risks of keeping money within the 
country have far outweighed the rewards of investing it domestically. Interest rates 
have been kept artificially low on deposits held with banks that are technically 
insolvent. Pakistan has moved further and faster than India to address these | 
problems, by selling off state banks and allowing privately owned ones to compete — 
with them. Interest rates, too, are being liberalised. But it still has miles to go to 
clean up a financial system that is riddled with graft and mismanagement. 

By one important measure, it is even more lacking in resources than Ini 
Pakistan's savings comprised 10.3% of GDP in 1981-90, among the lowest in the - 
world. If it is to mobilise more of its own resources, it must provide more rewards 
to gees helping to set up a financial system people deserve. m Nigel Holloway 
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1 Safety in numbers 


Bail-out heightens Japanese banking fear. y 


By Anthony Rowley i in n Tokyo 


hy is it taking some of Japan's S 

biggest commercial banks to 

rescue Taiheiyo Bank, a small 
institution that any one of them might have 
easily absorbed? The answer appears to lie 
in the generally weakened state of the Japa- 
nese banking industry now that asset 
prices have collapsed. 

Taiheiyo is being bailed out by a quar- 
tet of city banks — Sakura, Fuji, Sanwa and 
Tokai —- because of its outstanding loans 
to Japan’s troubled real-estate sector, where 
values have plummeted with the collapse 
of asset inflation. But Taiheiyo, a second- 
tier regional bank based in Tokyo, is not 


^ alone in its trouble. 


. Many more of the country's 68 second- 
“tier regional banks also have bad-loan 
problems. Moreover, Bank of Japan (BOJ, 
the central bank), is believed to have at 
least 10 banks — Taiheiyo among them — 
on its watch list of troubled financial insti- 
. tutions. Second-tier regional banks are of 
especial concern to the BOJ because most of 


their deposits are collected from the house- 
hold sector. 

Taiheiyo was the last of Japan's so- 
called mutual banks to convert itself into a 
second-tier regional bank. The designation 
has an enhanced status, and it is in line 
with the ambitions of former president 
Chihiro Kobayashi, who pushed the bank 
into real-estate loans. 

The main vehicle for this credit was the 
now defunct realestate agency Mogami 
Kosan, to which Taiheiyo loaned about Y56 
billion (US$419 million), five times its legal 
limit to one customer. When Mogami 
Kosan’s loans went bad, most of them were 
channelled into Chiyoda Factoring, a 
Taiheiyo subsidiary. The four city banks 
involved in the Taiheiyo rescue have al- 
ready loaned ¥93 billion to Chiyoda, and 
none of them is believed to have received 
either principal or interest payments. 

Kobayashi was replaced as president by 
a former Sakura bank official, Masuo 
Nakagawa, after he fell foul of the Finance 
Ministry when the bank first got into trou- 
ble in 1986. Problems, however, have con- 
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tinued to mount. 

Under a rescue package still to be fully 
disclosed, the four city banks will make 
low-interest loans to Taiheiyo to bolster the 
ailing institution’s profits by several bil- 
lions of yen a year. In addition, the BOJ is 
expected to support Taiheiyo through its 
official discount-rate mechanism. 

Although all four city banks are equal 
5% shareholders in listed Taiheiyo, Sakura 
is the lead financial institution in the res- 
cue, as it has been in loans to Chiyoda. 
Sakura is also seconding directors to 
Taiheiyo. 

This four-bank structure worries some 
analysts. Brian Waterhouse of broker James 
Capel in Tokyo says that even though it 
has been taken for granted that no Japan- 
ese bank would be allowed to fail, it was 
assumed that, in the worst case, this would 
be through a merger with a stronger insti- 
tution such as a city bank. 

The Taiheiyo case suggests that "there 
may be strict limitations on the financial 
ability of Japan's major banks to absorb 
struggling secondary banks at present," 
Waterhouse says. 

Although Taiheiyo has not failed, the 
portents are not good. Taiheiyo will not 
pay a dividend for the year ended 31 
March. Only two other banks in Japan's 
post-World War II history have likewise 
been forced to pass their dividend. Both 
subsequently had to be taken over by other 
institutions. a 
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= . Tokyo gains confidence a a a Singapore falls as foreign investment tapers off 


aau llongkong rides recent gains to new record a a a Taiwan plummets after rise in 


rediscount rate, and Kuala Lumpur moves sideways in week ending 12 May w a m 
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A: here is a silver lining to the storm 
oe cloud hanging over the Bombay 
Stock Exchange. The market's col- 
lapse from a peak of 4,467 on 22 
April to 3,101 on 12 May is giving pause 
for thought to the bankers who are ready- 
ing India's first Euro-market issues. More 
sober consideration may help them avoid 
the sort of pricing mistakes made in Indo- 
- | nesia, which has soured international sen- 
. | timent towards that market. 
| Four global depository receipt (GDR) is- 
sues are being prepared for Indian blue- 
chip firms following New Delhi's decision 
earlier this year to give international equity 
issues the green light. Petrochemical and 
textile conglomerate Reliance Industries 
was the first to issue a prospectus in early 
| May. The initial talk on pricing of the 
_ | US$100 million issue gives a good idea of 
3f the potentially self-destructive sensibilities 
aeg It also shows that bankers have 
_| learned something from their other emerg- 
IE ng m arkets mistakes. 
Fund managers say Reliance was hop- 
. dn EDU the GDR of Rs 360 
$14), or roughly 34 times the compa- 
ny March 1993 earnings. While 
J “A 1 t might have looked reasonable given 
| e's peak April price of Rs 450, re- 
3 Hiecting a price-earnings S (pie) ratio of 40.6 
| times forward earnings, Shroff thinks that 
| lead underwriters Morgan Stanley and 
| Lehmann Brothers did well to urge a more 
conservative approach. 

As the roadshow for the Reliance issue 
| began in Hongkong in the first week of 
P p the company's share price plum- 

| meted. Wags on Dalal Street, home of the 

| Bombay exchange, say Company chairman 
M “Dhirubhai Ambani had been trying to 

nudge Reliance's shares up to the Rps 500 
"|a share mark before the market's collapse, 

in the hope of getting his GDR floated at a 

.| nice round US$20 a share. 

vip Alas, even as legendary an operator as 
| Ambani couldn't beat the scandal-induced 
| forces of gravity that have pulled Bombay 
| back to earth. Reliance is now trading at 
around Rps 280. And Morgan Stanley, 
"Which will formally price the issue next 
. | week, is now busily testing market senti- 
. | ment for a GDR float in the neighbourhood 
- | of Rps 250-280. That would put the issue's 

p/e in the 14-15.6 times range, not sustain- 
. | able, perhaps, given that Reliance's share 

| price last year was as low as Rps 89, but 
not other-worldly either. 

Shroff presumes that the underwriters 

for the other three issues, which include 

Merrill Lynch and Citicorp International, 
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are also pausing for reflection and recon- 
sidering the thesis that scarcity automati- 
cally translates into a permanent premium. 

The blessing in the guise of a market 
collapse should be gratifying for Indian 
stockmarket regulators. As they inch to- 
wards total market opening, the last thing 
they need is a slew of Euro-market disas- 
ters. Indonesian authorities are still grap- 
pling with the shock-waves emanating 
from the poor performance of Euro-con- 
vertibles issued by Astra International, 
Indorayon, Indocement and Tjiwi Kimia. 
All are trading far below their conversion 
price. 

The stakes are even higher for Indian 
companies than for their Indonesian coun- 
terparts, however. Unlike Indonesia, where 
foreigners can invest directly, most outsid- 
ers can only gain access to the Indian mar- 
ket through four existing country funds. If 


Out of steam 





Indian companies want to reap the bounty 
of institutional funds available offshore 
they would do best to price the GDRs as 
conservatively as possible. 

m Jonathan Friedland 


The bid by Cycle & Carriage Ltd (CCL) for 
Singapore-listed property counter Malayan 
Credit appears to be all over bar the shout- 
ing. By 12 May, CCL had lined up nearly 
49% of the target's shares, all but eliminat- 
ing the chances of a counter bid. 

The speed with which CCL amassed 
Malayan Credit shares is chiefly due to 
deft footwork by its adviser, Schroder In- 
ternational. Schroders found a novel way 
of dispelling any doubts that Malayan 
Credit's bigger shareholders might have 
had about making an early decision to ac- 
cept the bid, rather than waiting to see if a 
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counter offer emerged. 

Selected holders of big share blocks 
were promised that if they sold to CCL at 
its bid price of $$2.25 (US$1.40) a share and 
a new offer subsequently emerged, CCL 
would pay them the difference. This raised 
two scenarios in the event of a counter bid: 
CCL caves in, sells the shares it now holds 
to the new bidder, and passes back its 
profit to the shareholders from which it 
originally bought the shares; or CCL fights 
back with a higher offer, agreeing to top 
up the shareholders who have already 
sold. 

Either way, institutional holders who 
were inclined to back CCL would not be 
penalised for offering their shares early. 
CCL, meanwhile, got a quick and positive 
answer to its offer, whereas any delay 
might have encouraged anyone with 
thoughts of a counter-bid to act. 

Such discriminatory dealings were pos- 
sible only because CCL has yet to make a 
general offer, though it passed the 25% trig- 
ger point on 5 May (Ong Beng Seng, who 
is teamed up with CCL, owned 24% 
through Hotel Properties). Until a formal 
general-offer document is published, a 
company is free to do whatever deals it 
likes. Schroders had nevertheless taken the 
precaution of getting the blessing of Singa- 
pore’s stockmarket watchdogs. 

Now that CCL seems certain to pass the 
50%-mark, effectively winning full control, 
a general offer will be of regulatory signifi- 
cance only. In addition, the “guarantee” 
implied in Schroder's so-called escalator 
clause will never be called, because a coun- 
ter bid is improbable. 

Is this, then, the takeover weapon of the 
future? Perhaps not. It worked for CCL be- 
cause Malayan Credit is a small company 
with several large shareholders who could 
be picked off easily. Those shareholders 
also, presumably, thought 5$2.25 was a 
reasonable price for their shares and were 
not interested in forcing an auction. 

Singapore’s Securities Industries Coun- 
cil (sic) was likewise seemingly persuaded 
that CCL's offer was a genuine one and that 
the tactic did not unfairly discriminate 
against small shareholders selling in the 
market. 

Some analysts are hailing the Schroders- 
CCL tactic as a negotiated "Asian" ap- 
proach to takeovers, free of the grand- 
standing and brinkmanship common in the 
West. Shroff to see more of it — 
but suspects that it will probably escalate 
at the expense of minorities. 

m N. Balakrishnan 






































Last year, consumer prices in eastern 


Germany soared 14.2%, compared with | 


only 3.5% in the western part of the 
country. What do these strongly diver- 
gent figures tell us? 


With few exceptions, the prices of 


goods and services were officially set by 
the government in the former GDR. 
. State subsidies held the prices of many 
- goods, and food in particular, well be- 
. low the market prices charged in West 
Germany. Moreover, they remained 
unchanged for decades. On the other 
hand, the prices of several consumer 


higher than in the west. Thus if no allow- 
ance was made for differences in quality 


^ between east and west or for the actual 


availability of goods, the price level was 
a poor yardstick for assessing the living 
standard of the population in the GDR. 

This situation changed radically with 
the introduction of a market-economy 
system and the D-mark. Since then, both 
. price movements and shifts in consumer 
£ spending patterns have been. monitored 
in both parts of Germany. 


D TEN in relative prices 


Even in western Germany, there are 
regional discrepancies in the price level, 
and thus in purchasing power. This is due 
^ mot.so much to differences in the type 
. and quality of the goods available, but in 
their relative prices. To some extent, con- 
sumers' needs and preferences in various 
parts of the “ol 
also diverse. 

These. varia ions a are even more pro- 


nounced in united Germany, since vir- 








tually overnight the citizens of the former - 


GDR were able to purchase completely 


"ederal Republic are pr 
| The majo r discrepancies are to be found 








on German business id finance 


“Reduction of | 
subsidies pushes up | 
: e | 
consumer prices." | 





new products. The subsequent buying 
spree allowed eastern Germans to satisfy 


their basic demand for certain durable 


goods, especially cars, consumer elec- 
tronies and home furnishings. 
At the same time, though, price sub- 


 Sidies were reduced to make prices a 
5 ` more accurate indicator of supply and de- 
= durables and imported food were much — 








mand. And this, together 
with the release of: pent- 
up demand, set in motion 
a transformation of con- 
sumers’ buying . habits 
which, ‘though less pro- 
nounced now, is still in 
progress. Spending on 
food and items such as 
spiritsand tobacco, which 
represented almost 40% 
of private households’ 





















outlays in the ex-GDR, tobacco 
now accounts for. just 2 Clothing. and 


under 30%, not least due 
to higher household 
incomes. At the same 
time, spending on transportation and 
communications has risen from a good 
12% to almost 24%, reflecting above all 
the surge in car ownership and the end 
of subsidised fares in public transport. 
3€ ienerally speaking, for many items, 









astern and western Germany. 


in certain services, especially housing, 
electricity tariffs and the prices of heating 
fuels — all heavily subsidised in the 
former GDR and still not as high as in 





1 Food, drink and 


Source: Federal Statistics Office 
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ifference exists now between | 
price subsidies have been abolished. 


the west. Nevertheless, rents had risen 
almost fourfold by last autumn. As 
prices in these areas will reach market 
levels over the next few years, the share — 
of private households' overall spending. 
which they account for wil increase 
markedly in eastern Germany. 

At the start of 1997 ,aà new consumer 
price index was established for eastern 
Germany to reflect the changes in the 
range of goods and services, andi in | buy- 
ing habits. So imo i differenc '5.in 
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energy hygiene taihment, eisure 

4 Furniture and — 6 Transport and B Personal spending | 
household teiecommuni- [ 
appliances cations i 


reduction in the subsidies on essential 
goods, which was undertaken in st 
and is continuing. The sharp p 
increases which it produced 1 
account for the substantial diffe 
between the changes in consumer pri 

eastern and western Germany. Until 
















the former GDR, consumer prices will: 
rise at higher rates there than in the west: 
only then will the rates converge. For. 
1992, the rate in the east will be about. 
twice that registered in western Germany. 
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striking feature of the US compu- 
ter industry is the closeness of re- 
lationships between manufactur- 
ers and university. researchers. 
..| IBM and Digital Equipment Corp., for ex- 
- | ample, learned much about networking 
^| from their experience in hooking up com- 
| puter workstations at the Massachusetts 
| Institute of Technology. 
«| For Japanese computer makers, the situ- 
. | ation is different. Government red tape 
| keeps Japanese industry and universities 
| at arm's length. Moreover, academics 
imostly prefer not to sully themselves 
through close contacts with companies. For 
their part, Japanese companies grumble 
that most university research in Japan is 
not that interesting. They prefer to sponsor 
work at universities in the West, where re- 
search is generally first-rate and where pro- 
fessors have few qualms about jumping 
into bed with industrial partners. 
. Nonetheless, there is a problem with 
ollaborations between Japanese computer 
ompanies and US universities: they have 
a nasty habit of attracting negative at- 
ention and headlines such as "Japan 
cks American brains." Another prob- 
that US makers have already 
igned up much of the top talent at 
imerican schools. 
Fujitsu, however, believes it has 
found an alternative. In 1989, the com- 
i pany struck a research-and-develop- 
; ment agreement with the Centre for In- 
formation Science Research at the Aus- 
tralian National University in Canberra. 
| The five-year agreement, worth US$15 
million in cash and equipment, is the 
largest the company has with any re- 
search institution. 
. The relationship benefits both 
Fujitsu and the university. As Australia ha 






































of, researchers are deprived of the chance 
| to collaborate with equipment makers. 
..| Fujitsu provides this avenue and gets ac- 
cess to new ideas and high-level software- 
development skills. A central part of the 
link-up is a pre-production model AP1000 
1 supercomputer, one of only four such ma- 
| chines in the world. Fujitsu keeps the other 
| three under close wraps at its laboratories 
| in Kawasaki. © 
The AP1000 supercomputer is of a type 
known in the industry as a massively par- 
allel machine. Unlike a conventional super- 
computer, which crunches numbers 
through one or several processors, such a 














..| machine employs hundreds or even thou- 
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In theory, a massively parallel super- 
computer should be much faster than a 


conventional machine at solving problems. 
But it has proved difficult to write pro- 


grams that effectively bring all that 
processing power to bear on finding solu- 
tions. It is the task of the Centre for Infor- 
mation Science Research to come up with 
the necessary software tools. In return, it 
will get the chance to be involved in the 
birth of a new computer, a machine that 
pundits say could dominate high-perform- 
ance computing. 

Another benefit is the opportunity to 
put the university on the supercomputing 
map. Having a unique machine at the cen- 
tre has focused worldwide attention on its 
research. A third potential benefit is the op- 
portunity to commercialise its software. 

“It's a great opportunity for us," says 
Michael McRobbie, the centre's director. As 
to whether he is concerned about retaining 
ownership of intellectual property, McRob- 
bie points out that there is a software crisis 
in parallel computing: “Fujitsu’s happy to 





Fujitsu supercomputer: Australian link-up. 


. Work with third parties to develop enough 
software to help sell their machines.” 


Fujitsu has yet to decide whether it will 
put the AP1000 on the market. Indeed, 
there is considerable scepticism among 


Japanese computer makers as to whether a 


market for this type of machine exists cur- 
rently. 

Although there are estimated to be as 
many as 30 makers of supercomputers in 


the US and Europe, few, if any, are making 
profits. The companies mostly depend on 


government grants to keep them afloat. 

In the US, the Department of Defence's 
Advanced Research Projects Agency re- 
cently awarded US$12.7 million to leading 
supercomputer-maker Cray Research to 
fund development of a massively parallel 
machine. Target performance for this 
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supercomputer is a mind-boggling 1 tril- 

lion operations a second, which is believed 

to be enough to handle a complete numeri- 
cal simulation of an aircraft in flight. 

Sales of massively parallel machines are 
estimated at around US$150 million, about 
one tenth of the total market for super- 
computers worldwide. It is upon the other 
nine tenths that the Japanese have set their 
sights. 

Nonetheless, the three Japanese super- 
computer makers — Fujitsu, Hitachi and 
NEC Corp. — have not been too successful 
in overseas markets. They have done par- 
ticularly poorly in the US, which is the larg- 
est market for the big machines. 

The lack of sales in the US, though, is 
more of a political problem than a techni- 
cal one, as the largest single purchaser of 
supercomputers in the country is the go- 
vernment. In retaliation for US makers be- 
ing shut out of the Japanese market, Wash- 
ington imposed a de facto ban on sales of 
Japanese supercomputers in the US. 
Lately, US makers have been allowed 
to make a few sales to Japanese univer- 
sities, and Fujitsu and NEC have been 
emboldened to take a second crack at 
the Americen market. In January, NEC 
announced a marketing arrangement 
with supercomputer pioneer Control 
Data under which the U5 company will 
sell and support NEC's products. 

In March, Fujitsu said it was re- 
entering the US market. The com- 
pany withdrew from the US in 1989 
after selling just three of its VP series 
machines out of a total of 44 world- 
wide. 

Both companies believe there is still 
life in the market for conventional 
supercomputers, and they are probably 
right. Many users baulk at the thought of 
rewriting their software to run on parallel 
machines. 

But at the same time, Fujitsu and NEC 
realise that they trail U5 and European 
companies. Consequently, the companies 
are doing a lot of research on various mas- 





Ft uiitsu' s AP1000, which was origi- 
nally intended for graphics work. NEC is 
looking for other applications for its paral- 
lel integrated-circuit simulator. The com- 
pany is believed to have six projects under 
way. u Bob Johnstone 
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P Brit sh people can also be gauged from the 
fact that those who normally are politically 
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LETTER! 


Save us from. c p 

Although I have its midst for the 

past 21 years, the empire-throwback con- 

descension displayed by Denis MacShane 

[THE 5TH COLUMN, 7 May] still amazes me. 

He refers to "the years after 1945" without 
! that "the welfare state, the 












v ‘idespread radicalisation of the 











apathetic, some I have known personally, 


were driven to reading the Daily Worker 
(predecessor of the communist Morning 


Star) and partaking in “commie” demos 
during. those critical years just after the 
Tt coat di were Mtr able to 







the bue rofi e out af the v wars 
in Korea and Indochina; enabling them to 


‘keep the lid on the restive populace. 


Without these, as MacShane correctly puts 
it, Conservative politics were and continue 
to be barren. | 

Today we are in the midst of an intrac- 
table recession. The Yanks are unlikely to 
come to our rescue, for the blighters are 
too poor even to kit themselves out. While 


-pdomestirally the: Conservatives have 
. squandered the North Se 





a oil bonanza to 
finance Thatcherism's economic “miracle” 

phantasmagoria. Britain ple can only afford 
to resort to that old trick jingoism. Never 
mind a bit of anachronism here and there: 
“Disraeli’s novels should be compulsory 
[sic] reading in the colony." Nay, Mac- 
Shane urges their "immediate translation 
into Chinese" to civilise the heathen 


 Chinamen. Yes indeedy, not only does jin- 


goism cost you nothing, it can blot out the 
historical fact that throughout its 100 years' 






people to take any part in the ruling of the 


colony. — 


Having glossed over history the way he 
likes it, MacShane tells us what a jolly good 
fellow. Hongkong’ s future governor Chris 
Patten is. He tells us that “all he [Patten] 
has ever known as a way of life" is “Con- 
servative politics." May God preserve the 
Hongkong people! For it is Conservative 
politics that have landed Britain in its cur- 
rent economic predicament. MacShane 
proceeds to tell us how Patten has the habit 
"to kick through bureaucratic barriers to 
get kelp to the helpless " May God pre- 
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pcially responsible 
























serve the Hongkong hoi polloi! For it ist 
Conservatives who have been kicking. 
increasing number of younger Britons t 
begging and sleeping in cardboard bo» 
even in London's posh West End areas. [bo 
was partly because of this that Patten lost) 
his Bath constituency, until now always à à. 
Conservative stronghold. 


London A R. T. KEMASANG- — 





arid areas 
land. 
They encountered one major probler 
however, and this concerned the lack « 
potable water in this region. Ac cord: I 
Knox, "... when we first used those: 
we > used often tobe Sick of violer 
and Agues.” He goes on: | 
"At length we learned dan Antid ote 
Counter-Po vs 
ous. Dos 


the a eae E te i jig 


Ed 


D call it i | 
a Powder ted some a. e Cour 
Jaggory: and this we eat Morning 
Evening upon an empty Stomach. It inte 
cates the Brain, and makes one gid 
without any other operation either by Stax 
or Vomit.” | 

It may be no exaggeration to say t 
we owe Knox’s account, An Historical Re — 
lation of the Island Ceylon in the East Indies, to (s 
this true "blessing of God." E 
New York 
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Your pacati On A cure for snor 
[RESEARCH & INNOVATION, 2 Apr. w 
timely. While sleep disorder is a rapi 
expanding medical field in the US a 
rope, it is still almost unknown in / 

Unfortunately, the article read me 
an ad for Rescare than a news stc 
it is true that Colin Sullivan inve 
CPAP in 1981, his failure to comme 
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anding in 
Hong Kong 
after saving the 
deal from certain 


disaster when they took 


a few shortcuts that added 








two months 


on to the 
project, 
isnt it wonderful to be 


back in a city that has a Mandarin Oriental. «sos oxen Tai 
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left the door open for others. Respironics 
(Pennsylvania) holds more than 50% of the 
worldwide market compared to less than 
5% for Rescare. To say that “Rescare’s suc- 
cess has already attracted several imita- 
tors” is misleading. There are a half dozen 
companies who have been successfully 
selling CPAP devices for years before 
Rescare came to market. 

To assert that Rescare is a market leader 
in technology is also misleading. While 
Rescare’s unit is a very good one, the mar- 
ket is fiercely competitive. It certainly is not 
the smallest CPAP. Nor does it have any 
special features others lack. 

The Rescare story is more one of what 
happens when a promising product is not 
rapidly commercialised than the story of 
successfully bringing technology to market. 


KEVIN McHALE 
Palo Alto, California Sleeptrace 


Give me Manila anytime 

In reference to Luxury with acid whine 
[FOCUS, 7 May], which mentioned the frus- 
trations of life in Manila for the Asian De- 
velopment Bank (ADB) staff, I must say I 
truly feel sorry for these “unlucky” people. 
Sure life in Manila can be difficult, but 
where else can you appreciate a city that 
offers fine international restaurants, fabu- 
lous entertainment nightly, good shopping 
facilities, a wide array of golf and other 
sporting venues, not to mention — the 
warmth and charm of ordinary Filipinos. 

I am married to a Filipino citizen and 
would give anything to have the privilege 
of working and living in Manila. Manila 
may have problems, but so does any other 
large international city. The ADB staff lead 
a fantastic lifestyle and why would anyone 
want to escape this magnificent country? 

| am seeking employment in Manila, 
any ADB staff wishing to vacate their posi- 
tion for me, let me know. 


Melbourne BROOK DOWNIE 
Some corrections 


In All is relative [30 Apr.], there are some 
elements that are incorrect. 

Nuswa Primadira is not owned by Siti 
Hutami Endang Adyningsih. She does not 
have any share in this company either. 
Nuswa Primadira is owned by four peo- 
ple: Ontoseno, Djendry Djoesman, Shelby 
Saleh and Andri Sudibyo. 

Nuswa Primadira currently does not 
own any public transport or any real estate. 
Nor is it in the process of importing 1,000 
buses for the city of Jakarta. 

We also would like to emphasise that 
your journalist has never contacted us and 
we would like to express our disappoint- 
ment that you did not re-check this infor- 
mation. ONTOSENO 
Jakarta NUSWA PRIMADIRA 
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PE large the LIPS delivery 
network may be, there is something we 
value more than size. It's our reputation for 
predictability. The predictability in 


transportation that can result in real cost 


savings in inventory control 





UPS predictability. Its being the worlds 
largest package delivery company but knowing 
when to think small. 


Its why in the busy backstreets ol 
Bangkok we rely on nippy luk- luk: 

Because we know that nothing is 
more important than your international 
shipments arriving precisely when we say 
they will. Time after time. Country after 


country. By air or by land. Big or small 
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United Parcel Service 


As sure as taking it there yoursell 


For information call: Australia. 02/6671333 Brunei: 02/242401 China, Peoples Republic of Beijing 01/4994100, Guangzhou 020/6680964, Shanghai 
India. 022/6124449 Indonesia, 021/4714848 Japan 03/54011513 Korea. 02/6013300 Macau; 963535 Malaysia. 03/2552566 New Zealand, 09/2754009 Pakistan (40081 Papua New 
Guinea, 254447 Philippines, 02/ 8321565 to 69 Singapore. 7383388 Sri Lanka, 01 34793 Taiwan. 02/ 8833468 Thailand, 025131109 

i Trademark and service mark of United Parcel Service of America, Inc., of USA 





.. The riots that began in 
|. Bangkok on 17 May when 
the army started firing on 
demonstrators calling for 
the resignation of unelected 
.. Prime Minister Suchinda 
cx | Kraprayoon were the worst 
E jn 20 years, but may prove to be the 
— — prelude to even greater troubles. The 
demonstrations were originally led by 
. the popular former governor of 
Be dong Srimuang, but the 
situation worsened after Chamlong's 
18 May, with an eventual tally 
50 deaths. Bangkok 
ondent Paul Handley describes 
riots began after the 
backed down on a crucial 
amendment that would 
ve limited the army's role in 
government. He also explains how the 
situation escalated when the army took 
rom the police in confronting the 
oters. Jonathan Friedland analyses the 
ct of the disturbances on the stock 
t and the economy 10 










































ppines : Presidential Election 
i more than one-third of votes 
ounted, the Philippines is heading for a 
'ry close-run in the presidential 

st. Although the polls have been 

e orderly, fears of trouble from rebel 
military officers or by one of the losers 
in the election persisted. By the 

ternoon of 20 May, Fidel Ramos was 
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. Butchers’ Choppers 

- While the US Government claimed that 
various aid and military cooperation 

- «e agreements with the Thai Government 
"were under review because of the 
"violence that broke out on 17 May, on 
the ground in Bangkok it appeared to be 
business as usual. Following two nights 
of unrest when the army shot dozens of 
+ demonstrators, on 19 May a US 

< government official from JUSMAAG — 
. the US army's arms sales coordinator 

-. with the Thai Government — met top 

- Thai arms dealer Naovarat Pattana- 

= udom in a hotel to discuss trade. The US 
.. Official assured Naovarat that no 
deliveries would be halted, and that a 


leading, with Eduardo Cojuangco and 
Miriam Defensor Santiago in second and 
third places respectively. The poor 
showing by candidate Ramon Mitra, 
despite the backing of the ruling Party, 
indicated that Filipino voters were fed 
up with the traditional party machines 
and their politics of patronage 12° 
Dear George, 12 

Out with the old 13 

Man of the Makati club 14 

Populist pulpit 15 


Japan : Miyazawa Recovers 

Prime Minister Miyazawa's position 
inside his own party, and with the 
public at large, has improved sharply 
since the beginning of May, but the 
change seems due to luck rather than 
good management 16 


Indonesia : Jakarta Traffic 

The government's plans to ease road 
congestion in the capital misfire as car 
owners find ways to overcome traffic 
regulations 18 


Taiwan : Sedition Law 

Bowing to domestic and international 
pressure, the government narrows down 
the scope of the sedition law and prunes 
the list of exiled citizens barred from 
entering the country 18 


South Korea : Politics 

Lee Jong Chan's dramatic withdrawal 
from his bid to stand as the ruling 
DLP's candidate in December's 
presidential elections has threatened 


shipment of helicopters would arrive on 
schedule. 


Judgment Call 


Henry Litton, a vocal critic of 
Hongkong's Bill of Rights, is expected to 
be appointed to the colony's Court of 
Appeal later this year. If the move is 
confirmed, he would be the first lawyer 
in private practice to be appointed 
directly to the Appeals bench. Litton has 
criticised the Bill of Rights' effect on law 
enforcement and expressed alarm over 
recent Court of Appeal acquittals 
involving civil rights. In 1989 Litton 
helped found the New Hong Kong 
Alliance political group with T. S. Lo, 
one of Peking's most trusted allies in the 
colony. Earlier this year both Litton and 
Lo were among 44 local residents 
appointed to serve as Peking's advisers 
on Hongkong affairs. As a Court of 


to split the party 20 





China : Military Reforms 

The PLA plans to cut its manpower and 
improve command and control 
procedures. Meanwhile, senior generals 
scramble to back Deng's economic 
reform. call 24 


Burma : Army Operations _ 
Growing international Liberi and low 
morale among troops forcethe . 

government to halt i 
Karen rebels: 26 


Bangladesh : High: - 
In a bid to impro ary education, 
the government allows two private fee- 
charging universities. to open by next 
year 27 | 










Malaysia : Islamic Law 

In what is seen as a political ploy, Prime 
Minister Mahathir challenges Pas to 
introduce Islamic criminal law in the 
opposition-ruled Kelantan state 28 


North Korea : Tumen Project 
Pyongyang’s neighbours cast doubts on 
the country’s grandiose pm for the 
Tumen delta proc 9 w 


Arts np Society un 





Taiwan ; Popular Culture 

His record company calls him Taiwan's 
James Dean, but rock singer Lin Chiang 
aspires to be the voice of his generation, 
in Taiwanese 32 

Writers, too, such as Zhu Tian-wen, 


Appeal judge, Litton — who is of mainly 
Chinese ancestry — is expected to replace 
Chief Justice Sir T. L. Yang on the latter's 
retirement. 


Tactical Error 


As voting returns in the Philippine 
general election pointed to a victory for 
Fidel Ramos as the next president, the 
position of armed forces Chief of Staff 
Gen. Lisandro Abadia became more 
tenuous. While some top generals in the 
armed forces are Ramos supporters, 
Abadia is said by military sources to 
have favoured losing candidate Ramon 
Mitra as president. Ramos, a former 
defence secretary in the administration of 
outgoing President Corazon Aquino, 
reportedly opposed Abadia's 
appointment as military chief in early 
1990. It is thought likely that if Ramos 
becomes president and commander-in- 
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Business 


À india s Markets 

Desi bite its current problems, India's 
wobbly bourse is poised to become the 
Y tket of tomorrow. First, 






igakrtesses 48 


Hongkong : Economic 
Relations . liti: m 


E Vietnam, pomi es even 
challenging Bangkok's 
gateway role 50 


Pakistan : Budgets 
Islamabad announces a 
record budget deficit 53 
Malaysia : Companies 
Quek Leng Chan has 


chief of the armed forces he will replace 
Abadia with a more loyal general. 


Power Broker 


Gordon Wu's Hongkong-based 
Hopewell Holdings is close to signing a 
contract to build a USS billion power 
station in the Zhuhai special economic 
zone near Macau. The complex would 
consist of five or six coal-fired units, 
each capable of 
generating 660 MW 
of electricity. Like 
Wu’s other power 
projects in 

. Guangdong, the 

= venture would be 
< Structured on a 

< build-operate- 
transfer basis. This 
1eans that after 
ilding the plant, 


Wu. 
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This month, WIPYM looks at where the E 
-Hongkong stockmarket is heading; 
-Taipei's China plays; US bank shares; 
-Australian art; Singapore defence-related 
counters; Hongkong toy firms; and 

smaller pu in South Korea - | 


| Taiwan : Projects | 
The government's six-year dev elopuiant 
____ plan has sparked a heated debate 
~~ about whether the cash-rich country 
can afford it. Some argue that the 


plan is too big, but others say the 

ur ys PES. savings should be put 
From pigs to parks 59 
Scramble for contracts 60 
High-speed rail controversy 62 





Indonesia : Companies 
The Soeryadjaya family may sell up to 
half its Astra stake 63 





Where have all the shares gone (67)? 


Hopewell would sell electricity to the 
provincial government for up to 20 vears 
at a set price. Wu is also discussing with 
the Guangdong authorities the 
possibility of adding further units to the 
Shajiao power station near Shenzhen, 


where Hopewell currently operates two 
650-MW units. 


Market Fillip 

The Japanese Government is reaching 
beyond the normal levers of monetary 
and fiscal policy to stimulate economic 
growth. A part of the huge surpluses 
used to fund Japan's so-called second 
budget — the fiscal investment and loan 
programme (FILP) — are apparently 
being invested in equities through the 
Tokyo stockmarket. This reflects an 
official conviction that a regenerated 
stockmarket is essential for boosting the 
position of financial institutions and for 
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regenerating lending and ec Mies 
growth. Funded through postal saving 
and state pension contributions, the EILI 
normally invests onlv in government 
bonds or makes loans through various 
Japanese development institutions. 


No Laughing Matter 
Vietnam's Culture Ministry has 
confiscated 2,400 copies of a book which 
satirised many of the communist party's 
favourite writers while praising such 
dissident authors as Nguven Huy 1 
and Pham Thi Hoai. Some 600 copies of. | 
Portrait of Writers were sold before : 
distribution was blocked. The book, 
which reviews the works of 100 of 
Vietnam's leading writers, was written — 
by Xuan Sach, former director of the __ 
Hanoi Publishing House and currently. 
head of the Literature and Art 
Association in the town of Vung Taus 
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THAILAND 1 


Soldiers move in to quell the ‘dangerous’ demonstrators. 


People’s wrath 


Military tightens control after worst riots in 20 years 


By Paul Handley in Bangkok 


Thailand’s struggle to put a 
brake on the intervention of 
the military in politics and, in 
particular, to force former 
army commander Suchinda 
== — Kraprayoon to step down as 
unelected prime minister, en- 
tered a new and bloody phase 
on Sunday 17 May when the government 
declared a national emergency and the 
army began firing on demonstrators in the 
streets of Bangkok. 

During the next three days at least 54 
people — and probably many more — 
were killed by army bullets as the military 
replac ed the police at barricades confront- 
ing the protestors. The arrest on 18 May of 
former Bangkok governor Chamlong 
Srimuang, whose hunger strike had 
sparked the original protest movement, 
arguably made the clashes worse. 

Hundreds of buildings and thousands 
of cars were gutted in the next 48 hours in 
the worst violence seen in Bangkok for 
more than 20 years. Yet the bulk of the 
protestors remained peaceful, calling for 
the resignation of Suchinda and for an 
early end to what they saw as the uncon- 
stitutional interference by the army in poli- 
tics. The tragedy was that violence could 
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have been averted altogether if the govern- 
ment had honoured a promise made a few 
days earlier to revise the constitution so as 
to limit the army's political role and meet 
at least some of the demonstrators’ de- 
mands. 

A solution to the constitutional impasse 
appeared to have been reached on 10 May 
when the government agreed to a consti- 
tutional enact requiring all future 
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prime ministers to be elected MPs. Other 
amendments agreed upon would have re- 
duced the strong power of the Senate, 
which is currently filled with military ap- 
pointees. But on the next day government 
parties pulled back on their commitment, 
which had already been notified to the king 
by the Speaker of the House of Repre- 
sentatives, Arthit Urairat. 

This move led directly to the resump- 
tion of large-scale demonstrations, led by 
Chamlong and several other liberal public 
figures. The demonstrations, attended by 
some 150,000 people at Sanam Luang pa- 
rade ground in central Bangkok, began 
peacefully early in the evening of 17 May. 
But a confrontational atmosphere deve- 
loped when leaders of the group called for 
the demonstrators to walk down Ratcha- 
damnoen Avenue toward Government 
House, over 2 km away. 

Among the demonstrators was a sizable 
faction of young and middle-aged men 
who disagreed with opposition leader 
Chamlong's calls for peaceful action. Many 
had come looking for an opportunity to 
stir up a violent confrontation. Some of 
them included former student activists still 
angered by the student-military confronta- 
tions of 1976, when the army massacred 
students at Thammasat University. 

Whether or not the crowd was really 
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dangerous, police took the move towards 
Government House as a threat to the 
Chitralada palace of King Bhumipol 
Adulyadej and the military's Supreme 
Command headquarters, both of which are 
in the same area. They set up barbed wire 
roadblocks and established lines of police 
and soldiers at Phanfa Bridge, about half- 
way along the route to Government House. 
Ultimately the line was broken down and 
police and soldiers retreated. But rather 
than advance down Ratchadamnoen Av- 
enue, demonstrators remained at the 
bridge and burned about 30 vehicles and 
the nearby police station. 

Lined up at Phanfa Bridge to hold back 
the crowd, the police almost appeared to 
have been forced into a position of embar- 
rassing weakness. On the front lines of the 
demonstrations were teams of hundreds of 
unarmed police regulars and traffic re- 
cruits. “We were never trained for this,” 
said one of the regulars under the bottle- 
and-brick assault at the bridge. Police units 
trained for riot control seemed not to be 
involved. 

Less than half of the police had rattan 
shields and most had cheap nightsticks 
which broke with the first use. They were 
not allowed to bring tear gas with them, 
said several. “We have it, but were told to 
leave it back at the station,” complained 
one. 

At 4 a.m. on 18 May, army paratroop- 
ers counter-attacked with machine guns 
and armoured vehicles, spraying gunfire 
into the air to frighten the demonstrators 
back. But numerous volleys went into the 
crowd, injuring dozens. Five deaths were 
confirmed but informed sources said an- 
other 10 had died. The demonstrators 
thereupon backed off from the bridge and 
new lines were formed, this time not by 
the police but heavily armed soldiers. 

The soldiers comprised three different 
army battalions: airborne infantry of the 
King's Gaurd based in Lopburi just north 
of Bangkok; a battalion from the cavalry; 
and one anti-aircraft unit. The three groups 
were picked with political precision, say 
knowledgeable sources. Each represented 
different rival factions in the army. In- 
volving all three factions ensured that there 
would be no military split during the op- 
erations, as there was at Tiananmen Square 
in China in 1989. 

While opposition leaders huddled the 
next day to discuss their next moves, Gen. 
Suchinda delivered a strong statement over 
the government controlled TV channel ac- 
cusing Chamlong of intending to cause 
violence and of threatening the royal fam- 
ily. Chamlong responded with a call for 
calm but moments after he finished 
speaking to the thousands of remaining 
protestors soldiers charged again firing 
their automatic weapons into the air. 
Chamlong and several hundred demon- 
strators were arrested and reportedly taken 
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to army camps. 

That evening tens of thousands of 
demonstrators gathered at the end ot 
Ratchadamnoen Avenue where it meets 
Sanam Luang. The crowd, including many 
organised groups of motorcycle toughs, 
grew unruly until the military again began 
shooting. To scare them off the soldiers 
began to fire volleys into the air from 
Ratchadamnoen Avenue as well as from 
Sanam Luang. At the same time demon- 
stration leaders were singled out by 
sharpshooters and cut down. 

Only at 5 a.m. on the morning of 19 
May did the soldiers began sealing off the 
entire area where the demonstrations had 
occurred, firing in to the air to scare any 
surviving groups of protestors. They 
moved into the Royal Hotel, at the junction 
of Ratchadamnoen Avenue and Sanam 
Luang, where thousands of journalists, 
politicians and activists were camped out 
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Chamlong's arrest made matters worse. 


and a makeshift infirmary had been set up. 
An estimated 1,500 people in the hotel 
were arrested, many beaten beforehand in 
video images shown internationally. Thai 
and foreign journalists, foreign tourists and 
hotel employees were allowed to go free. 
By Tuesday evening an uneasy calm 
had settled on Bangkok as soldiers swept 
homes in the area around Ratchadamnoen 
Ave for the leaders of the demonstrators, 
most of whom came from liberal academic 
and student groups and volunteer citizen's 
organisations. No curfew was set, nor was 
martial law declared, as had been expected, 
but the state of emergency that was already 
in force gave the government the power to 
conduct searches and detain people at will. 
The electronic media, already used for 
some weeks as a government mouthpiece, 
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continued to portray the demonstrators às 
agitators whose real aim is to subvert basic 
insitutions including the monarchy and the 
Buddhist church. As of 18 May none of the 
stridently independent Bangkok newspa- 
pers had been shut down but some had 
apparently begun censoring themselves. 

Whatever the official media may say the 
violence appears to have strengthened anti- 
government feelings, suggesting that 
Suchinda will continue to find the going 
tough. Informed sources say Suchinda is 
determined to hold onto his position and 
is being encouraged to stand firm by most 
of his immediate advisers. Apparently the 
team of respected technocrats he has as- 
sembled as economic advisors still has faith 
in his intentions with regard to managing 
the country. None have moved, at least 
publicly, to distance themselves from 
Suchinda. 

But the full restoration of order will be 
difficult. Rumours are already spreading 
of internal battling among the military 
leadership with some groups advocating a 
coup to replace Suchinda. In the meantime 
Suchinda has been driven to what some 
observers regard as absurd lengths in his 
attempts to discredit the demonstrators’ 
motives. 

On 19 May Suchinda initiated, in a 
heavily replayed television statement, a 
campaign to blame the whole series of in- 
cidents on the Communist Party of Thai- 
land (CPT). A. small force in the late 1970s, 
the CPT had died out completely by the 
mid-1980s. Suchinda said the recent distur- 
bances were fomented with support from 
abroad by the cpt. He added a clear but 
indirect insinuation that former general 
Chavalit Yongchaiyudh, head of the op- 
position New Aspiration Party, was a 
leading member of the current CP 

If Suchinda's attempts at re-establishing 
order under the current state of emergency 
fail to achieve the desired result the army 
could declare martial law, with no more 
damage to its reputation than it has already 
suffered. As it stands, the military is al- 
ready in nearly complete control of day to 
day administration of the capital: groups 
of soldiers have been placed in many if not 
all Bangkok police stations, ensuring the 
police stay under the influence of their 
long-time rivals in the power game. The 
military has also established a heavy secu- 
rity presence with armoured cars around 
the king’s palace 

If the army stays in control, observers 
believe that the next few months in Bang- 
kok could repeat the pattern of events in 
China after the Tiananmen incident in 
1989. It took many months for Peking and 
China to revert to normalcy and for foreign 
businessmen and tourists to return. In 
Thailand's case the after-effects of this | 
week's violence could be worse, if only” 
because the country has so much more to | 
lose. " 
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oll ateral 


y Jonathan Friedland i in n Bangkok - 


At the opening bell of the Thai 
stockmarket on 19 May, the 
only thing louder than the 
murmur of sell orders was the 
rattle of gunfire emanating 
from the large-screen televi- 
sions that bracket the trading 
floor of Siam City Credit Fi- 
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wning after the worst violence to hit 
ngkok in 20 years. 

e reverberation of the soldiers’ gun- 
is expected to echo for months, per- 
haps even years, to come. Analysts believe 
that Thailand lost its lustre overnight as a 
estination for direct foreign investment 
nd tourists once the government launched 
its heavy-handed suppression of dissent. 
The impact, as always, was felt first in 
auction markets. The Stock Exchange 
hailand (SET) index lost 8.9% of its 
alue to 664.87 on 19 May in surprisingly 
eavy trading as buyers held back amidst 
ie portent of more chaos to come. It was 
1e steepest one day drop in the SET's his- 
ry. Finance, banking, property and in- 
irance stocks — highly interest-rate sen- 
tive and market leaders during SET's im- 
ressive first-quarter rally — suffered the 




















most. On the 20 May, the market opened 
sharply lower again, only to bounce on 
buying of key index constituents by the 
Mutual Fund Co. of Thailand, brokers said. 

The pressure of events also hit the 
banking system. Short-term money market 
rates spiked a full three points to 11% as 
buyers sought US dollars and sold down 
baht. Larger-than-usual withdrawals were 
also reported at bank branches throughout 
Bangkok, though bankers attributed that 
more to a three-day closure than to any 
lack of confidence in the system. 

Sirin Nimmanahaeminda, managing 
director of government-owned Krung Thai 
Bank, which acts as a conduit for Bank of 
Thailand (BOT) funding, told the REVIEW 
that no difficulties had been encountered 
in providing sufficient liquidity to the 
banking system. Analysts note that the BOT 
has had plenty of experience in providing 
liquidity support to the banking system, 
both as a result of external shocks like the 
1987 stockmarket crash, and frequent do- 
mestic political crises. 

Indeed, the BOT and Ministry of Finance 
proved adept at ensuring financial stability 
during the second week of the political cri- 
sis which has gripped the country. The 
BOT's governor, Vijit Supinit, said that 
commercial banks tapped Baht 10 billion 
(US$387.5 million) in central bank funds 
on 19 May, a third of what had been set 
aside against any potential eventuality. 
Baht 5.5 billion was used in the repurchase 
market, while the remainder was injected 
through the Exchange Equalisation Fund. 

While the government handily man- 
aged immediate potential market prob- 
lems, analysts say the impact of the anti- 
military demonstrations and subsequent 
crackdown will severely damage Thai- 
land's image among foreign investors, 
bankers and travellers. This puts the coun- 
try in a somewhat precarious position, as 
Thailand is running a Baht 32 billion 
current-account deficit — two thirds of 
which is financed by short-term borrow- 
ings. 

Ironically, Thailand had been making 
good progress in curbing the drain on its 
current account, particularly on the trade 
front. In the first quarter of 1992, exports 
were up 17% while imports climbed only 
4%. The current-account deficit had fallen 
43% in the first quarter year-on-year as a 
result, leading economists to believe that 
Thailand would regain the momentum 
that saw it post growth rates in excess of 
10% annually for four years running. 

They are now readjusting their sights. 
Private investment flows, which were al- 
ready far off their 1990 peak, are expected 
to come to a standstill. Substantial bank 
funding needed to finance Thailand's huge 
infrastructural needs is likely to become 
more expensive. This will reflect the higher 
political risk premium lenders assign to the 
country. R 
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PHILIPPINES 1 


No good 


losers 


Defeated candidates 
threaten trouble 


By Rigoberto Tiglao 
and Rodney Tasker in Manila - 


he final countdown in the 11 May 

Philippine general election points to 

such a close-run contest among 
three presidential candidates that there are 
unlikely to be any gallant losers. And that 
could well mean a messy, bitter end to 
what initially promised to be the most or- 
derly poll in Philippine history. 

Two of the three frontrunners in the 
pack of seven candidates, Miriam Defensor 
Santiago and Eduardo Cojuangco, had al- 
ready started to cry foul as results slowly 
trickled in four days after the election. San- 
tiago in particular wailed about “whole- 
sale election fraud” and began a series of 
protest “prayer rallies” when Fidel Ramos 
overtook her in the presidential race. Ten 
days after the poll, it seemed likely that 
Santiago would fade further and lose her 
second place to Cojuangco, who was mov- 
ing up strongly from behind. 

According to the private, but govern- 
ment-endorsed, media-citizens quick count 
tallies, former defence secretary Ramos had 
just over 2 million votes, or 23.4% of the 
oes by 20 May. Santiago had more than 

5 million votes, or 18%, while Cojuangco 











was close behind with 1.5 million votes. 
"With 36% of the returns tabulated, the 
"trend showed Ramos moving further 
ahead, but with Cojuangco also quicken- 
ing his pace. 

With such a close battle at hand for the 
country’s top position, many political ob- 
servers were watching warily for signs that 
a losing Santiago or Cojuangco, or both, 
would show their muscle on the streets. 
Santiago obviously feels her populist ap- 
peal, particularly among young Filipinos, 
can translate into a modified version of the 
people power that ousted Ferdinand 
Marcos in 1986. 

Cojuangco is potentially more danger- 
ous in defeat, some analysts believe. Unlike 
Santiago, he has no shortage of funds and 
has shown no hestiation in spending lav- 
ishly for his own political ends. 

Asked by the REVIEW in an interview 
whether he was worried that Cojuangco 
might undertake military action to protest 
the election result, Ramos was candid: "He 
has the organisation. He has the capability. 
He has the experience." 

The military has alreadv braced for any 
possible violence before the eventual proc- 
lamation of the winner by Congress at the 
end of June. After being briefed by intelli- 
gence aides on the capability of military 
rebels, who launched a nearly successful 
coup in December 1989 to stir up election- 
related trouble, Aquino announced on 19 
May that the government could easily 
handle any new move by rightist dissi- 
dents to ferment unrest. 

A senior military source told the 
Review: "The rebels are isolated and have 
only limited capabilities to carry out such 
acts as bombing: public buildings, but of 
course we have to be prepared for the 
worst scenario." a 
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Out with the old 


Voters discard traditional politicians 


By Rigoberto Tiglao and 
Rodney Tasker in Manila 


f Fidel Ramos emerges i as the next 
president of the Philippines, he will 
have to thank two forces which pro- 
pelled him to power. Corazon Aquino may 
have been a heavily criticised president, 
but her endorsement of Ramos ensured 
him crucial government backing. Perhaps 
more important, Ramos tapped into a 
surge of sentiment against traditional poli- 

ticlans. 
_ This reflects the oe E of the 


Wm Filipinos set a precedent by putting 
into power a non-politician like Aquino. 
And it also represents widespread rejection 
of national leaders perceived to represent 
the old style of patronage politics. 

This nationwide sentiment overrode the 
party machine system and weakened the 
ability of party money and organisation to 
be translated into votes — marking a new 
departure in Philippine politics. Past presi- 
dential elections, which boiled down to à 
straight fight between two mud-slinging 

candidates, showed that a mixture of per- 
sonal popularity and party machinery 
could spell success for a candidate. 

The 11 May election indicated that party 

machines may have been fine for those 
seeking congressional and local office, but 
name-recall was a more important factor 
when it came to voting for president, vice- 
president and senators. 

That explains why Ramos, and another 
frontrunning presidential candidate 
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Miriam Defensor Santiago, overwheln 
the political machine of ins a 
Edisto EU 0, ae ver, stil il pie : 
the power which a political organisat 
could produce if it was appropriat 
geared to supporting one candidate. A 
Mitra's Laban ng Demokratikong Pilip 
(LDP) machine also proved i its vote-ger 
ating capability by winning the bulk . 
congressional and local posts. 

While all this played into Ramos', ar 
possibly Cojuangco's hands, the fact r 
mained that the winning presidential € 
didate would have to rune wit A Fag rea 





popular vote. That meant thai 3 the. 
president would lack the mandate. 
predecessors enjoyed, and face a Cong: 
dominated by the rival Lop. Howex 
given the turncoat nature of Philippine _ 
politics, many LDP congressmen can be exe 
pected to switch to the new presidente 
party, though there will be a lot of execur « 
tive-legislature friction in the future. i| 

The election did not totally reflect an^ 
end to machine politics. Nor could it be 
characterised as people-power at the polls. | 
Some 70% of likely winners in both t 
national and local races relied on pa 
back-up. But the success of Ramos, 5 
tiago and C ojuangco, who were bas 
not politicians in the old, widely de 
mould, will definitely leave an inc 
print on the minds of Filipinos — 
future politicians will have to ded 

Mitra's failure, despite his awes 
party machine, can be regarded as. 
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ject lesson in monitoring the Filipino politi- 
cal mood. Mitra simply did not have a 
forceful enough personality to complement 
his efficient party back-up — and local LDP 
leaders were too intent on running their 
own campaigns to worry about their na- 
tional leader. 

Voters were therefore presented with a 
choice of presidential candidates who had 
a high media profile, or who had come to 
the fore in the Philippines’ tumultuous re- 
cent past. Santiago was an obvious choice 
for many because of her hell-raising antics 
both as immigration commissioner in 1988- 
89 and as a presidential candidate who 
regularly appeared on television saying she 
would jail the corrupt and lead the Philip- 
pines to a new destiny. Ramos was well 
known to voters as the general who 
engineered the downfall of Marcos in 1986 
and then went on to defeat six coup 
attempts against the Aquino administra- 
tion. 

The popularity-contest aspect of the 
election was carried to its absurd extreme 
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Comelec, still counting. 


in the vice-presidential and senatorial polls. 
Vice-presidential candidate Joseph Estrada, 
a former film star and Cojuangco's running 
mate, was romping ahead of former chief 
justice Marcelo Fernan and Emilio 
Osmena, governor of Cebu province, re- 
garded as a model of sound economic 
management. And a screen comedian, 
Vicente Sotto, was leading the pack of 
senatorial candidates. 

There was also a strong regional factor 
in the presidential vote. This reflected the 
most regressive aspect of Philippine poli- 
tics, as this constitutes voters choosing a 
national candidate merely because he or 
she comes from the same region. Santiago, 
for instance, was boosted by votes in her 
home area of western Visayas, while 
Ramos harvested support among his na- 
tive Ilocanos in northern Luzon. Imelda 
gathered a surprisingly large following, 


14 


based mainly on her late husband's linger- 
ing appeal in northern Luzon and her own 
in her Eastern Visayas birthplace. 

Ramos was also viewed nationwide as 
a rather safe bet, wedged between Santia- 
go's rabid populism and Cojuangco's per- 
ceived image as a figure who would re- 
store the crony capitalism of his close 
friend Marcos. Luckily for Ramos, the in- 
sistence of Marcos' widow Imelda on run- 
ning as a presidential candidate, eroded the 
Marcos loyalist vote for Cojuangco. 

The fact that there were seven pre- 
sidential candidates, compared with the 
usual two, also helped Ramos and San- 
tiago who would otherwise have been 
swamped by the mud-slinging tactics of 
an incumbent candidate. Most of the 
personal abuse in the election was between 
Mitra and Ramos — which may have 
benefited Santiago who desisted from such 
tactics. 

Aquino's endorsement of Ramos had a 
uniquely positive impact on his campaign. 
Voters apparently felt that Aquino's record 





as president was not that bad. If Aquino 
had decided to seek re-election she might 
well have lost, because voter attention 
would have been drawn to the negative 
aspects of her presidency. 

But Ramos, as Aquino's chosen one, 
tended to be regarded by voters as some- 
one who had served Aquino but also 
learned to avoid her failings. He repre- 
sented the positive aspects of her adminis- 
tration, such as her restoration of democ- 
racy after the Marcos dictatorship. But at 
the same time there were doubts about 
Ramos' ability to be his own man, and 
whether he could shrug off the widespread 
view that he was a pliable wimp. In sev- 
eral interviews as his poll lead increased, 
Ramos took pains to stress that Filipinos 
should watch out, because as president he 
would be a stronger character than they 
expected. a 
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Man of the 
Makati club 


Corporate lobby fills 
Ramos’ vote-bank 


By Rigoberto Tiglao in Manila 


he rise of Fidel Ramos provides an 

ironic twist to the recent political 

history of the country. The former 
general was an early and crucial supporter 
of the 14-year dictatorship of his cousin 
Ferdinand Marcos, but in early 1986 — 
towards the end of the Marcos era — he 
defected to the opposition and jumped on 
the democracy bandwagon. 

While successful politicians in the past 
have largely relied on the backing of the 
rural elite, Ramos' impressive performance 
in the recent presidential election is cred- 
ited to a new political force: the alliance of 
politicised big-business and middle-class 
professionals. Like Ramos, this alliance ini- 
tially supported Marcos in the mid-1970s 
and deserted him at the height of the 1986 
people-power movement. 

In line with the traditions of Philippine 
politics, and his own long career in the 
uniformed services, Ramos' main base of 
support should have been in the military. 
He served for 14 years as the head of the 
Philippine Constabulary, now called the 
Philippine National Police, and as military 
vice-chief-of-staff for another five years. 

But the military establishment always 
viewed him as a maverick and at best as 
being aloof to its institutional interests. In 
the recent presidential elections, most 
soldiers are thought to have cast their 
votes for Eduardo Cojuangco and not for 
Ramos. No wonder the maverick in Ramos 
had chosen the big-business lobby as his 
base. 

Fortunately for Ramos, his main presi- 
dential rivals largely ignored the Makati 
business lobby: Cojuangco and Ramon 
Mitra basically relied on rural political 
bosses to get out the vote and Miriam 
Defensor-Santiago pinned her hopes on 
populist support. 

Ramos' initial political vehicle was the 
United People Power Movement, a group 
comprising Makati-based stockbrokers and 
executives. Active in his campaign was 
Ramon del Rosario, president of Asia Bank 
and former finance chief of San Miguel 
Corp. 

His closest adviser, Jose de Venecia, had 
been a longtime businessman before turn- 
ing to politics in 1987. Some sources claim 
that vital support for the Ramos campaign 
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NO MATTER WHERE BUSINESS TAKES YOU, 
THERE’S ONE PLACE YOU CAN ALWAYS BE FOUND. 


In a compressed period 
of tume, a business traveller 
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These four pieces are hinged 
so they can be folded into 
cither a triangle or a square. 
Which is it? 





Many suppliers have one solution for an entire range of 


problems. So it doesn’t matter to them what your particular set 
of circumstances are or how you see things. 

At AT&T, we think every company and every set of prob- 
lems are unique. So before we ever recommend any course of 
action, we listen. Closely. Then we go back and think for a 
while, and consider a range of solutions. 

It’s an attitude we’ve developed supplying consumers, 


_ business customers, and telephone companies. And it’s an 


| 7 attitude that comes from manufacturing, selling, and servic- 


‘ing everything from microchips, telephones, and switches 
do computers and communications. networks. This same 
f philosophy reaches right down to the heart of our company 
at AT&T Bell Laboratories. 
| < When you're ready to discuss your telecommunications 
| s networked. computing needs with us, you’ "ll find that we'll 
| be ready to listen. Because of all perspectives, yours is the 
E ost important tous. — 
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On every front, companies are faced 
with shifts in markets, competition, tech- 
nology, communications and politics. 

In this fast, and ever changing context 
a whole new approach to the way of doing 
business is needed. 

The International Institute for Man- 
agement Development (IMD) has 
researched fundamental change and 
restructuring in major corporations. 

And based on these findings are offer- 
ing, under the general theme of Imple- 
menting Change i in the Enterprise, a 
leading-edge “International Executive 
Program” UE P). 

The fei program aims at 
developing proactive responses to these 
radical shifts and concentrates on three 
key areas: 

Anticipating fundamental change. 
Identifying the drivers of change, assessing 
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forces of resistance and building change 
scenarios. 

Exploiting change. 
Using the various key change processes 
and the development of action-based 
change plans. 


Creating competitive change. 
Developing creative tension, organizing 
capabilities and strategic options, which 
result in the re-alignment of the company. 


The IEP program brings together key 
executives at different levels of responsi- 
bility to ensure the success and owner- 
ship of the transformation process 
throughout the organization. 


During their stay, participants also 
have the opportunity to work with faculty 
and peers on their own change manage- 
ment projects and gain new insights on 
how to deal with them successfully. 
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was provided by the families of Andres 
Soriano of San Miguel and Antonio 
Cojuangco of Philippine Long Distance 
Telephone Co. 

Although Ramos' campaign head- 
quarters was initially dominated by a 
group of retired generals, vounger techno- 
crats gained the upper hand in the later 
stages. While many of the latter have been 
dubbed "Cory's boys," having served i 
President Corazon Aquino's government, 
they can also boast considerable profes- 
sional and corporate experience. 

It would be simplistic to assert that 
Ramos' popular vote depended solely on 
money and the expert help of Aquino's 
technocrats. Rather, it was due to a conflu- 
ence of several factors. From 1986 onwards, 
Ramos gained considerable popularity for 
his role in foiling six coup attempts against 
the Aquino government. 


His endorsement by the incumbent 





Ramos backed by the 'Makati' factor. 


president, crucial in a multi-cornered con- 
test, is estimated to have swung a signifi- 
cant portion of the less politicised voters to 
his side. 

With several major contenders in the 
field the popular vote for the presidency 
was splintered. The pro-Marcos forces 
were split between Eduardo Cojuangco 
and Imelda Marcos. Mitra's much vaunted 
ruling party machinery broke down as lo- 
cal bosses concentrated on local seats, ig- 
noring the national contests. Miriam 
Defensor-Santiago's high-profile campaign 
attracted many of the protest votes which 
could have gone to other Ramos rivals. 

Another Ramos constituency was the 
anti-Cojuangco business vote. As an ex- 
ecutive noted: "Especially after Cojuang- 
co's campaign seemed to be taking off, 
businessmen threw their support behind 
Ramos. He understood better than most 
people how much businessmen abhorred 
and feared Cojuangco for having the gall 
to take over San Miguel. Mitra appeared to 
be a wimp against Cojuangco, whom he 
[Mitra] admitted was a friend." > 
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PHILIPPINES 5 


Populist 
pulpit 
Santiago cries foul 


in a close race 


By Rodney Tasker in Manila 


o her political enemies she is a crazy 
and potentially dangerous dema- 
gogue. To her supporters she is à 


tough new phenomenon in Philippine 


politics, and the only presidential candi- 
date capable of sweeping away the cob- 
webs of the largely discredited traditional 
political system of money, machinery and 
patronage. 

But with election returns showing that 
she is trailing her main rival, Fidel Ramos, 
Miriam Defensor Santiago has been trying 
to whip up support among Filipino youth 
to call for a “crusade” against “wholesale 
election fraud" she says will rob her of 
victory. Her tactic may well prove to be à 
miscalculation, given the criticism it has 
attracted from the widely-respected Com- 
mission on Elections, the Manila media and 
elements in the Catholic Church. 

[he US-educated former criminal court 
judge, immigration commissioner and 
agrarian reform secretary proved her 
populist appeal by leading the voting re- 
turns for four days before being overtaken 
by Ramos. For a short while, with little 
funds and no party machine, she outshone 
big guns Ramos and Eduardo Cojuangco 
and trounced Ramon Mitra. 

But her short flirt with the lead, follow- 
ing the heady pre-election days when the 
polls consistently showed her as the most 
popular candidate, seemed to have gone to 
her head when she appealed to the young 
to rabble-rouse her to power. 

In an interview with the REVIEW after 
only 5% of the vote had been counted, San 
tiago gave an insight into her unorthodox 
election tactics. If Filipinos found her defeat 
“incomprehensible and unacceptable,” she 
would: “call out my core constituency, who 
are the youth . . . to start a movement for 
civil disobedience, exactly as Mrs [Cora- 
zon] Aquino did in 1986." The next day 
she announced that she had been cheated. 

The comparison between the Santiago 
and Aquino campaigns is somewhat 
dubious. Aquino launched her civil diso- 
bedience campaign against Ferdinand 
Marcos only after the Marcos-controlled 
election agency and legislature had pro 
claimed him as winner in the face of an 
independent quick-count body, which had 
judged Aquino as the leader on the basis 
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of 70% of the vote. 

The 46-vear-old native of the central 
Philippine Visayan island of Panav cer- 
tainly does not lack for self- 
guts. Explaining her appeal among 


onhidence ol 


young 


people, she said: "It is because v aee. | 
am the voungest candidat | also have 
a strong sense of adventure. I’m basically a 
risk-taker. And | oo even enjoy an eye 


ball-to-eveball confrontation if | felt my 
principles weTe sufficie ntl well defined.’ 

Although Miriam, 
known, has campaigned on introducing a 
new degree of democracy, she is criticised 
for sounding too authoritarian, particularly 
when she talks about jailing corrupt politi- 
cians and officials. Her answer: "We can't 
afford the luxury of coddling bleeding- 
heart liberals at this stage. We are domi- 
nated by a culture of corruption 

Asked where she plac ed herself on the 
ideological spectrum, Santiago said: ^I like 


as she is universally 





Santiago's 'crusade' starts to backfire. 


to call myself a centrist. But if vou compel 
me to be more specific, | would say right of 
centre." 

Santiago had some appealing plans for 
any future government led by her: a cabi- 
net reduced from 40 to about a dozen 


ould be aged 40 
successful young 


members, half of whom w 
or below, comprised of 
executives and professionals. Government 
would leave the prn she 
said, though she wanted the Philippines to 


fate sector aione, 


move towards | free trade. “I am against 
protectionism as we have practised it in 
the Philippines for the last few decades.” 
[he government should create political 


stabilitv, bolster infrastructure, particularly 
transportation and communications, and 
solve the power crisis. “Beyo d that, | be- 
lieve government has no business entering 


business,” 

[he next two weeks of final vote count- 
ing will show whether Santiago will 
able to practice her new style of 
ment, or be dismissed as an ¢ 
centric to take up her pi stponed fellow- 
ship at Harvard B 


govern- 
$4 tistical ec- 
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JAPAN 


Off the sick list 


Embattled prime minister regains initiative 


By Robert Delfs in Tokyo 


ike one of his more famous pre- 

decessors, Yasuhiro Nakasone, Japa- 

nese Prime Minister Kiichi Miya- 
zawa is proving to be something of a 
comeback artist. The only question is 
whether the surprisingly sharp upturn in 
his fortunes that has occurred in the past 
month is due to his own efforts, or to a 
lucky series of events largely beyond his 
control. 

The conventional wisdom in Tokyo a 
few weeks ago was that Miyazawa was 
still in office only because nobody else in 
the ruling Liberal Democratic Party (LDP) 
was willing to take responsibility for the 
impending disaster in the July upper house 
election. 

Public support for Miyazawa's cabinet 
dropped as low as 22% in March and early 
April, down from 57% when Miyazawa 
took office last November. No other post- 
war prime minister has survived more 
than a few weeks after such poor poll re- 
sults. Following the poll the Nikkei-225 
stockmarket index closed below 17,000 on 
9 April, the lowest in five years. 

These would not appear to be propi- 
tious circumstances for an already weak- 
ened incumbent. But the Japanese public 
returned from the Golden Week holiday 
stretch in early May to find Miyazawa's 
political prospects suddenly redrawn, and 
a distinct, if still slightly suspect, scent of 
political turnaround in the air. 

The most recent Asahi Shimbu poll, 
conducted just before the Golden Week 
holiday, showed support for the Miyazawa 
cabinet had climbed back to 33%, while a 
private poll carried out by the prime min- 
ister's office showed his support level 
surging from 27% in March to 41%. 

The poll figures are not the only pointer 
to Miyazawa's improved fortunes. The LDP 
now appears close to an agreement with 
opposition parties on the elusive issue of 
allowing Japanese Self Defence Force (SDF) 
personnel to participate in UN peacekeep- 
ing operations (PKO). A meeting of top LDP 
and opposition party leaders on 20 May is 
expected to come up with a revised ver- 
sion of the PKO bill that will pass the upper 
house before the close of the current par- 
liamentary session in June. 

Political pundits in Tokyo who until re- 
cently believed the ruling party would 
drop another 15-20 seats in the July upper 
house election have shaved their estimates 
of the LDP’s likely losses to ten seats or less. 
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Polls look with favour on Miyazawa. 


After the bad news over the past six 
months Miyazawa can claim that a loss ol 
this magnitude is really a victory. From 
there it seems a short step to argue he now 
has a mandate to continue in office for the 
rest of his two-vear term. 

The trouble with this argument, sug- 
gests political analyst Minoru Morita, is 
that it remains doubtful how far Miya- 
zawa’s own actions have contributed to the 
turnaround in his fortunes. Instead the 
reasons for his recovery may relate to the 
intricacies of LDP factional politics and to 
crossed wires among the opposition parties 
over the controversial PKO bill. 

Mivazawa's problems began last De- 
cember with the bungling of the first draft 
of the PKO bill. After forcing the bill 
through the lower house, Miyazawa sud- 
denly backed off, apparently in order to 
squelch embarrassing questions in parlia- 
ment about his role in the 1988-89 Recruit 
Cosmos bribery scandal. 

In the process, Mivazawa managed 
simultaneously to offend Keigo Ouchi, 
Chairman of the Democratic Socialist Party 
(DSP), and seriously embarrass leaders of 
the Komei Party. The LDP’s so-called “three 
party coalition" with the Komei and DsP — 
necessary to pass legislation in the op- 
position-dominated upper house was 
left in tatters, and Miyazawa holding the 
blame. 

At least part of the blame, though, 
should be laid on Shin Kanemaru and 
Noboru Takeshita, leaders of the dominant 
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Takeshita faction of the LDP, who seemed 
deliberately to withhold active support for 
the bill. By letting Miyazawa flounder, 
Kanemaru and Takeshita hoped to rein in 
a rival who was showing signs of becom- 
ing too independent. 

Then came the arrest of Fumio Abe on 
bribery charges in January. A former min- 
ister of state, Abe had been secretary-gen- 
eral of Miyazawa’s LDP faction and play ed 
a key role in his campaign to win the prime 
ministership. 

Following the PKO debacle, the Kyowa- 
Abe scandal resulted in much more seri- 
ous damage to Miyazawa's standing than 
the Takeshita faction leaders had expected, 
potentially enough to endanger the party's 
hold on power. The Takeshita faction lead- 
ers accordingly had to call off its campaign 
to undermine the prime minister and 
mount a rescue effort. Kanemaru himself 
took the lead in this in January by accept- 
ing the post of LDP vice-president, a job 
which links him directly with the Miya- 
zawa cabinet. 

The LDP, meanwhile, has finessed the 
PKO constitutional issue by inserting new 
language into the draft bill that seems to 
say SDF personnel participating in UN 
peacekeeping missions would be strictly 
under UN command. The Japanese public, 
understandably confused by the issue, is 
becoming increasingly impatient with the 
opposition parties’ obsession with what 
appear to be subtle, nitpicking distinctions 
of command and control. 

Miyazawa's trump card is his implicit 
threat to resign and call elections to both 
houses of parliament if the opposition uses 
its majority in the upper house to block 
passage of the revised PKO bill. The oppo- 
sition parties concede that they are unpre- 
pared to fight a lower house election, so 
they have little choice but to come to terms 
over the PKO bill. If they allow the bill to 
pass, on the other hand, they will be pre- 
senting the prime minister with his first 
solid legislative achievement. 

The Takeshita faction leaders want the 
PKO bill passed both for its own sake and 
because they too are anxious to avoid a 
double election. The snag in such an elec- 
tion, as the faction sees it, is that a convinc- 
ing win in the lower house would consoli- 
date Miyazawa's hold on power and re- 
duce his dependence on his mentors in the 
party's biggest faction. 

The Takeshita faction has another rea- 
son for hedging its bets. Within the next 
tew months the Public Prosecutor's Office 
is expected to conclude its investigation 
into the Sagawa Kyubin trucking group's 
connections to organised crime and begin 
looking into the company's alleged pay- 
ments to Japanese politicians. Several 
prominent Takeshita faction figures are ex- 
pected to be targets of this enquiry into 
what could prove to one of the biggest po- 
litical scandals in postwar history. 2 
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By ‘Adam Schwarz in in Jakarta 


1 t says something about Jakarta’s ; traffic 
-or Indonesia's politics, or perhaps 
«ME. both, that Indonesian newspapers gave 
. more space in the second half of April to a 
- controversial plan to improve traffic flow 
_ in Jakarta than to the run-up to June's par- 
amentary elections. 
n 20 April the Jakarta city government 
in restricting traffic, on the main routes 
he business centre from the residen- 

as south of the city, to cars with 
ee or more passengers. The idea, which 
originally mooted as a way to lighten 
luring the No on-Aligned Movement 
mit in September, is a good one. 

raffi i in Jakarta has gone from annoy- 
) aggravating in the past five years 
if it is not quite at Bangkok levels 
s on the way. But, to borrow a fa- 
hrase of government ministers, 
of the new plan need a little 

















e plan prevents vehicles with less 
hree passengers from using the main 
utes into the city from 6:30 to 10:00 
eryday except Sundays. Taxis and 
re not affected by the restrictions. 
ficials say the new system is being 
t for three months and will then be 
ated. Commuters have had plenty 
already. 

lost of the inbound traffic has simply 
i0ved onto smaller roads parallel to the 
nain routes, crea ting tremendous traffic 
1s. in the process. One hour commutes 
ve turned into two hour commutes. 
muters using main roads now plan 
ney to get to the restricted zone at 
at 10:00 a.m. At 10:05 a.m. bumper 
'umper traffic prevails. 

2 ar-pooling does not appear to be a 
opular alternative for commuters. How- 
Ver, given the premium on adding pas- 
-sengers, the new traffic plan has given 
_grandmothers, amahs and other domestic 
hangers-on the chance to enjoy a morning 
. drive. Every morning. 

. . More radical evasion techniques are be- 
| considered. One wag suggested that 
ffic plan could be a boon for the life- 
iflatable doll industry. Dozens of 
| were nabbed in the first days of the 
ding solo in pick-up trucks, in the 
nt belief that pick-up trucks were 
ed from the 3-in-1 restriction. 

isis Jakarta,” sputtered Lieut-Col 
Fri, who works in the traffic of- 
he: ? Jakarta city police headquarters. 
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"People will try to find any ways to escape 
punishment." 

Other policemen seem to be determined 
to take a tougher line. On 8 May, a police 


sergeant on traffic detail loosed a volley of 
shots at one car which slipped onto a main 


road carrying only two passengers. The 
bullets shattered several of the vehicle's 
windows; fortunately, the occupants only 
sustained minor injuries. 

What the authorities want, of course, is 


few commuters understandably, are keen 
on the idea. The main feeder routes com- 
ing into the city from the south are five 
lanes across in each direction, two “slow” 
lanes on the left and three "fast" lanes in 
the middle. ! 
In mid-April the city government. 
moved the bus lane on d main routes © 
from the far left of the "slow" lanes to the 
far left of the "fast" lanes in order to speed 
up bus traffic. Again, a good idea in princi- 
ple but not without a few flaws. The big- 
gest flaw is that bus passengers now have 
to dodge traffic on the two slow lanes to 
get to where the buses stop. Pedestrians 
are not the only ones in danger. 
Unfortunately for government traffic 
planners the new traffic rules still don't 
make commuters' lives inconvenient 
enough to force many of them to consider 
a hot, dirty and dangerous ride on a city 





bus. Even the newer additions to the city 


bus fleet, which are cleaner, quieter and 
air-conditioned, haven't made much of a 
dent in the problem. Commuters continue 
to complain that buses are driven reck- 
lessly and that drivers try to stuff in far too 
many passengers. 

City planners would love to build more 
flyovers, tunnels and overhead rail systems 
to ease traffic congestion but there is pre- 
cious little room in the budget for such 
luxuries. Until there is, the city government 
will have to make do with ad hoc meas- 
ures. And with these, says Police Brig.-Gen. 
Sonny Harsono: "there is always the risk 
of failure." = 
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Easing up, somewhat 


The KMT government revises sedition law 


T nder. pressure from opposition 

party members and international 

human rights groups, the Taiwan 
Government has completed a long delayed 
revision of its sedition law. The govem- 
ment is also pruning a so-called blacklist of 
unwanted citizens who have been denied 
entry into the country. 

These measures represent an impor- 
tant shift away from the government's 
four decade-long history of using the 
Criminal Code and other administrative 
actions to suppress opposition to the rul- 
ing Kuomintang (KMT). They are a victory 
for both President Lee Teng-hui and the 
KMT's liberal wing as well as the oppo- 
sition Democratic Progressive Party (DPP). 
The DPP claims the vaguely worded sedi- 


tion provisions have been used against 
Taiwan independence activists more often 
than to silence advocates of communism. 

The new law removes penalties for non- 
violent acts outlined in the anti-sedition 
provisions of Article 100 of the Criminal 
Code. Since the signing of the revised law 
by President Lee on 16 May, more than a 
dozen prisoners convicted of non-violent 
crimes have been released and other 
prominent dissidents expect to be freed 
soon. 

Among the first group of prisoners 
released on 18 May was opposition activist 
Huang Hua who was serving a 10-year 
sentence for raising funds to promote Tai- 
wan independence. Others include a 28- 
year-old businessman, Chou Chao-lung, 
who was recently convicted of joining the 
Chinese Communist Party in 1985 and 
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. sentenced to 18 months in jail. 

Under the new law, several sedition 
cases involving charges of non-violent acts 
pending in the courts will be dropped, in- 
cluding the prosecution of Kuo Pei-hung, 
chairman of the US chapter of the World 
United Formosans for Independence 
(WUFI) and Li Ying-yuan, also a leader of 
the pro-independence group. Other cases 
involving violent offences remain on the 
court roster — including the one against 
George Chang, wUF''s worldwide chair- 
man, who is charged with planning a letter 
bomb attack a decade ago in which the 
then vice-president was maimed. 

While not directly related to the sedi- 
tion law, the blacklist issue has been par- 
ticularly awkward for the government 
which only recently acknowledged its ex- 
_istence. Many of the most prominent citi- 
zens who have been barred from re-entry 
into Taiwan have already returned illegally 
in the past two years, including Li and 
Kuo. But the military and public security 
agencies have resisted complete abolition 
of the blacklist, saying it is still necessary to 
exclude certain individuals who advocate 
action against the constitution. 

Opposition lawmakers have been told 
by the Interior Ministry that there are 282 
people now excluded from entry, with 47 
names listed as the most serious cases. 
They believe that the government will soon 
drop all but the 47 names, yielding to criti- 
cism that preventing citizens from return- 
ing to their homeland violates human 
rights. 

Even so, opposition legislators claim 
that this shortened list contains mostly 
scholars and professionals who are peace- 
ful opponents of KMT rule. "We question 
the KMT's sincerity because most of those 
in the first category have no record of ad- 
vocating violence," said DPP lawmaker 
Chang Chun-hsiung, co-chairman of the 
legislature's judicial committee. 

In the new sedition law, the KMT agreed 
to define sedition as the intention "to over- 
throw the government by actual violence 
and coercive action." This was offered as a 
partial compromise with the DPP which 
insisted that freedom of speech be pro- 
tected and that only violent actions should 
be punishable, not words or intentions. The 
revision mandates a minimum prison term 
of seven years for the leaders in such 
offences. 

The Ministry of Justice has also pro- 
posed a controversial companion law to 
Article 100 which would mandate mini- 
mum sentences of two to five years for 
non-violent "offences against the constitu- 
tional order." 

There is no governmental consensus 
on this bill, however, which both oppo- 
sitionists and liberal KMT lawmakers 
say would be worse than the vaguely 
worded provisions of the former sedi- 
tion law. L 
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Political theatre 


DLP faces crisis after Lee quits nomination contest 


By Shim Jae Hoon in Seoul 

t was not Kim Young Sam, his hand 
i in a gesture of triumph, that 

caught the imagination of the 6,886 
delegates who chose him as their presi- 
dential candidate at the ruling Democratic 
Liberal Party’s (DLP) national convention in 
Seoul on 19 May. Rather, they were elec- 
trified by the absence of Lee Jong Chan, 
who quit the nomination race just two days 
before the convention. 

Lee’s announcement on 17 May that he 
was withdrawing from the race because of 
his rival's “unfair manipulation" of the 
nomination process, plunged the DLP into 
its worst crisis since it was created in a 
three-party merger two years ago. The DLP 
was forged through an amalgamation of 
Lee’s Democratic Justice Party with two 
other opposition groups, 
including Kim's Reunifica- 
tion Democratic Party 
(RDP), to create a conserva- 
tive coalition modelled on 
Japan's long-reigning Lib- 
eral Democratic Party. 

The coalition now ap- 
pears imperilled as the DLP, 
after losing its majority in 
the general election in 
March, faces an unprec- 
edented revolt from Lee. 
As Lee accused Kim of ap- 
plying pressure to collect 
convention delegates, and 
monopolising their support 
by taking advantage of his 
position as the party's exe- 
cutive chairman, he was effectively chal- 
lenging President Roh Tae Woo's role as 
arbiter of the nomination process. 

At a meeting of senior party leaders on 
17 May, Roh appeared to counter-attack 
when he said that Lee had done the party 
"tremendous harm" by withdrawing from 
the race at the last minute and leaving Kim 
as sole contender for nomination. 

Lee has since indicated that he may 
leave the DLP to form a new group from 
which to challenge Kim at the presidential 
polls in December. The crucial question 
now facing the DLP and Lee is how many 
legislators and party members would walk 
out with him. Any split could cripple the 
DLP's presidential election campaign, al- 
ready undermined by the entry of Hy- 
undai founder Chung Ju Yung. 

Lee had complained of “undemocratic 
and unfair practices" since the DLP’s 
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Roh as arbiter. 


nomination campaign started about a 
month ago. For example, he failed to pick 
up a single convention delegate from 
Pusan — Kim's chief political base — while 
some supporters in Seoul suddenly 
changed their minds, citing “pressure.” Lee 
argued that part of this pressure came from 
Kim, who used Roh's prestige to arm-twist 
delegates while Roh watched from the 
sideline. 

Lee also branded the nomination proc- 
ess as a "sham" because it precluded hold- 
ing any policy debates before convention 
delegates. His repeated efforts to draw Kim 
into a policy debate before the nomination 
voting failed. Kim, who has the reputation 
of being weak on issues, had shied away 
from policy discussion. Moreover, Roh's 
failure to intervene and prevail on Kim to 
accept a debate led Lee to question Roh's 
pledge to modernise and 
democratise the party. 

Convention delegates, 
for their part, blamed Roh 
and Kim, as well as Lee, for 
bringing about the crisis. 
"Roh should have averted 
this [crisis] by supporting 
Kim right from the begin- 
ning,” a delegate from 
Seoul said, pointing to 
Roh's indecision over 
which candidate to en- 
dorse. Others, especially 
from Kim's area of Pusan, 
suspected that Lee may be 
opening the way for oppo- 
sition candidate Kim Dae 
Jung by splitting the pro- 
government ranks. 

In the end, however, the greatest dam- 
age will be done to Kim Young Sam, who 
is seen mainly to blame for the crisis by 
refusing to compromise over the issue of 
policy debates. 

The December election has now turned 
into a five-way race, with the field com- 
prising Kim Young Sam and Lee, Kim Dae 
Jung and Chung. The fifth challenger, Pak 
Chan Jong, is leader of a small reformist 
movement. 

With Lee, Kim and Chung all focusing 
on the same middle class voters, it appears 
increasingly likely that Kim Dae Jung may 
emerge as the strongest contender. His 
support among the urban poor and indus- 
trial workers remains undivided and he 
also has a strong pull among younger vot- 
ers, many of whom are disillusioned over 
the DLP’s internal disarray. a 
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BRIEFING 


US bill to end aid to 
Indonesia introduced 


> Legislation that would cut off US aid 
to Indonesia in response to last 
November's killings and alleged 
continuation of human rights violations in 
East Timor was introduced in the US 
House of Representatives on 14 May. In 
addition to ending bilateral assistance, the 
bill would suspend generalised system of 
preferences benefits for Indonesian 
products and require the US 
representative to the World Bank to 

. oppose loans to Jakarta. US military and 

. economic assistance for Indonesia totalled 
about US$58 million this fiscal year. The 
ban would remain in effect until the 
president could certify to Congress that 

. Indonesia had withdrawn its troops from 
East Timor, that human rights violations 
had stopped and that a UN-supervised 

. referendum on self-determination had 

. been allowed. 


(US to return some military 
Y installations on Okinawa 


b» US Vice-President Dan Quayle 

- announced that the US will return three 
- sites used by US military forces based in 
- Okinawa and dismantle a controversial 
_ urban-combat training facility at Camp 
- Hansen. Quayle also said the US was 

P willing to resolve "as speedily as 
(cepa remaining issues of contested 

d in Okinawa, including military port 

facilities at Naha Bay. 


Indonesian politicians barred 
from addressing rallies 
> The Muslim coalition's star speaker, Sri 
Bintang Pamungkas, was barred from 
. addressing a party rally in Central Java on 
- 14 May, the second United Development 
_ Party leader to be stopped during the first 
week of Indonesia's general election 
. campaign. Earlier, Sumarno Syafei was 
temporarily silenced for urging voters to 
. vote along religious lines. Sri Bintang, an 
economist and lecturer at the Universiti 
Indonesia, is considered the party's 
Á ading intellectual. The election 
committee's action came after the 
_ governor of South Sumatra lodged a 
complaint against him for "discrediting 
_ the government.” 






China said to have halted 
Middle East missile deals 

.&* The US appears to be satisfied that 

_ China is cooperating in efforts to prevent 

missile proliferation in the Middle East. 

An unnamed Bush administration source 

he 


22. 


told the Associated Press newsagency that 
China has cancelled deals to sell missile 
technology to Syria and Pakistan. In 
November, Chinese leaders promised 
visiting US Secretary of State James Baker 
that they would adhere to the 1987 
Missile Technology Control Regime 
agreement. Despite this assurance, US 
intelligence officials continued to believe 
that China was moving ahead with arms 
sales deals struck with the two countries. 


Japanese court overturns 
controversial shrine ruling 

> The Takamatsu High Court in Ehime 
prefecture has reversed a lower court 
ruling that barred use of public funds for 
offerings at the Yasukuni shrine, a Shinto 
temple in Tokyo that commemorates over 
2 million Japanese war dead — including 
seven war criminals executed after World 
War II. The court's finding on 12 May 
vacated an order requiring a former 
governor of Ehime to pay back ¥166,000 
(US$1,200) used to buy offerings for the 
shrine. The decision appears to conflict 
with an earlier ruling by the Sendai High 
Court, which held that visits to the shrine 
by the emperor or prime minister violated 
constitutional separation of church and 
state. Visits to Yasukuni by government 
leaders became a major issue in 1985 
when Yasuhiro Nakasone became the first 





Social indicators 


Exporting as an antidote 
for rural poverty 
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post-war prime minister to attend a 
ceremony at the shrine in his official 
capacity, an act that angered anti-war 
political and religious groups and sparked 
protests in other Asian countries. 


Inquiry to study New Zealand 
army's stance on Fiji coup 


> New Zealand's 
Prime Minister Jim 
Bolger has ordered an 
official inquiry into 
allegations that the 
country’s armed 
forces disobeyed an 
order by his. 
predecessor David 
Lange to enter Fiji 
during a coup in May 
1987. Senior officers were accused of 
failing to obey Lange’s orders to send a 
special forces unit to secure the release of 
an Air New Zealand aircraft and to 
protect New Zealand nationals stranded 
in Fiji during the coup. Several senior 
military officers are reported to have 
resigned over the affair. 





Bolger. 


US protests to China over raid 
on Washington Post journalist 


> Chinese security agents searched the 
office of the Washington Post's Peking 
bureau chief, Lena Sun, on 16 May, 
forcing open her safe and confiscating 
notes and contact lists. They charged her 
with conduct not befitting her status as a 
journalist, but said it was not up to them 
to decide whether she would be deported 
from China. The security agents’ three- 
and-a-half hour interrogation of Sun 
focused mainly on one of her sources, 
who they said had been recently arrested. 
In Washington, US Assistant Secretary of 
State Richard Solomon summoned 
Chinese Ambassador Zhu Qizhen to 
formally protest against the raid. 


Indian, Iranian leaders 

confer on Afghanistan 

> Iran's Foreign Minister Akbar Velayati 
visited New Delhi on 18-19 May to 
discuss Afghanistan with Prime Minister 
P. V. Narasimha Rao and Minister of State 
for External Affairs Eduardo Faleiro. 
Although the two countries supported 
opposing sides until the recent fall of the 
communist regime in Kabul, India and 
Iran are now seen as having a common 
interest in backing the Persian-speaking 
and other minorities underpinning 
President Sibghatullah Mujadedi's interim 
government against Pashtun forces long 
preferred by Pakistan. 
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Singapore’s state-of-the-art plant is just one point in a production network that covers Asia, 
and the world. In fact, this box of chips might be bound for Thailand, where they'll go in NEC 
television sets, or to a toymaker in Hong Kong, or to a half-dozen other countries for any of a 
thousand other products. 

All around Asia, NEC is making sure that local people have the very best tools and knowhow 
to make the very best products. Because NEC affiliates aren't just global partners, they re NEC 
customers, too. 
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hina’s recent decision to adopt a 
| law reasserting its sovereignty 
į over the Senkaku Islands (Diao-yu 
= tai in Chinese) and their adjacent 
| waters in the East China Sea has tested re- 
i 
| 
| 





| lations between Peking and Tokyo. 

The law, adopted by the Standing Com- 
| mittee of China's National People's Con- 
| gress on 25 February and signed by Presi- 
|! dent Yang Shankun, became effective im- 
| mediately. It declared the islands to be 
| Chinese territory, and ruled that they were 
| entitled to 12 nautical miles of territorial 
| waters and a further 12-mile contiguous 
| zone. Sovereignty also extends to the air- 
| space above the islands and their territorial 
_ waters, and to the seabed and below. 
| The law's adoption came just before 
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| Trough b basin. df rm Senkakus were ig- 
nored in a boundary settlement, the south- 
| ern part of the East China Sea Basin would 
| be split almost evenly in terms of area and 
| sediment thickness — the indicator of pro- 
| spective hydrocarbon resources. 

| If Tokyo's claim were uncontested, 
|! much more of the basin would be Japan's, 
though an area which has yielded many 
dry holes and one Chinese oil strike would 
accrue to China. If the Okinawa Trough 
axis were the boundary, which is Peking's 
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THE 5TH COLUMN 


By Mark J. Valencia 


preference, most of the basin area would 
fall to China. 

China has rebuffed Japan's repeated 
efforts to discuss the shelf question on the 
grounds that any solution to the boundary 
in the East China Sea must involve all 
claimants, which include South Korea. 
However, Seoul's attempts to discuss the 
issue with Peking have been rejected be- 
cause China recognises North Korea as the 
only legitimate government of the Korean 
peninsula. 

Taiwan's position also complicates the 
issue. Although Tokyo has said it will only 
discuss the Senkakus with Peking and not 
Taipei, Taiwan's proximity to the islands 
makes it a significant player in the dispute 


pan like it or not. 

. Chin's tactics in the 
dispute, despite its uni- 
lateral reassertion of 
sovereignty over. the is- 
lands, can be seen to in- 
clude the desire to strike 
a deal with Japan. This is 
supported by sugges- 
tions from Chinese. offi- 
cials that a realistic ap- 
praisal of regional eco- 
nomic needs and coop- 
eration should take pre- 
cedence over a narrowly 
“legalistic” or “historical” 
approach. 

China also advocates 
the creation of joint deve- 
lopment zones (DZ) that 
would give it a share of 
any oil discovered on the 
Japanese side of the con- 
tinental shelf. Indeed, 
China asked Japan to co- 
operate in joint studies 
on exploration and de- 
velopment of oil in the 
East China Sea. In addi- 
tion, China has continued 
to encourage Taiwan to join such an en- 
deavour. 

What are the possible solutions? One 
scenario would be for China and Japan to 
agree to an equidistant line, with Taiwan 
tacitly treated as an autonomous province 
of China. Taipei could then perhaps be per- 
suaded by economic sweeteners from 
Washington, Tokyo and Peking to phase 
out its northernmost offshore oil conces- 
sions. In return, Taipei would retain its eco- 
nomic autonomy, but would give up 
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seabed claims based on its claim to juris- 
diction over the mainland. 
bins] and Tokyo Coo then jon 
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this arrangement, including the possip 
of joint-venture companies in w hich T 
king’s China National Offshore Oil Cor 
and Taipei's China Petroleum Corp. wou 
join with US oil companies. Taiwan mig 
even be able to develop its “provincial 
areas under its own authority. 

The US and Japan could promote. 
scenario by making clear that their ree 
nition of Peking as the legitimate gov 
ment of China implies that Peking le 
mately represents China's seabed cla 
Peking and Tokyo 
then begin negotial 
boundary-making 
good fai ith and co 
joint assessment of t 
petroleum resources. 
the area prior to la 
ing a full-scale IDZ pi 
gramme. 

Án alternative wi 
be to divide the are 
different portions 
on the degree of 
culty in resolving 
boundary. If their $ 
bolism can be do 
played, ownership o 
Senkakus thers 
should not make ag 
practical differen 
any event, because 
lands are not ecc 
cally self-sustainit 
may not be eligibi 
der the Law of the 
basepoints for claiminy 

continental shelf. | 

Á key question pose 
by China's new law 
the timing. China may 
trying to reinforce i1 
claim before the UN Law of the Sea Tre 
becomes effective next vear. Such an d 
could force Japan to pass its own k 
which in turn could s t the stage for « 
gotiated solution. While joint develop 
is not the best or permanent solt 
issue, it may be the only altern B 
action at all — or worse, to confror 
and conflict. | 
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CHINA 


Fit to fight 


Latest plans to reduce the size of PLA 





By Tai Ming Cheung in Hongkong 
C hina's military modernisation drive 





is back on track after being derailed 

by the political upheavals of 1989. 
Peking's latest effort to rein in the coun- 
try's huge military establishment became 
clear following an enlarged meeting of the 
country's powerful Central Military Com- 
mission (CMC) in late April, when delegates 
agreed to sizeable troop cuts and to im- 
pose tighter central management on the 
People's Liberation Army (PLA). 

While the meeting decided in principle 
on a substantial reduction in the ranks, no 
firm figures were agreed upon, analysts 
said. A number of measures were 
passed however, including the 
merger or closure of around 20 mili- 
tary training institutes and the 
streamlining of the PLA's headquar- 
ters. The General Staff Department's 
chemical decontamination, engi- 
neering, artillery and armoured sub- 
departments were consolidated into 
one special unit. The institutes to be 
abolished include training schools 
for junior officers, technical institutes 
and medical centres. 

While Hongkong and Taiwan 
newspapers reported that three out 
of the PLA's 24 group armies would 
be cut, foreign military specialists 
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and 
ry Commission's (CMC) 


said there was no firm evidence that such 
a decision was made at the meeting — 
though they expect more concrete meas- 
ures will be announced later this year. Al- 
though cuts as high as 1 million troops 
have been rumoured, informed sources 
believe the reductions will be around 300- 
400,000, or upwards of 10% of the PLA's 3.2 
million personnel. 

Analysts believe the lack of a firm tar- 
get for the reductions indicates strong re- 
sistance within the military to the cutbacks. 
Although most military commanders ac- 
knowledge such measures are necessary, 
many are fighting hard to prevent their 
units from being axed. This is particularly 
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Too many and too costly. 


indoctrination campaign after the June 
1989 crackdown that summarily halted 
the army's professionalism and moderni- 
sation programme. 

Nevertheless, since early tabe. 
appears to have dropped his 
and assumed a more moderate and low- 
key profile. Observers say there is a pub- 
lic relations campaign to show that he 
has been à reformist champion all along. 

Yang's new image may be linked to 
his efforts to follow in his half-brother's 
footsteps and become the country's mili- 
tary strongman. Yang Shangkun is sche- 
duled to retire from his military and party 
posts later this year, and the state presi- 
dency next year. The younger Yang is 
expected to become either vice-chairman 
or CMC first vice-chairman in his place. 

Yang Baibing is the CMC general-sec- 
retary and also holds a position on the 
communist secretariat. Analysts 
say that if he is promoted, he may relin- 
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true for units raised in areas of high unem- 
ployment. Fears that a massive demobili- 
sation would leave many soldiers jobless, 
with the attendent risk of social unrest, 
may have forced policy makers to delay 
making any major decisions for now. 

One region likely to be hard hit is the 
industrial northeast, in particular Liaoning 
province which is under the Shenyang 
Military Region (MR). Liaoning has the 
highest concentration of military forces 
anywhere in China, with three group 
armies and several other major units sta- 
tioned in the region to protect important 
industrial and urban centres. They include 
the 40th Army in Jinzhou, the 64th Army 
in Benxi and the 39th Army near Dalian. 
The 40th Army narrowly missed being 
axed in the last round of major cutbacks. 

But with the effective end of the threat 
from the former Soviet Union, many of 
these units are now without a clear role. 
Observers say there are already signs of 
consolidations taking place among units in 
the Shenyang MR, and point out that de- 
mobilised soldiers will find it hard 
to get jobs. State enterprises, the re- 
gion's main employer, are being 
forced to lay off large numbers of 
workers as they struggle to become 
profitable or are threatened with clo- 
sure by the government. 

The meeting also discussed, but 
did not decide, on the establishment 
of a new high-level command head- 
quarters that would be in direct con- 
trol of rapid deployment forces dur- 
ing a crisis. Analysts believe this 
would be above a group army, but 
below an MR, in organisational rank. 
This new unit, which would be un- 
der the direct authority of the PLA 


Minister Gen. Qin 
Jiwei and several other senior generals in 
the PLA General Staff Head 

There are indications that a fierce tus- 
sle over these appointments, and for 
overall control of the army, is now 
underway. Party chief and CMC chair- 
man Jiang Zemin, the titular head of the 
PLA, has reportedly been harshly criti- 
cised in recent months over his inept 
leadership by Deng and other senior 
leaders. In an effort to enhance his weak 


be helping to undermine Jiang’s author- 
ity. a Tai Ming Cheung 
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general headquarters and ultimately the 
CMC, would have operational command of 
a number of group armies currently ad- 
ministered by the MRs. 

The proposed formation of a rapid de- 
ployment headquarters appears to come 
- from the PLA’s examination of its perform- 
. ance during the unrest in Peking in 1989 
and assessments of the Gulf War. When 
units from around China were ordered to 
Peking following the imposition of martial 
law in 1989, there was considerable confu- 
sion between the MRs and general head- 
quarters over which formations controlled 
these forces. The new headquarters would 
address this problem. 

The dissolution of Jinan MR, however, 
was debated during the meeting — though 
the proposal has been turned down for 
now. Jinan, which has four group armies, 
. has acted primarily as a strategic reserve 
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base in case reinforcements were needed 
against a Soviet attack or, Taiwanese 
sources believe, to spearhead an invasion 
against the island. 

The CMC meeting is the latest indication 
that many of the reform measures dis- 
cussed during the 1980s to transform the 
PLA into a more professional force are now 
creeping back onto the agenda. This fol- 
lows a hiatus that began after the 1989 De- 
king crackdown, when the military mod- 
ernisation programme was suspended in 
favour of a return to a hardline political 
indoctrination campaign that ridiculed 
many of these reformist ideas. 

The political backlash was partly the 
result of many of the reforms being formu- 
lated during now disgraced party chief 
Zhao Zivang’s tenure as CMC's first vice- 
chairman between 1987-89. One of the 
charges against Zhao's military moder- 
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nisation programme after his downfall 
was that he was attempting to weaken 
the PLA’s ties to the communist party by 
turning the army into an apolitical institu- 
tion. 

Some of the reforms that Zhao put for- 
ward included expanding the state’s in- 
volvement in military affairs at the expense 
of party control. This included an increased 
role for the symbolic, but otherwise pow- 
erless, Defence Ministry. In addition, 
Zhao's military advisers were busy deve- 
loping a new and more sophisticated mili- 
tary strategy that would allow command- 
ers greater flexibility to fight conflicts of 
varying degrees of intensity, mobility and 
size rather than its previously single- 
minded focus on a "people's war" doctrine 
of swamping an invading Soviet army with 
overwhelming numbers of troops and 
militia. a 
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BANGLADESH 


Top degree, top dollar 


By S. Kamaluddin in Dhaka 


t least two private universities are 

poised to open their doors in Bang- 

ladesh by next year. This might not 
be big news elsewhere in the world. But in 
this country, where free higher education 
has been a state monopoly, it is a radical 
departure for the government, which has 
prided itself on providing virtually free ter- 
tiary education. 

But free education does not necessarily 
mean good education. Partly this is a con- 
sequence of the meagre resources doled 
out by the state exchequer, perennialy in 
deficit and coping with competing de- 
mands. More important, low academic 
standards are also the result of the extreme 
politicisation of students, especially at the 
tertiary level. 

Bengali student activism has a long 
history dating back to the nationalist strug- 
gle during colonial British rule. College 
students were at the forefront of the 
Bangladesh liberation struggle in the early 
1970s and spearheaded the overthrowing 
of president H. M. Ershad in late 1990. Po- 
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litical parties have routinely use d students 
as agitators on the campuses and the 
streets. 

Elections to students' unions are run 
along party lines and contested fiercely and 
violently. These have often led to pro 
longed strikes, college closures and cancel- 
lation of examinations. Even committed 
faculty sometimes cannot finish teaching 
their courses despite holding classes dur 
ing college holidays. Thus many students 
end up spending two-to-three years more 
than they should on the campuses 

Children of the rich have been able to 
avoid this vicious cycle of losing time and 
learning little by going to expensive pri- 

vate schools in the West from the primary 
level. Private fee-charging primary and se 
ondary schools have been around in Bang- 
ladesh, but so far there were no privat 
tertiary schools. So the middle class try to 
skimp and save so as to able to send then 
wards to college abroad. There are several 
thousand Bangladeshi students studying in 
British and American universities and an 
other 30-40,000 have opted for less expen 
sive campuses in India. 
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The planned private universities in 
Bangladesh will give a chance to mam 
more of a better college education. Obvi 
ously, the aim of these colleges will be h 
keep unnecessary politics out thi 
puses and providi uninterrupted Lalit 
education at son cost thou wot as 
high as abroad. Dr A. Majed K presi 
dent of the planned Independent Univer 
sity of Bangladesh (| d el 
sitv cannot be à ol 
but it has to develo; own 
sustainability.” The suste! 
have to come from private donations and 

user support meaning thi rdians 
of students 

Khan, a former education 1 ister and 
professor, plans to keep the Ii tandards 
comparable to international ones vith 
some involvement of foreign t ers 


though the bulk of the faculty will be Bang 


ladeshi nationals Che hi I O at 
velop a 45-acre site outside Dhaka, though 
it will begin functioning next year in rented 
premises, The anticipated intake of IUI 
about 2,000 students in five veat 

Plans for the second university are mot 
tentative. To be called th« 1 
University, its chief sponsor is former an 
bassador Moslehuddin Ahmed. While 
North-South has already rent 
commodation for adi premise 
it is unlikely to open until late next vear. 8g 
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MALAYSIA 


A political ploy 


Umno dares Islamic Party on criminal law 





By Michael Vatikiotis in Kuala Lumpur 


rime Minister Datuk Seri Mahathir 
P Mohamad seems almost to be dar- 

ing the opposition Islamic Party 
(Pas) to introduce huddud, or Islamic 
criminal law, in Kelantan, the state the 
party captured in the 1990 elections. It is a 
prospect that has already sparked furious 
debate within the wider Malay political 
community and alarmed the country's 
substantial non-Muslim minorities. 

In a move that aggravated the concern 
of non-Muslims, Mahathir said the federal 
government would not obstruct the intro- 
. duction of huddud in Kelantan, the only 
state Pas controls. “We have no intention 
_ to stop them," he declared in mid-April. 

“If there are any provisions in the federal 

constitution which hinder their intentions, 
we will amend them accordingly." 

It has been well over a century since 

. attempts were first made to implement 

huddud in Malaysia. The laws prescribe 





the amputation of limbs, caning and ston- 
ing for certain criminal offences — for 
example, the severing of hands for thieves, 
caning for fornicators and death by ston- 
ing for adulterers. In the mid-19th century, 
reign of Sultan Mohammed II, foreign visi- 
tors to Kelantan were treated to the specta- 
cle of convicted thieves without hands. 

A month ago, Kelantan's Chief Minister 
Nik Aziz Nik Mat, a Muslim preacher and 
leader of Pas, revealed that a committee 
which was studying ways of changing the 
state constitution to permit the introduc- 
tion of huddud. He indicated that the laws 
would also apply to non-Muslims, who 
form a small minority in Kelantan. 

Legal experts say that Kelantan would 
indeed have to bring its case to the federal 
parliament where amendments to Articles 
3 and 11 of the federal constitution which 
guarantee freedom of religion, would have 
to be considered to accommodate the in- 
troduction of huddud. 

However, Mahathir's ruling National 


Front coalition has said it would allow its 
non-Muslim MPs to vote according to their 
conscience. Since Muslims account for only 
about 100 seats in the 180-seat parliament, 
it is therefore unlikely that the two-thirds 
majority needed to amend the constitution 
could be mustered. 

Mahathir's unusual concession to the 
Kelantan state government was interpreted 
as a political ploy. He had been speaking 
shortly before Pas and the National Front 
contested a crucial by-election in Bukit 
Payung, a Malay heartland seat in neigh- 
bouring Trengganu state, and political ob- 
servers construed Mahathir's remarks as a 
bid to deprive Pas of a campaign issue. 

But, in the wake of the National Front's 
victory in Bukit Payung, some non-Mus- 
lim politicians are wondering why the 
government has still not come out unam- 
biguously in favour of the freedom of reli- 
gion guaranteed in the federal constitution, 
and the secular basis of the legal system. 

"This may have a been a good political 
move, but it is terrible for the nation," said 
opposition leader Lim Kit Siang. Lim, 
leader of the multiracial Democratic Action 
Party (DAP), argues that allowing Pas to 
introduce huddud in Kelantan amounts to 
abandoning "a national policy of uphold- 
ing a secular state." 

Malay political observers interpret Ma- 
hathir's "support" for Kelantan less starkly, 











Å 
4 








and suggest more complex political mo- 
tives. One political observer says that by 
allowing Pas to go ahead with plans to 
Islamise the legal system, Mahathir is giv- 
ing the party “rope to hang themselves. Pas 
is going to lose support from the non-Ma- 
lays and all their attempts to appear toler- 
ant will evaporate.” 

Provoking Pas into a game of political 
brinkmanship over huddud is also seen as 
a political trap for Pas’ opposition partners. 
Both the DAP and Semangat ‘46 — a 
breakaway faction of the mainstream 
United Malays National Organisation 
(Umno) — espouse multiracial policies. Yet 
both have links with Pas in the alliance 
formed to contest the 1990 elections. “The 
strategy is to frighten non-Malays with the 
spectre of Pas rule,” said a political com- 
mentator. 

Mahathir's reluctance to dismiss the 
matter also reveals the extent to which reli- 
gious issues still carry weight in Malay 
politics. Umno faces a challenge from Pas 
in the Malay-majority states of Kedah and 
Trengganu as well as Kelantan. Recent by- 
elections indicate that though it is not 
winning, Pas is holding its ground despite 
a concerted campaign to portray Pas as 
retrogressive and Umno as the champion 
of Malay economic emancipation. 

Another factor is the divisions within 
Umno itself. Umno is the dominant party 
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Young Kelantan Muslims: mixed signals. 


in the National Front and whoever leads 
Umno becomes prime minister. Competi- 
tion among second-echelon Umno leaders 
who hope eventually to succeed Mahathir 
is intensifying in the run-up to party elec- 
tions in 1993 and fostering new factions 
within Umno. Because the battle for voting 
delegates at the party assembly is fought 
mainly at the grassroots level, it is scarcely 
surprising that the religious inclinations of 
conservative rural Malays are considered a 
sensitive issue. 

Commenting on the huddud debate, 
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Ariffin Omar, the president of the non- 
governmental social organisation Aliran, 
felt it was creating “tension in Malaysia.” 
He warned that “many Muslims have felt 
uneasy about the lack of distinction be- 
tween criticising huddud laws and Islam.” 

Pas may be banking on this. Umno be- 
lieves it has Pas on the run, but Pas is just 
as convinced it has Umno thrust squarely 
on the horns of a dilemma. “Huddud law 
is compulsory and mandatory for all 
Muslims,” said a Pas official in Kelantan. 
Pas officials who were initially cautious 
and even denied plans to implement Is- 
lamic laws in the state, have been drawn 
into the open by the federal government's 
tactics. "Whether Umno wants to make 
an issue of it or not, we have to go 
forward with Islamic law," said a Pas state 
official. 

While the dynamics of Malay politics 
allow the issue to assume national dimen- 
sions, some Umno insiders are concerned 
about the image this conveys to a wider 
audience. "The problem is the world 
doesn't know the difference between 
Kelantan and the rest of Malaysia," said 
one senior Umno official. Another senior 
Umno figure sees arguments over huddud 
as a disservice to Islam in Malaysia. “There 
are so many other issues Islam should be 
dealing with, like poverty and education,” 
he said. " 
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NORTH KOREA 


Zone of dreams 


Pyongyang goes overboard for Tumen project 


By Kazuhiko Shimizu in Pyongyang 
et's say you were looking for US$30 
i billion to develop a port and that 
the five countries that joined the 
project were North Korea, China, Russia, 

Mongolia and South Korea. Guess which 

one would be expected to put up more 

than its share of the cash. 

So far, though, for South Koreans and 
others with capital, seeing isn't believing, 
at least if you're in North Korea. This is 
what the organisers of a conference on the 
UN-sponsored plan to develop an interna- 
tional port on the Tumen River delta di- 
viding North Korea, China and Russia 
found when they escorted Japanese and 
. Western journalists, businessmen and re- 

searchers to view the site in late April. 

The plan as envisaged by the UN De- 
velopment Programme (UNDP), would 
transform the no-man's land in the lower 
15 km of the sandy and shallow Tumen 
into an entrepot, to serve the still undeve- 
loped northeastern parts of China and 

. North Korea. It would also enable neigh- 
bouring Japan and South Korea to tap the 
area's abundant natural resources and it 
would open a 10,000-km land bridge from 
the Sea of Japan to Europe. 

-~ . The five countries that have joined the 
project are tantalised by the possibility of a 
hub of economic growth similar to the 
dynamic special economic zones in south- 
ern China. The idea is so attractive to the 

cash strapped North Koreans that Pyong- 
yang has promised to establish a special 
economic zone with preferential tax and 
investment laws in a 621-knY region that 
includes two existing ports. 

A tour of the area, however, left many 
participants daunted by the effort that will 
be needed to bring the old ports of Raijin 

and Chongjin up to date. And the confer- 
ence in Pyongyang raised far more ques- 

- tions than it answered about the ability of 
the former socialist allies sharing the 

Tumen delta to fit the pieces of the giant 

jigsaw puzzle into a workable whole. 

Wang Yusheng, deputy president of the 
Asian-Pacific Institute in Peking, surveyed 
the Tumen from the railway bridge at the 
North Korean-Russian border and confi- 
dently predicted that within 20 years China 
would have an international port at its bor- 
der town of Fangchuan, just upstream 
from the bridge, on a par with Hongkong. 

China, which lost international access 
for its vast northeast when it ceded the 
lower reaches of the Tumen to North Ko- 


rea and the Soviet Union, seems to have 
the greatest hopes invested in the Tumen 
scheme. Landlocked Mongolia shares its 
desire for a new port to supplement the 
choked facilities at Dalian in China's Liao- 
ning province. 

Russian delegates to the 1-2 May 
Pyongyang conference, however, object to 
dredging the now virgin and unnavigable 
Tumen. Arkady V. Alexseev, chief deputy 
director of the Pacific Oceanology Institute 
of the Far Eastern Branch of the Russian 
Academy of Sciences in Vladivostok, said 
residents of the border town of Khasan 
oppose a major dredging effort that might 
foil plans to develop the unspoilt river val- 
ley as a tourist and recreation site. 

Although Russia plans its own special 





Kim Il Sung: pleas for funds, despite debts. 


economic zone in nearby Posyet in con- 
junction with the Tumen project, Alexseev 
said there was no clear consensus between 
the eastern ports of Nakhodka and Vladi- 
vostok on supporting the Tumen project. 
Chinese advocates of Tumen, who have 
already launched a special economic zone 
at Hunchun and want to restore the city as 
an inland river port, face the same tug-of- 
war for central and regional government 
support. 

The biggest challenge for the Tumen 
project may be how to raise the US$30 
billion the UNDP estimates is needed. So far, 
the UNDP has pledged only US$ 3.5 million 
for feasibility studies that are due to be 
completed next year. 

The Japanese, particularly on the Sea of 
Japan coast, would like to gain a land route 
to Europe. But they expect loans to be 
repaid. While China has an exemplary 
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track record in paying foreign debt, the 
Iynchpin in the project, North Korea, owes 
several billion dollars to Russia and China 
and at least another billion to Western 
bankers. 

North Korean officials told the Pyong- 
yang conference that an estimated US$42 
billion would be needed just to modernise 
and expand the ports of Rajin and Chong- 
jin. "We want to finance this by ourselves 
in principle," said one North Korean offi- 
cial. But Deputy Premier Kim Dal Hyon 
said his government had applied to the 
Asian Development Bank for help with the 
projects, while seeking yet further delays 
on payments of its existing overseas debt. 

The Japanese are likely to hold off on 
any substantial role in the Tumen region, 
said Toshio Watanabe, professor of eco- 
nomics at Tokyo's Institute of Technology, 
until Tokyo normalises ties with North 
Korea and provides official loans and in- 
vestment insurance. Japanese businessmen 
who travelled up to the border region 
showed scant enthusiasm for getting in- 
volved. 

"Look at this port,” said Kumajiro Shi- 
mamoto, representative director of a ship- 
ping agency, who spent part of his child- 
hood in Rajin. "Nothing is going on here. 
If I had Y10 billion [US$76 million] to in- 
vest, | wouldn't spend it here." 

The North Koreans made it clear they 
were expecting generous help from their 
brothers in South Korea, and South Korean 
participants in the conference publicly 
went along with this patriotic appeal. The 
less lofty reality is that the South wants 
access to the North's strategic mineral re- 
sources and needs cheaper workers now 
that wages have risen at home. "If we 
move here we can regain our export com- 
petitiveness," one South Korean academic 
said. For the moment, joint ventures with 
the South are on hold until suspicions 
about the North's nuclear programme are 
resolved. 

Both the South Koreans and the Japan- 
ese expressed reservations about sinking 
money into an economy about which little 
is known other than that it is in a pro- 
longed slump. "I think the Japanese will 
come first. But there is no economic data 
on North Korea," complained Kan Heung, 
director of the Centre for Northeast Asian 
Studies at the Korean Institute for Interna- 
tional Economic Policy. 

Japanese and US experts attending the 
conference said they were encouraged that 
North Korea's plans for Tumen lack the 
socialist political overtones that character- 
ize most aspects of life in the North. But 
they wondered whether North Korea can 
confine its opening to the outside world to 
economic zones. Some also questioned 
how much freedom there is likely to be in 
a port like Chongjin where foreign journal- 
ists were stopped at gunpoint from leav- 
ing the quay to stroll down the street. z 
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Traveller s Tales 


he latest joke making the Ameri- 

can political rounds is about a 

possible change in the Republican 

Party nominees before the presi- 
dential election in November. The question 
now is whether George Bush will get to 
stay on the ticket with Dan Quayle. 

That Vice-President Quayle's reputation 
has improved enough for someone else to 
be the target of humour says something 
about President Bush's lowered popular- 
ity. It also suggests that Asia needs to take 
Quayle more seriously. After all, if Bush- 
Quayle wins, Quayle will suddenly be the 
frontrunner for the presidency in 1996. 

Contrary to his US media image, 
Quayle is deeply knowledgeable about 
many subjects, including arms control and 
economic deregulation. The week before 
he was selected as the vice-presidential 
nominee in 1988, he regaled a breakfast of 
Dow Jones editors with detailed war sto- 
ries about designing partisan electoral dis- 
tricts in his home state of Indiana. 

Asians could make their own assess- 
ment during Quayle's trip to Japan this 
month — his last scheduled foreign jour- 
ney before the presidential election. One 
quick measure of its success was that 
Quayle left Chrysler's Lee Iacocca behind 


| in Detroit. Indeed, in contrast with his 
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boss's last trip to Tokyo, Quayle arrived 
unaccompanied by any American execu- 
tives seeking protectionism. He also man- 
aged to avoid any embarrassing health 
problems at state dinners. 

Despite the baggage he carries as a sup- 
posed political lightweight, Quayle has 
some of the brightest aides in Washington. 
Top aide William Kristol, a former Har- 
vard professor, was with him in Tokyo. 

The good news for Asia in Quayle's 
current ascendancy is that he has chosen 
to describe himself as a free trader in an 
administration where the closest many of- 
ficials allow themselves to get is to stand 
for “fair trade." Even President Bush occa- 
sionally refers to the proposed North 
American Free Trade Agreement as the 
"Fair" Trade Agreement. 

Quayle explained his free-trade views 
and discussed some of the problems 
America has competing in Asian markets 
during an interview on 15 May as he fin- 
ished his four-day trip to Tokyo. The other 
questioner at the US Embassy was Robert 
Delfs, the REVIEW's Tokyo bureau chief. 

For starters, even Quayle is a free trader 
only up to a point. Could any American 
politician propose a policy of unilateral free 
trade as practised by 19th-century Britain 
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and today by Hongkong? That is, could 
the US lead the world away from treating 
trade as something to be negotiated tit for 
tat and instead announce that it will im- 
port at the best price? Other countries 
could harm their own consumers until they 
too insisted that their governments allow 
them to buy the best goods at the best 
price. 

His answer was not yet, maybe not for 
a long while. “We are incrementally mov- 
ing in the direction of the concept of free 
trade through bilateral and multilateral ne- 
gotiations,” he said. “I think in the political 
environment and prob- 
ably somewhat in the eco- 
nomic environment it 
would complicate the 
system to have unilateral 
free tradism like Britain 
did in the past or Hong- 
kong — you can't com- 
pare the US with Hong- 
kong, it's not an accurate 
assessment of capabilities. 
But we are certainly mov- 
ing in this direction." 

He also noted with 
some glee that the most 
protectionist presidential 
candidates have done 
poorly in the race so far. 
One Democrat blamed his 
own poor performance in 
part on a television com- 
mercial he ran showing 
him blocking an ice 
hockey goal as if he were 
defending local markets. 

Still, "Many people say, 'Oh, well, you 
better not get into free trade, it's a mine- 
field out there, the labour unions don't like 
it and some businesses feel threatened’,” 
Quayle said. “I’m saying, ‘Hey look, free 
trade is in our interest and we ought to go 
full steam ahead’.” Unilateral free trade, 
though, remains a distant goal. 

What about fears from Asian exporters 
that they will be excluded from the North 
American market by the North American 
Fair — that is, Free — Trade Agreement? 

Not to worry, Quayle said, turning the 
question around. “Now I don’t know what 
Europe 92 means — is it going to be for- 
tress Europe, protectionist Europe, trade- 
barrier Europe or is it going to be open 
Europe, competitive Europe, productive 
Europe? I think there may be some strong 
tendencies for the former. Some Asians 
think Nafta is going to be the same. I say 
that I don’t know what the united states of 
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Would Quayle free trade? 


Europe will be, but Nafta will be an open | 


market with reduced tariffs." 

Isn't it understandable that Japan, espe- 
cially, might support the proposal by Ma- 
laysian Prime Minister Datuk Seri Ma- 
hathir Mohamad for an Asian trade bloc 
that would exclude the US? Not to Quayle, 
who invoked a version of the famous 
Monroe Doctrine, the 19th Century asser- 
tion that the US would not allow any other 
power into its hemisphere. 

"The American influence and presence 
in Asia and in the Pacific I think is a little 
bit different than the Japanese presence 

and influence in Canada, 
* the US and Mexico,” 

Quayle said. "I don't think 

we consider Japan to be à 

Western  hemispheric 

power. I do consider the 

US to be a Pacific power. 

It goes to the engaged, 

forward-deployment 

strategy, the presence that 
we have on a global basis, 

So I don't equate the two." 

It's not clear, however, 

where a resurrected 

Monroe Doctrine fits into 

the new theme of a US-Ja- 

pan global partnership. 

It may be hard for 
Asians, most of whom live 
blessedly free of US-style 
litigiousness, to under- 
stand the issue that, aside 
from free trade, explains 
Quayle's improved stand- 
ing at home. This is that 

earlier this year he targeted one of Ameri- 
ca's least favourite interest groups — law- 
yers. He proposed reforms to limit the 
infamous multi-million dollar liability 
awards much of which lawyers get to 
pocket. 

His message in Tokyo was that lawyers 
are part of America's problem competing 
in world markets. “I was in Alaska for à 
political fund-raiser and I said | was going 
to Japan to talk about productivity and 
competitiveness. | told them 1 thought it 
might be wise in the spirit of enhancing 
our competitiveness that I put a bunch of 
lawyers on my plane and take them with 
me to Japan," he recalled with a laugh. 
"Then someone yelled from the audience, 
‘Take five planes'." 

Quayle would probably understand if 
American lawyers were the one import 
that even the most free-trading Asian 
countries might not want to accept. . 


31 


Taiwan's bad boy 
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This pop idol yearns to speak for his generation 


By Bruce Einhorn in Taipei 
is record company calls him Tai- 
wan's James Dean. His stage 
name means “strong,” and his 
stage presence means leather 
jackets and black jeans. 

It's tempting to think of rock singer Lin 
Chiang as a pop idol, just one more of the 
stars mass-produced by the Taiwan and 
Hongkong music industry. The 27-year-old 
rocker with the dewy eyes, little-boy hair- 
cut and fast moves on the dance floor, pos- 
sesses all the ingredients for the part. Yet 
Lin Chiang has much loftier ambitions: He 
sees himself less as an idol and more as a 
spokesman for his generation. 

“I want to make a record of what 
young people today are thinking 
about" he explains, "so people of 
later generations can know what sort 
of ideas we, the young people of Tai- 
wan, had." 

To Lin, who released his debut al- 
bum in December 1990 and his second 
one earlier this year, young Taiwanese 
have ideas that are more open to West- 
em culture than ever before, while at 
the same time more accepting of things 
Taiwanese. As a result, Lin's music is a 
sampling of American and British disco- 
pop, heavy metal, rap and even some 
harmonica riffs out of Bob Dylan. His 
lyrics, though, speak of contemporary 
Taiwan: besides the usual love songs, 
he also sings of spreading crime, pre- 
marital sex, a rigid school system, re- 
quisite military service, abysmal traffic 
— the day-in, day-out reality of a Tai- 
wan in transition from a rural, auto- 
cratic society to an urban, democratic 
one. 

The songs are all in the language of 
Taiwan, for what really makes Lin stand 
out from other rock stars is that he is 
the first to become a celebrity by sing- 
ing in Taiwanese. The local dialect of Tai- 
wan as well as much of Fujian Province in 
mainland China, Taiwanese is spoken by 
about 70% of the island’s population but 
has always been relegated to regional dia- 
lect status by the Kuomintang (KMT) gov- 
ernment, which promotes Mandarin, the 
dialect of northern China. Before Lin, the 
only songs in Taiwanese were old-fash- 
ioned melodies that had little appeal to ur- 
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ban youth, who preferred rock sung in 
Mandarin or English. 

Lin says he never considered singing in 
anything other than Taiwanese. “Using 
Mandarin to express Taiwanese feelings is 
just wrong,” he declares. “Singing in Tai- 
wanese is the best way.” 

Like other Taiwanese children educated 
in the public schools, Lin speaks Mandarin 
fluently. Yet he says it still seems foreign. 
Standard Mandarin has some sounds like 
the retroflex — which requires the tongue 
to curve toward the back of the mouth — 
that present difficulties to most Taiwanese 
speakers. 

“When you want to sing a song with a 





Singing to the Taiwanese beat. 


lot of power, Mandarin is not so appropri- 
ate,” Lin says. “Taiwanese doesn't have 
that problem. It's much more direct, and 
you can sing with a lot of force." 

Not many people agreed with Lin 
when he first tried to break into the music 
business after being discharged from the 
army in 1988. His parents, who run a small 
food stand in the central Taiwan city of 
Taichung, tried to convince him to stay 
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home. “My father said, if you like music, 
then I'll open a record store for you,” he 
Says. 

Lin went to Taipei anyway, and after 
working in restaurants and beer halls for 
two years, was signed by a record com- 
pany in 1990. Move Forward, his debut al- 
bum, sold over 400,000 copies, and the title 
song, which described his excitement upon 
arriving in Taipei, quickly became an an- 
them for Taiwanese young people. “I’m 
not afraid of anything!" he sang. 

Maybe not, but his sudden success was 
not easy. Not unlike Bruce Springsteen, 
whose 1984 hit Born in the LISA was 
adopted by Ronald Reagan for his re-elec- 
tion campaign, Lin found his music be- 
ing used for political ends. Both the KMT 
and opposition Democratic Progressive 
Party included Move Forward in cam- 
paign commercials during last year's 
National Assembly elections. 

"It makes me very uncomfortable," 
he says. "If I wanted to talk about poli- 
tics, then I'd be a politician. I wouldn't 
make music." 

The song became perhaps too popu- 
lar. Television shows bombarded him 
with requests to sing, and each time the 
requests were the same: they wanted to 
hear only Move Forward. No other song 
would do. 

“I'd say I didn't want to sing it 
again," he says. "But the record com- 
pany would say I had to. Everybody 
just wanted to hear that one song." Not 
eager to create problems for his com- 
pany, Lin would sing the song. "It got 
pretty boring," he says. 

Things got worse in December, 
when Move Forward was chosen as 
record of the year at the government- 
sponsored music awards, Taiwan's ver- 
sion of the Grammys. Lin, who had not 
wanted to attend the ceremony in the 
first place, didn't want to accept the 
award. 

To the visible embarrassment of the two 
presenters, Lin accepted his award, but just 
said thank you in Mandarin. When he tried 
to leave, the presenters insisted he say 
more. Again, he said thank you — this time 
in Taiwanese — and stalked off stage. 

“My personality is different," the singer 
explains. "There's no way for me to accept 
just being a good boy and always obeving 
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what others say. I can't do that.” 

Lin's lack of television presence has not 
seemed to hinder him much. The title track 
of his second album, Brother of Spring, is an 
autobiographical account of his struggles 
in Taipei before becoming famous, and it 
will tie in to Lin's new career, acting. At 
the end of the year, he will begin shooting 
a movie about his efforts to make it in the 
music business. His movies are not likely 
to be mere star vehicles: Hou Hsiao-hsien, 
Taiwan's top filmmaker, will soon direct 
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Formosa Fin- 


By Andrew Leonard in Taipei 


Back in the early 1980s, literary critics 
pinholed screenplay and short-story 
writer Zhu Tian-wen as a neo-tradi- 
tionalist. That was an aeon ago when 
reckoned by Taiwan time. Drastic 
convulsions and seething confusion 
have remade the cultural landscape. 
The 36-year-old Zhu's literary land- 
scape has been remade as well. 

A decade ago, like many other sec- 
ond-generation newcomers to Tai- 
wan, Zhu, the daughter of famous 

. Kuomintang (KMT) "soldier-writer" 
Zhu Hsi-ning, clung to mainland Chi- 
nese cultural roots as a means of bol- 
stering identity. Isolated from native- 
. born Taiwanese as a result of her up- 
. bringing in a military family housing 
. compound, Zhu's literary work con- 
.. veyed a sense of wistful nostalgia for 
. the glories of old China that stood in 
. Sharp contrast to the angrier, realist 
_works of other women writers such 
as Li Ang, Hsiao Sa, and Liao Hui- 
ying — who were influenced by Tai- 
. wan literature's nativist movement. 
.. Zhu's current output, though, bears 
. slight resemblance to her patriotic days. 
. Of interest are the screenplays Zhu has 
written or co-written for Taiwan's pre- 
eminent film director, Hou Hsiao-hsian 
(including The Boys from Fengkuei, The 
Time to Live and The Time to Die, A Sum- 
mer at Grandpa's and A City of Sadness). 

University of Texas literary critic 
Sung-sheng Yvonne Chang, a specialist 

. in Taiwan women writers, argues that 
. these movies have been acclaimed pre- 
cisely because of their realist nature. 

A City of Sadness focused the camera 

. onthe most volatile issue in modern Tai- 
. wanese history: the massacre of the na- 
tive born Taiwanese elite in 1947 by the 

. newly arrived KMr rulers. Although gen- 
. erally well received, hardcore radicals 
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Lin in the singer's first movie and will pro- 
duce Lin’s biography this fall. 

Lin’s first film for Hou will be about a 
Taiwanese folk artist during the 1930s and 
1940s; the setting is in keeping with the 
wave of nostalgia currently the rage among 
Taiwan's urbanites. But Lin says he finds 
little appeal in nostalgic recreations of Tai- 
wanese culture, 

“A lot of young people are now doing 
traditional Taiwanese things,” he says, “but 
very few are creating new things that are 
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Taipei is her muse. 


complained that it presented a stereo- 
typed view of native Taiwanese as apo- 
litical gangsters, and that the role of 
mainlanders in the slaughter had been 
downplayed. Zhu and Hou were the 
main target of the critics, partially due to 
the simple fact that both Zhu and Hou 
are of mainlander descent. 

Zhu rolls her eyes at such talk, noting 
that just a few years ago it would have 
been unthinkable to even discuss mak- 
ing such a movie. "We were not trying 
to be political,” she adds, a trifle disin- 
genuously, between sips of bitter tea in a 
central Taipei teahouse that is a gather- 
ing place for avante-garde movie direc- 
tors, critics and writers. "We were just 
trying to satisfy our own creativity." 

Ingenuous or not, the relevant point 
is that someone like Zhu could be in- 
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Taiwanese, I want to create something new 
that is Taiwan's." 

The key to creating something Taiwan- 
ese, he insists, is still language. Keeping the 
language alive is not just a matter of cul- 
tural pride to Lin. There is much more at 
stake for him, he says. “If I didn’t sing in 
Taiwanese — the language that my par- 
ents taught me from the time I was small 
— then there would just be this empty 
space inside me," says Lin. "It would be as 


if there were no air. I'd just collapse." 


volved in a movie so essentially "Tai- 
wanese." When Zhu argues that "in poli- 
tics, ethnic background is still very im- 
portant, but in daily life and in cultural 
terms it is not that significant," many art- 
ists would agree. 

There is a merging going on. Old 
labels like nativist and neo-tradition- 
alist mean little in the face of the be- 
wildering realities of life in 1990's Tai- 
wan. Whatever their political or cul- 
tural persuasion, artists are drawing 
more and more of their inspiration 
from the new world around them. 

Nowhere is this more evident than 
in Zhu's 1990 collection of short sto- 
ries, awkwardly titled in English Fin- 
de-siécle Grandeur. The anthology is 
the talk of the town in Taipei literary 
circles. The characters are the people 
who populate present-day Taipei: 
"the new species" of young men and 
women zipping about on their red 
Honda scooters; the McDonald's 
waitresses, homosexual artists, fash- 
ion models and soap opera directors 
— all struggling with the alienation 
and destabilisation of a society that 
has gone from rural, rice fields and 
oxcarts to subway lines and cellular 
phones in the wink of an eye. 

Zhu is not necessarily enamoured 
of what such progress entails. In one 
of her stories Taipei is a "city that droned 
and shuddered like the engine room of a 
coal-powered steamer," where creeks 
flow full of "all kinds of filth vomited 
and excreted by the city" and alleys are 
"strewn with piles of garbage bags, some 
clawed open by dogs and cats, spilling 
guts and bones." Still, it is in the city it- 
self that she finds the energy from which 
creation springs. 

"Taipei is very curious," says Zhu. "It 
is utterly chaotic, but it has a tremen- 
dous energy, with every kind of poten- 
tial." Thus Fin-de-siécle Grandeur. 

The term Fin-de-siécle often bears a 
connotation of imminent collapse, but it 
also once referred to the progressive 
ideas prevalent at the end of a century. If 
Zhu's work is any indication, Taipei's 
chaos is engendering both. x 
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The Boys from the Barracks: 

The Philippines Military after EDSA 

by Criselda Yabes. Anvil Publishing, Manila. 
No price given. 


The picture that Criselda Yabes paints 
here is not a pretty one. Rather, it is a de- 
pressing portrait of a motley group of 
spoiled, undisciplined, immature, over- 
medalled, power-crazed individuals each 
pursuing his own personal 
agenda and disregarding 
the dire needs of the nation 
they profess to love. 
Steeped in a machismo cul- 
ture, bolstered by seem- 
ingly endless bottles of San 
Miguel beer and adored by 
an apparently mindless lo- 
cal press, they sulk in dark 
corners, perpetually polish- 
ing their weapons as they 
conspire to take power from 
elected politicians. 

Yabes, a Manila-based 
correspondent for News- 
week magazine, traces the 
mood of the Philippine 
military as it rapidly evolves after the 1986 
EDSA People's Power Revolution from in- 
ternal discontent to outright rebellion. 
What she reveals, perhaps unwittingly, is 
that there may be no such thing as a 
Philippine military. Instead there is a loose 
association of armed forces each loyal to 
its own fiefdom, the various regional 
commands and constabularies. These 
groups are further splintered into such or- 
ganisations as the Rangers, the Philippine 
Marines, the "Special Action Force," and 
the “Scout Ranger Regiment." Loyalty in 
the ranks only rises as high as the com- 
manding officer — his whim is their com- 
mand. 

Yabes focuses on the so-called "Reform 
the Army Movement," a small group of 
elite graduates of the Philippine Military 
Academy who became known as the RAM 
boys. Led by Gregory "Gringo" Honasan, 
and financed by sacked defence minister 
(and long-time Marcos crony) Juan Ponce 
Enrile, the RAM boys believe that they are 
the only worthy leaders of the new Philip- 
pines. 

It was Enrile together with his RAM boys 
who first moved against Marcos in the 
frantic days of February 1986; but they 
were not acting for freedom and demo- 
cracy. As Yabes relates, they were actually 
planning a military-backed junta, with ci- 
vilians playing a cosmetic role. Embar- 
rassingly, the civilian population comes 
to their rescue, blocking Marcos' tanks 
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with their bodies. 

Annoyed that the civilians got the credit 
for ultimately ousting Marcos, the RAM 
boys grow more incensed when President 
Aquino releases leftist political prisoners 
and initiates peace talks with Muslim in- 
surgents. Taking things into their own 
hands, they begin a series of comic-opera 
coups, each more destructive to the na- 
tion’s already shattered economy than the 
last. 

Their first act is the Ma- 
nila Hotel fiasco in which 
several hundred troopers 
take over the stately hotel 
for a few days. When their 
room service is cut off they 
flee down the back stair- 
way. Captured mutineers 
are made to do 30 sit-ups 
before returning to their 
barracks. 

Then there is the so- 
called Channel Seven take- 
over, when 300 rebels seize 
a suburban radio station for 
two days; after surrender- 
ing the mutineers are given 
a cheery press conference. 

Then comes the bloody August 1987 
coup; again Honasan and his cohorts fail, 
yet manage to kill 34 mostly innocent peo- 
ple and maim hundreds. This is followed 
by a still more violent coup on 1 December 
1989 and the October 1990 coup in 
Mindanao. 

Although humiliated at 
being used and abused by 
Marcos, the “new” Armed 
Forces of the Philippines al- 
low selfish politicians to lead 
them by the nose once again. 
As Yabes reveals in their own 
words, the Philippine military 
cannot grasp the fundamental 
concept that in a democracy 
the military is the servant and 
not the master of the people. 

With the exception of Gen- 
eral Fidel Ramos, who comes 
across as a professional sol- 
dier squarely behind demo- 
cratic rule, the key figures in 
the book are constantly sniffing the politi- 
cal wind, and have little or no political 
conviction. Plots are forever being leaked; 
false camaraderie and paper-thin loyalty 
are the ugly norm. They consider them- 
selves professional warriors, yet they act 
more like adolescent hoods who, over two 
decades, have proved no match for a rag- 
tag army of communist insurgents. One 
shudders to think what would happen if 
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they were actually required to defend the 
nation against foreign attack. 

The swaggerish Honasan, who plays à 
central role in the book, is the kind of boy / 
man that takes inordinate pride in the abil- 
ity to grow a moustache and posts a sign 
on his office door that reads: "My wife yes, 
my dog maybe, but my gun never." He is 
quoted as saying the Aquino cabinet is 
^nothing but a debating society," oblivious 
to the fact that this is its precise role in à 
democracy. a Steven Knipp 





Rupees to go 


India's Economic Crisis: The Way Ahead 
by Bimal Jalan. Oxford University Press, 
New Delhi. Rs 250 (US$9.70) 


One of the many sources of ignorance 
and confusion about economic policy is the 
fact that the people who actually make it 
(policymakers) generally write very little, 
whereas those who merely prescribe or 
criticise it (like academics and journalists) 
tend to write a great deal. Here then is that 
rare book about policy by an insider. 

Bimal Jalan’s credentials are impecca- 
ble. He has served on the staffs of both the 
Bretton Woods institutions — and later, on 
the executive board of the IMF. He has been 
director of economic affairs at the Com- 
monwealth Secretariat. He has also had the 
plummest of plum postings in India's eco- 
nomic policymaking apparatus, and has 
worked with several Indian governments 
in politically turbulent times 

This is why Jalan’s awareness of the 
need for pragmatism in policymaking 1s 
acute, His aim is “to find some 
practical answers to the prob- 
lems of macroeconomic policy 
and strategy within the con- 
straints of a multiparty parlia- 
mentary democracy of the 
type that prevails in India,” 
and his main focus “is Om 
what is possible and what 
must be done." 

But ^what is possible" may 
sometimes be at variance with 
“what must be done,” which 
makes practical answers 
harder to find. For example; 
few would disagree with Jalan 
that increasing expenditure on 
primary education “must be done.” But if 
such expenditure has been low and de 
clining in India because of, say, political 
priorities, whether its increase in the future 
“is possible" is a moot point. It may then 
be necessary to think of other ways — for 
instance, shifting some of the responsibility 
for developing human capital to the cor- 
porate sector. 

In telling the story of what has gone 
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wrong (and right) in Indian economic 
policy since Independence and where to 
go from here, Jalan eschews what is 
ideological, faddish or risky. Drawing on 
both economic research and historical ex- 
perience, he shows why such issues as the 
regulatory role of government, trade liber- 
alisation, and privatisation are not as sim- 
ple — at least in the Indian context — as 
they are often made out to be. 

With respect to state intervention, Jalan 
exposes the clumsiness of central planning 
and other "physical control" approaches to 
policy, long a way of life in India. But he 
argues persuasively that the issue is not 
the quantity of state intervention but rather 
its quality. He points out that India has 
much to learn from Japan and Korea, 
where intervention was strategic (altering 
incentives for exports across the board, for 
example) rather than detailed (subsidising 
exports product-by-product); and helpful 
(promoting desired activities) rather than 
obstructive (curbing competition through 
licensing). 

On privatisation, Jalan cites welcome 

evidence to deflate the swelling ranks of 
dogmatic privatisers. He notes that the ex- 
perience of Britain shows that it is compe- 
tition, not ownership, that is crucial, and 
questions the social gains obtained from 
converting public monopolies to private 
ones. "There is also no firm evidence that 
privatisation leads to better financial re- 
sults,” he says, citing a study that argues 
that the sale of public enterprises cannot 
help unless the macroeconomic environ- 
ment is improved — and if that is done, 
‘such sales might not be necessary. 
_ In a comprehensive review of trade 
policy, Jalan acknowledges that India's 
trade regime has long been biased against 
exports. But, citing evidence from Latin 
America and Africa, he cautions against 
opening the floodgates to imports too 
wide, too soon, at least not until exports 
take off. 

Much of this is well taken, but some is 
debatable — at least for India. For instance, 
the view of privatisation as being unlikely 
to lead to better financial results sits un- 
comfortably with Jalan's later observation 
that "the most conspicuous failure of [In- 
dia's] public-sector enterprises has been in 
the financial area." The idea that privatisa- 
tion should await macroeconomic stability 
is also suspect: does not stemming the 
losses of state-owned behemoths — partly 
through privatisation — have something 
to do with achieving such stability? On 
trade issues too, Jalan's caution might be 
excessive. Many would liken his sugges- 
tion about imports to the argument that a 
cow should not be fed more fodder until it 
starts producing more milk. 

If the subject of India's economy is a 
minefield, Jalan has picked his way 
through it with admirable surefootedness. 
His scholarship is painstaking: every 


` |^ LS 


argument is corroborated by evidence 
drawn from far and wide. Even his 
copious footnotes are scattered with vig- 
nettes from the literature on economic de- 
velopment. 

But perhaps the greatest value of this 
book is that it is a report from the front line 
of policymaking; even where one dis- 
agrees, one must listen hard to Jalan, be- 
cause he has been the man on the spot. 
And ultimately, this book is about the 
myriad messy, imperfect things one has to 
weigh, compromise, and make the best of, 
when one is there. m Vikram Khanna 





Money mantras 


Seeds of Peace: A Buddhist Vision for _ 
Renewing Society by Sulak Sivaraksa. 
Parallax Press, Berkeley. US$12. 


Sulak Sivaraksa, founder of the Interna- 
tional Network of Engaged Buddhists, was 
unable to attend his organisation's 16-23 
February conference in Bangkok. Sulak fled 
Thailand last September to escape arrest 
for charges of lese-majeste and defaming 
the Thai army commander-in-chief. He re- 
mains in exile. The charges resulted from a 
speech he made at Thammasat University 
that opened: “Why did the August 1991 
coup in the Soviet Union fail in less than 60 
hours while the February 
1991 Thai coup shows no 
sign of ending?” 

Thailand’s most outspo- 
ken social critic and activist 
has a history of running into 
trouble for taking his coun- 
try’s rulers to task. And if the 
severity of the present gov- 
ernment's reaction is any 
indication, "engaged Bud- 
dhist" activists such as Sulak 
embody a fresh and potent 
force for political change in 
Thailand. 

The speech that led to 
Sulak's exile, and a dozen other speeches 
and essays from the past 25 years collected 
here, read more like sermons than scholar- 
ship. Many of Sulak's arguments rest on 
historical generalisations about the benign 
quality of life under Buddhist rule before 
colonialism and the subsequent contami- 
nation of Asian culture by "Western mate- 
rial values." While some readers may dis- 
miss Sulak on these grounds, it soon be- 
comes clear that his purpose is not aca- 
demic but moral excellence. 

Like a rousing sermon, Sulak's words 
prod the reader to reconsider conventional 
development strategies in light of a higher 
good. "Our notion of development . . . 
must address the question, ‘What is a hu- 
man being, and what should a human be- 
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ing be’?” He distrusts development mod- 
els based solely on economic growth and 
denounces the religion of consumerism 
that leaves urban Asians over-worked and 
unfulfilled. Out of his account of the grim 
social and environmental consequences 
that await heedless modernisation emerges 
a uniquely Buddhist critique of modern 
Asian consumer societies. 

Sulak's analysis grows from the Bud- 
dhist belief that the root cause of suffering 
is desire. Development strategies based ex- 
clusively on capitalist economic theory, he 
argues, serve to stimulate demand — that 
is, human material desire. As capitalist so- 
cieties develop, consumer culture and ad- 
vertising inflame human desires to an in- 
satiable level. Such desires, in turn, foster 
human suffering in a spiral of hatred, ag- 
gression and exploitation as people try in 
vain to fulfil these desires. 

Buddhists believe that this spiral can be 
uprooted by striving to overcome desire. 
Sulak rebukes development strategies that 
aim at the opposite course: "It makes no 
sense for the populous countries of Asia to 
encourage consumption patterns imitative 
of industrially advanced nations before 
they develop their own indigenous indus- 
trial capacity." 

Put another way, Buddhism views cul- 
ture, nation, society and economy as pro- 
ducts of the human mind, which thus be- 
comes the primary object of development. 
Sulak wants development strategies re- 
formed to incorporate strate- 
gies for human spiritual de- 
velopment. Two realisations 
are necessary to accomplish 
this: "An inner realisation 
concerning greed, hatred and 
delusion, and an outer reali- 
sation concerning the impact 
these tendencies have on so- 
ciety and the planet." 

Distinct from leftist radi- 
cals, Sulak's engaged Bud- 
dhist does not blame a class 
enemy but rather places re- 
sponsibility on the indi- 
vidual. "Radical transforma- 
tion of society requires personal and spir- 
itual change first or at least simultane- 
ously." For him, spiritual transformation is 
neither elusive nor esoteric, but rather a 
process of "becoming less and less selfish." 
And in this regard, Sulak is truly radical, 
for he suggests that proper development 
strategies will encourage renunciation. “If 
consumers would be more temperate in 
their desires . . . destructive systems of de- 
velopment and capitalism would fail." 

When describing how Buddhist practice 
can lead to personal transformation Sulak's 
writing lacks the clarity and originality of 
more gifted gurus. But he is uniquely in- 
spirational when showing how Buddhism 
might transform the life of a nation. 

m Jourdan Arenson 
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/00 years 


(give or take a year). 


The influence of seven centuries of 
social and cultural traditions has seen 
Thailand emerge as one of the world's 
strongest independent nations. 

A distinctively Thai character has 
grown out of a blend of ethnic struc- 
tures, language, religious beliefs, artis- 
tic expression and customs. 

And it is reflected in the gentle, 
smiling nature of the Thai people. 

Nowhere is this Thai-ness' more 
evident than on Thai International, the 
national airline. 

It is here that people from all over 
the world are first introduced to our 
ancient culture. 

A charming hostess dressed in Thai 
silk, with head bowed as a mark of re- 
spect, and hands clasped together in 
the traditional ‘wai’ greeting, welcomes 
you on board in a unique Thai way. 

Hospitality is second nature to us. 
We've turned it into an art form and 
called it Royal Orchid Service. 

It is symbolised by the beautiful 





tresh orchid we give to all our passen- 


gers. (No mean feat when you con- 
sider the thousands who travel with us 
every day). 

And it stands for the very best of 
everything, from the way you are served, 
to what you are served. 

Little wonder that we have won 
top awards from such highly regarded 
magazines as Executive Travel and Air 
Transport World. 

When you combine centuries old 
traditions with advanced technology 
you have the formula for one of the 


fastest growing airlines in the world. 


«3 Thai 
Smooth as silk 

























5 BEWARE. Investors s gleefully selling their German and 
anese s he expectation of the imminent collapse of 
two economies are over-reacting. In a similar way, many had 
«aggerated expectations two to three years ago that the losers of 
forld War II would win the post-Cold War. 

.Still, it is remarkable how far perceptions of Germany and 
apan have changed in such a short time. In 1989-90, it seemed 
hat they would sweep all before them. Japan's equities boom, 
ich peaked at the end of the decade, bloated the country's 
ockmarket to a size greater than that of the US, which has a 

ch larger economy. Cost-free capital enabled Japanese firms to 
con what appeared to be a leveraged buy-out of the world. 
ith tl iockmarket now worth less than half its 
' at the beginning. of 1990, companies are drawing in their 

. Banks look the most vulnerable — a small regional bank in 
o had to be rescued by ts- bigger brethren in early May. 
O rate capital spen will = in fiscal 1992 (ending next 





OME WEEKS AGO, a wiseacre of the 
. London financial press advised his 
readers that when Hongkong was 
leading world stockmarkets up- 
ards, it was time to close out the portfo- 
o. His readers, presumably, have missed 
ie most recent upward lurch in the mar- 
et. But is he right? 
The Hang Seng Index started the year 
2302, and has so far put on 33%, to stand 
around 5,700. In virtually any 
er market, all the talk would be 
consolidation, or correction. In 
ngkong, that ain't necessarily so. 
. Robin Hammond, associate director 
_ of Wardley James Capel, believes an 
_ index of 6,000 "is very, very achiev- 
' able before the end of July.” 
-. He could well be right, but be 
prepared for a modest correction in 
the third quarter, before the bulls 
ume their stampede. 
Certainly, the classic signs of a 
et in late-bubble have yet to 
ar. There is no visible sign that 
iarket is attracting legions of 
investors from the Hongkong 
And international fund man- 
‘contacted by the REVIEW ap- 
elatively comfortable with the 
etat current. levels. 


kong. 
















In some ways, Hongkong still looks 
cheap relative to other markets in the re- 
gion. With the Hang Seng Index at current 
levels, the market is still trading on a his- 
toric price-earnings (p/e) ratio of only 14.7, 
compared with about 16 for Singapore, or 
16.2 in Malaysia. In fact, of the regional 
markets, only the Philippines, languishing 
on a p/e of eight, is rated below Hong- 
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March) for the first time in nine years. And pem S economie! 
growth may have actually shrunk in the first three months of- 
1992, for the second quarter in succession. 
Is there worse to come? The financial picture in Japan looks 
bleak, but the “real” economy reveals great underlying strength. 
Manufacturers have never been more competitive after a massive 
retooling exercise that has helped to produce a booming external - 
surplus again. But this time, the adverse reaction from the US is- 
likely to be more mooted than before, because it is Asia where the 
largest share of Japan's trade surplus is concentrated. — 
The question of whether the Tokyo share market has bottomed 
out depends on the battle between the "real" and "nominal" 
economies. If the latter continues to enjoy the upper hand, more 
weakness in stocks is possible. Japanese bonds continue to look a 
buy on the expectation that further declines. in interest rates are 
likely. ! 
In Germany, labour unrest is threaten ing. the survival of Chan- 


€ ommanding heights 
Hongkong stock boom may have some steam left 


By Michael Taylor in Hongkong 


There are, however, sound technical 
reasons for this. Most of these have to do 
with the way Hongkong's low tax regime 
means that companies have little incentive 
o “lose” profits before they are disclosed 
to the shareholders and the taxman. This 
factor is thought to be worth a difference 
in p/e of two compared with Singapore. 

Another ambiguous indicator is the po- 
tential dividend yield of the Hongkong 
market, which over a 15-year period 
has traded in a 4-6% range. At 
present, the market's dividend yield 
is at the bottom of the range. This 
suggests that the market can only 
rise if firms have some pleasant divi- 
dend surprises up their sleeves. 

However, a 4% dividend yield is 
still higher than the alternatives 
Hongkong has to offer to investors. 
Interbank rates are less than 3.5%, 
while the cartel-enforced interest 
rates on bank deposits are a miser- 
able 3%. If any conditions could lead 
the market to defy 15 years of statis- 
tics, these are they. 

While both p/e’s and dividend 
yields are giving ambiguous results, 
at least one indicator is signalling a 
clear direction. Helen Moynihan, of 

Baring Securities, says: “[The mar- . 
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cellor Helmut Kohl's government. The euphoria that accompanied 
the collapse of the Berlin Wall in November 1989 has evaporated. 
German policymakers are caught between two opposing forces. 
Workers in the western part of the country want to be paid more 
to offset the cost of unification. Western governments want to see 
lower German interest rates, but this may have to come at the 
expense of higher German taxes. 

While the Deutschemark continues to be under pressure 
against the US dollar, the German stockmarket has remained 
teutonically stable. Indeed, the DAX Index has gained more than 
10% since the start of the year. Now may be the time to make 
selective purchases, on the assumption that perceptions about 
Germany’s prospects cannot be gloomier than they are now. 

Later this year, the Deutschemark may gain against the US 
dollar (and against sterling within the Exchange Rate Mechanism), 
if economic growth in Germany picks up once more and interest 
rates remain high. But the major currency to watch is the yen. 

Japan repaid short-term overseas borrowings worth US$128 
billion last year. Once those repayments cease, the yen is 
likely to strengthen sharply if long-term capital continues to flow 
into Japan. The New Taiwan dollar is already coming under up- 
ward pressure against the greenback, following a US Treasury 
report criticising Taiwan for not doing more to allow the currency 





US$ 


“Forecast 


been the announcement that the Russian rouble would soon be- 
come fully convertible. Now all that is needed are firmly en- 
trenched private-property rights and Russia will become the next 


to rise. 


frontier for foreign investors. Sounds simple, doesn't it? 


But the big news on the foreign exchanges in recent weeks has 


ket] has been overbought for quite some 
time and has to have a correction at some 
point." 

Moynihan's conviction is based on the 
trend of the Relative Strength Index (RSI). 
The RSI attempts to measure the internal 
strength of the market, by comparing the 
average number of advances with the ave- 
rage number of declines over, in Baring's 
case, the previous 13 weeks. 

“When the RSI has reached levels of 70 
upwards, the index has always had some 
sort of correction," Moynihan says. The 
bad news is that the RSI has stood at over 
70 since the beginning of the year, the long- 
est period of sustained strength since Bar- 
ing has been compiling the index in 1987. 

How much notice should be taken of 
historically based analysis? It is unarguable 
that whenever the RSI has soared above 70 
for a long period, it has been quickly fol- 
lowed by some sort of correction in the 
Hang Seng Index. It has worked on four 
occasions in a row. However, if one looks 
at the “real-world” reasons for three of 
these corrections — 1987's Black Monday, 
June 1989's Peking Massacre, and in mid- 
1990, Saddam Hussein's invasion of Ku- 
wait — it might appear to the non-statis- 
tician's eye that there were forces at work 
more powerful than the curves on a graph. 
And in the fourth case, in April 1991, the 
correction was barely noticeable. 

Nevertheless, scepticism should be tem- 
pered by appreciation that "real-world" 
events affecting stockmarkets tend to re- 
ceive more media coverage than those that 
do not. In other words, in the three cases, 
the index could have been seen as an acci- 
dent waiting to happen. 

On one level, the RSI is simply telling 
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investors what they already know, that the 
Hongkong market has been abnormally 
strong this year. A slightly different way of 
looking at that strength is to consider the 
liquidity in the market. 

Ewen Cameron Watt of S. G. Warburg 
Securities points out that there has already 
been substantial drains of liquidity which 
have not affected the market. For example, 
already this year HK$10.5 billion (US$1.3 
billion) in new paper been placed — more 
than the HK$7.3 billion for all of 1991. 
However, since his liquidity forecasts for 
the whole year suggest only a modest over- 
all drain, the liquidity situation for the rest 
of the year is positive. 

"There shouldn't be a major problem, 
as long as there's money coming into the 
market from new asset allocation, and as 
long as there's not a lot of money being 
taken out of the market attracted by resi- 
dential real estate," says Cameron Watt. 

Ravi Narain, of Peregrine, is one of sev- 
eral analysts who believe that liquidity 
equations should include a new wave of 
investment from the US flooding into the 
market, courtesy of a range of China-tar- 
geted retail investment products. Nobody 
has a precise figure as to how much money 
is being raised in the US for investment in 
China, but estimates range from US$800 
million to US$2.5 billion. Cameron Watt 
says: "It's beginning to feel a bit like Indo- 
nesia in 1989." Capel's Hammond says the 
situation isn't so extreme: "What has hap- 
pened is that China has moved from a be- 
ing a big discount factor to a marginal dis- 
count factor." 

However, it seems certain with the lim- 
ited direct investment opportunities in 
China, Hongkong's blue chips will be the 
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m Nigel Holloway 


immediate beneficiaries of renewed US in- 
terest. Of those, there are laggards which 
deserve more attention than they have re- 
cently received, of which two of the most 
obvious are HSBC Holdings and Hong- 
kong Land. These counters have lagged 
primarily because of the fear that they will 
diversify out of Hongkong pre-1997 into 
less interesting markets. 

In the case of HSBC, the fears have crys- 
tallised in the form of a bid for Britain's 
Midland Bank. However, it is difficult to 
paint a scenario sufficiently black to justify 
the massive difference in market rating be- 
tween HSBC (an historic p/e of seven) and 
its 61.5% Hongkong subsidiary Hang Seng 
Bank (a p/e of 14). Unless investors in- 
clude a hefty fall-out from the collapse of 
Canadian property group Olympia & 
York. 

As for Hongkong Land, there are two 
main reasons for its underperformance. 
First, there is the persistent fear that it will 
leverage off its considerable asset base and 
use the money to diversify into British 
markets. Secondly, there is a specific worry 
about the state of Hongkong's market for 
Grade A office space — of which Hong- 
kong Land still retains a near monopoly. 
Almost regardless of the prospects for the 
index, these two look to have value. 

But perhaps the most telling indicator 
that the current enthusiasm for the Hong- 
kong bourse is overdone is the extent to 
which bad news is being ignored. There is 
no shortage of this: Hongkong's inflation 
rate, escalating crime, continued frictions 
with China over the new airport, the US 
Trade Representative's forthcoming report 
on China's trade regime. And then there is 
China itself . . . " 
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Taipei market's 
China plays 


AIWANESE INVESTORS are always on 

| the lookout for novel angles on the 

local equities market, especially 

now that the Taipei weighted index ap- 

pears stuck at the mid-4,000 level. The lat- 

est fad is China plays. The number of listed 

companies with legally invested ventures 

in China is growing quickly, but the 

amounts of money involved are still too 
small to affect their earnings much. 

Taiwan's biggest legal investment so far 
appears to be Cheng Shin Rubber Indus- 
try's US$20 million stake in a bicycle-tyre 
plant in Xiamen. Cheng Shin forecasts that 
the Xiamen factory will generate revenues 
of USS80 million annually. 

Most investments are in the US$1-5 mil- 
lion range, often involving machinery and 
little cash. Chung Shing Textiles and Car- 

nival Textile Industrial Corp. are partici- 
. pating in joint-venture plants with invest- 
. ments of less than US$1 million each. 
Many of the listed companies are eye- 
ing the longer-term prospects for the main- 
_land’s vast domestic market. This is espe- 
. cially true for Taiwan's animal-feeds com- 
. panies, which have been doing poorly at 
- home in recent years. According to Peter 
Kurz of Baring Securities, China has pro- 
| vided the Taiwanese animal-feeds indus- 
try with an outlet for its under-utilised 
. equipment. 
. The latest feedstock venture is a US$4 
million investment by Fu Shou Industries 
in an aquaculture farm near Xiamen. This 
follows similar investments by Wei Chuan 
. Foods, President Enterprises, Great Wall 
. Enterprise Inc., Sino-Japan Feed Industry, 
Tateh Agricultural Industry and Charoen 
. Pokphand Enterprises (Taiwan). “Now the 
amounts of investment are small," says 
Kurz, “but they will start adding up.” 
= — Analysts say it is much too soon to 
know if the China operations will make a 
contribution to the companies’ earnings. 
Surveys have concluded that a majority of 
mainland investments are still not regis- 
_ tering profits. 
.—. Sunny Chen of W. I. Carr describes the 
China investments by Taiwanese com- 
‘panies as "testing operations" which are 
unlikely to have an impact on their bottom 
lines in the short term, and whose mid- 
term prospects are highly uncertain. 

These uncertainties mean investors 
should look at China plays with a critical 
eye. "It's the right move for these com- 
panies to get into the China market," says 
Chen, "but there are a lot of obstacles they 
have not looked into yet.” E 
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By Jonathan Burton in New York 


S BANK SHARES HAVE sprung back to 
i | life in recent months as investors 

back their recovery potential. Bat- 
tered by protracted Third World debt 
problems, real-estate woes and a world- 
wide economic slowdown, banks have be- 
gun to look attractive again as the US 
economy picks itself off the floor. 

In the first four months of the year, bank 
shares in Salomon Brothers’ 50-company 
index were up 12%, while Standard & 
Poor's 500 index was down by 2%. Ana- 
lysts say there is much more upside for the 
banks. 

Not that the US economy is completely 
on the mend; some parts of the Northeast 
may not see a rebound until late in the dec- 
ade, and California has a big hill to climb. 
But the wave of problem loans dumped on 
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the banking industry seems to have ebbed. 
Banks are heavily reserved against poten- 
tial loan losses, and they are cautious — 
perhaps too much — about new lending 
that cannot be syndicated and kept off the 
books. 

Keefe, Bruyette & Woods, an invest- 
ment firm that specialises in banks, says 
industry profits are at their best since 
1989. “The fundamentals are coming back 
nicely,” says Donald Crowley, the firm’s 
associate director of research. “The peak 
level of non-performing assets was hit two 
or three quarters ago. Reserves against 
non-performings are higher than ever. 
The industry as a whole is extremely 
strong.” 

While much of the equities buying is 
centred on regional banks, which tend to 
dominate several states, even the weak 
New York-based money-centre giants are 
showing life. Analysts say Chemical Bank 
could earn US$5 a share in 1993. That could 
push its stock to US$50 from a recent price 


FAR EASTERN ECONOMIC REVIEW 


INH ASOT 


Banks back in fashion 


of US$36 a share. Fidelity Investments, a 
top US mutual fund manager, has been 
buying into Citicorp since January and 
now controls almost 10% of it. Citicorp’s 
share price has risen to US$18 from US$10 
at the start of the year. 

Regional banks offer investors greater 
comfort, however, for several important 
reasons. Typically they are better-capital- 
ised and less-encumbered with bad loans 
than their money-centre rivals. Most are 
lean operators with consistent earnings 
growth. 

The best examples are in the Midwest, 
which suffered less than other regions in 
this recession. Like the Midwestern image 
itself, many of the banks there are strong 
and conservative. Ohio-based banks stand 
out: Banc One of Columbus; Society Corp. 
and National City Corp., both of Cleve- 
land; and Fifth Third Bancorp. of Cincin- 
nati. Michigan-based banks such as NBD 
Bancorp. look attractive, as do First Bank 
System and Norwest Corp., both of 
Minneapolis, Minnesota. 

Southern banks have also fared well, 
thanks largely to a boom in the region that 
is not unconnected with an exodus of com- 
panies from the Northeast. Nationsbank of 
Charlotte, North Carolina, is expansionist 
and bold. Quieter, but no less ambitious, 
are Wachovia Corp. and First Union Corp., 
also North Carolina-based, and Suntrust 
Banks of Atlanta, Georgia. 

What of the beleaguered Northeast, 
which first bore the brunt of the recession? 
The market is still unsettled, but many 
banks have stabilised. Bank of Boston lost 
64 US cents a share last year; in 1992 it 
could earn a solid US$1. Bank of New 
York’s 1991 earnings were US$1.28 a share; 
this year’s earnings could reach US$3.50. 

Other respected Northeastern banks in- 
clude Philadelphia’s CoreStates Financial; 
KeyCorp. of Albany, New York; Fleet/ 
Norstar Financial Group of Providence, 
Rhode Island; and Connecticut’s Shawmut 
National. New Jersey banks are riskier. 
Three to watch are Summit Bancorp., First 
Fidelity Bancorp and Central Jersey 
Bancorp. 

Tumbling real-estate values have crip- 
pled many Western banks, especially in 
California. Yet the West's diverse indus- 
trial base and its dynamic role as the East- 
ern edge of the Pacific Rim provides valu- 
able insulation. 

BankAmerica Corp. of San Francisco, 
the country's No. 2 bank after buying Los 
Angeles-based Security Pacific Corp. ear- 
lier this year, is the regional anchor. Its 
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shares recently traded at about US$46 each. 
Per-share earnings of about US$5 this year 
and perhaps US$7 in 1993 are expected. At 
its current price-earnings ratio of 10, Bank- 
America soon could be a US$65 stock. 
Diane Glossman, a Salomon Brothers 
bank analyst, says acquiring Security 
Pacific, with its powerful Western franchise 
and presence in Asia, was a brilliant ma- 
noeuvre. "The opportunities out of that 
merger are obviously quite significant," she 
says. "The current valuation [of Bank- 
America shares] doesn't do it justice." 
Another Western buy is US Bancorp. 
of Portland, Oregon: "A very cost-effective 
operator in a very attractive area," says 
Glossman. As the largest independent 
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By Alan Deans in Sydney 


THE LONG-AWAITED resurgence in de- 
mand for Australian paintings may have 
finally begun. Even though only about 
half of the 2,400 paintings offered in 
April auctions in Melbourne by Sothe- 
by's, Joel's and Christie's were sold, auc- 
tion houses and analysts are cautiously 
upbeat about the market. 

Bidding in the sales was strong, and 
some works sold far in excess of their 
reserve prices. Also, demand came from 
a broad spectrum of private collectors 
and dealers. A Chinese-Malaysian busi- 
nessman, for example, paid A$198,000 
(US$150,000) for Russell Drysdale's 
Mother and Child, North Queensland. 
This is a record amount to be paid for an 
Australian work by an Asian buyer, ac- 
cording to Sotheby's managing director, 
Robert Bleakley. 

Sale prices ranged from a low of 
A$220 for two oil-on-board paintings to 
A$407,000 paid at Christie's by a Lon- 
don-based bidder for a John Peter Russell 
oil: Cruach en Mahr, Matin, Belle Ile en 
Mer. Apart from works by Drysdale and 
Russell, other artists sought above the 
A$100,000 level were Arthur Streeton, 
Arthur Boyd, Fred Williams, William 
Dobell, Lloyd Rees and Rupert Bunny. 

About A$92 million was transacted 
in the three sales, an amount that was far 
higher than expected by auction houses 
and analysts because of worries about 
the market's weakness. But Bleakley says 
it is always difficult to forecast how pri- 
vate collectors and dealers will move. 


bank in the Pacific Northwest, it is also a 
takeover target. 

Wells Fargo Corp. of San Francisco and 
First Interstate Bancorp of Los Angeles, 
two other big regionals, could eventually 
merge under the Wells name. Certainly 
Wells and BankAmerica are on the way 
towards shared dominance of the West 
Coast market. 

Takeovers are catnip to banking inves- 
tors. The US is vastly overbanked. Dozens 
of publicly traded banks nationwide with 
assets of US$5 billion and less could be sold 
at premiums by mid-decade. As the out- 
looks improve, prices will rise. 

The last bout of mergers and acquisi- 
tions came in the mid-1980s. A new one 


has begun. Big regionals are the ones 
buying; they can snap up smaller banks 
at low multiples with little or no dilution 
of their own shares. Speculators are inflat- 
ing prices of potential takeouts, such as 
First Interstate, New Jersey's UJB Financial 
Corp. and Boston's Baybanks Inc., to name 
a few. 

For individuals, scoring in this way is à 
longshot. Besides, a break in the action is 
imminent. “Most of the major acquirers are 
full in the near term," explains Crowley of 
Keefe Bruyette. "They have to digest what 
they've eaten." He predicts appetites will 
be whetted again next year. In the mean- 
time, investors may find that buying value 
now leaves no bitter aftertaste. LI 





“The commercial gallery will buy a 
painting for stock, simply because they 
know it to be fairly priced," he says. 

Dealers were also more willing to buy 
because many had been able to clear 
stock they had held during the slump of 
the past two years. A Sydney dealer says 
the notion that prevailed in the late 
1980s, that paintings provided good in- 
vestments, is gone for good. "People 
were buying because they sensed sound 
fundamental value and because they 
wanted something nice to hang on their 
walls," he says. 

Most analysts, however, say it was 
the quality paintings that had previously 
been held for years in private collections 
that excited the market. Not only was it 
the first chance to buy such works, but 
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Record price for Russell Drysdale’s Mother and Child. 


there was no ready reference price for 
buyers to base their bids on. 

Christie's managing director Roger 
Mcllroy says falling interest rates also 
played a part in the success of his com- 
pany's auction. "Deposit rates have 
dropped to a level where people wonder 
if it’s worth keeping money in the bank,” 
he says. "They now think it may be bet- 
ter spent on things including art." 

Nonetheless, it is difficult to assess 
how these sales will affect the market. 
One test will emerge later in the year 
when the liquidator of Alan Bond's pri- 
vate company, Dallhold, auctions a col- 
lection of about 60 paintings. Many of 
the works are described as being top- 
class. It has yet to be decided which 
auction house will manage the sale. w 
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Fine-tuned for profit 


. By Tai Ming Cheung in Hongkong 


t HILE THE GLOBAL DEFENCE 
INDUSTRY is in a slump as 
| governments cut back 


_ their military spending, a group of 
Singaporean defence-related firms is 
showing that peace and profits can 
go hand in hand. The secret is to 
have a virtual domestic monopoly 

and aggressively diversify into the 
civilian market. 

Revenue and earnings have 
grown rapidly in the past couple of 
years for Singapore Aerospace (SA), 

Singapore Shipbuilding & Engi- 

“neering (SSE), and Singapore Auto- 

. motive Engineering (SAE). 

Their success comes from their 
close ties with state-owned Singapore 
Technologies Industrial Corp., which 

manages the republic’s defence industries 
and is the majority stock-owner of these 

companies. The government channels to 
them many of its defence contracts, a guar- 
 anteed source of income. 

... Among the biggest performers of this 

group is SA. Nearly three quarters of sA's 

turnover last year came from defence sales, 
primarily to the Singaporean air force. This 
contributed to a 609; jump in the com- 
pany's 199] revenues to S$373 million 

(US$229 million). However, the loss of pre- 

ferential tax benefits for its biggest subsidi- 

ary, Singapore Aerospace Engineering, 
held sa’s after-tax profits unchanged at 
5$21.2 million. 

SA's core business comes from its main- 
tenance operations, which account for two 
thirds of total revenue and most of its pro- 
fits. This business is likely to grow con- 
siderably over the next couple of years as 
new maintenance facilities come into op- 
eration. 

... SA officials are buoyant about prospects 

for the company’s maintenance business. 

With a worldwide cutback in defence 

spending, they predict that more money 

will be spent on maintaining and upgrad- 
ing equipment, rather than replacing it. 

The company is also busy taking on 
sub-contracting work from overseas air- 
craft and engine manufacturers. It has won 
a steady stream of contracts from Airbus, 

Boeing, Lockheed and Pratt & Whitney in 
the past couple of years. 

SA is also expanding its maintenance 
capabilities overseas. A new SA venture, 
Mobile Aerospace Engineering, opened an 
aircraft maintenance plant in Alabama last 
year, and the company has also invested in 
Europe. Analysts believe that it will take at 
least a couple of years before Mobile Aero- 
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Maintenance profits gain altitude. 


space can contribute to SA's profits. 

Most of this expansion is intended to 
meet an expected boom in civilian mainte- 
nance work. The rapid growth of Asian 
airlines over the past decade has seen a 
corresponding growth in the need for re- 
pair facilities in the region. SA is aiming to 
become a major international maintenance 
centre. It has already won contracts from 
Singapore Airlines, Japan Airlines and 
Philippine Airlines. 

Although defence work will remain sA's 
cash-cow for the foreseeable future, the 
company hopes to see civilian work ac- 
count for half of annual revenues by 1995. 


Besides the flow of domestic defence or- 
ders, SA is pushing for work from foreign 
air forces. It recently won a contract valued 
at around US$63 million to upgrade 21 
F5A/B fighters for Venezuela. 

An agreement to allow US forces to be 
stationed in the city-state on a semi-perma- 


nent basis will also see a windfall of 
contracts going to SA and other local 
firms. Prasun Sengupta, a Singa- 
pore-based defence specialist, esti- 
mates that such work could boost 
future revenues for SA and SSE by as 
much as 10% a year. 

Analysts are optimistic that SA 
will continue to maintain its current 
levels of profitability. Revenues and 
profits for the next couple of years 
are forecast to grow by at least 10%. 
But the company’s shares are trad- 
ing on a price-earnings ratio of 31, 
which some analysts consider to be 
too high. 

SSE also had a good financial year 
in 1991, with net profits rising 17% 
from a year earlier to S$15.4 million, de- 
spite revenues being down nearly 30% to 
5$239 million. The company says revenue 
and profits will fall significantly this year 
as a number of shipbuilding projects will 
not be completed until 1993. 

SAE's financial performance has been 
impressive, too. It posted a 74% increase in 
profits to S$6 million in 1991, while rev- 
enues increased 8% to S$110 million in the 
same period. 

Although defence-related work ac- 
counts for the majority of SAE's activities, it 
is likely to be reduced by about half as the 
company diversifies into civilian areas. m 





By Jonathan Karp in Hongkong 


HRISTMAS CHEER HAS COME early this 
C year for Santa’s helpers. Hongkong’s 

toy makers are enjoying their best 
prospects for years, according to analysts. 
The bright spots include rebounding 
economies in the US and Europe, cheaper 
raw materials, declining sales of Japanese 
video games and a US baby boom. 

Hongkong toy companies’ US business 
during the 1991 festive season was unex- 
pectedly strong despite an attempted boy- 
cott of goods from China, where the bulk 
of toys are produced. Investors should also 
note that toy firms’ share prices have 
lagged behind the Hang Seng Index. 

As a group, toy firms underperformed 
the Hang Seng index by 45% during the 
past 12 months, according to Baring Secu- 
rities. According to a report released by the 
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Classic toys 


brokerage in April, the toy sector is trading 
on prospective price-earnings ratios of 5.2 
and 5.1 for 1992-93 and 1993-94 respec- 
tively. “The outlook for the industry is 
more positive than it has been for the past 
three years,” says Baring. 

Of the six companies reviewed in Bar- 
ing's April survey, two are rated as buys, 
three as speculative buys and one — Play- 
mates — as fully valued. 

Playmates has ridden the success of its 
Teenage Mutant Ninja Turtles for four 
years, but the fad appears to be fading. 
Lower Turtle sales in the US caused Play- 
mates’ net profit last year to plunge 28% 
from a year earlier to HK$881 million 
(US$113 million). Barings forecasts further 
declines in profitability through 1993. 

Barclays de Zoete Wedd has issued a 
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The boom of the 80’s has been followed by the recession 
of the early 90's. 

But what goes down must come up. The end of the 
| recession will result in exciting investment opportunities 
|. for all. And no fund is better placed to take advanta ge than 
MAP Leveraged Recovery Ltd. from E D & F Man. 

Reap the rewards from the world's 


leading economies. 





MAP Leveraged Recovery Ltd. is designed to exploit 
world economic recovery of the three leading economic 
powers through the selection of four asset classes: US 
Equities; German Government Bonds; lapanese Equities 


|| and US Cash Instruments. 





> der d E MAP is such dibus without debi it can 


. direct the allocation of a portfolio's assets so that the net 
Ó return. of the. whole portfolio is linked to that of its best 
: performing asset class. 

Protection guaranteed. 

What's more, the Fund is structured to give full 
| exposure to the MAP strategy whilst assuring the return of 
your initial investment at maturity through a Guarantee 
issued by Standard Chartered Bank. 

ED&F Man is a world leader in derivative invest- 
ment products with approximately US$1 billion under 
advice. Gifford Fong Associates, who developed MAP, 


is a subsidiary of the Prudential Insurance Company 
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MAP Leveraged Recovery Units are on offer fron 


21 April to 19 June 1992. If you would like information. 





on how to parti cipate inthe V LAP strategy with guarant 
return of your investment at maturity please contact. 
of the offices listed below, or return the coupon. 
London: Michael 5t Aldwyn Tel: 

Fax: : 
Bahrain: Antoine Massad Tel: 4973 53 





Fax: +073 533 07$ 
New York: Annette Cazenave Tel: +1 (212) 912 8714 

Fax: +1 (212) 912.0040: 
Hong Kong: Anthony Hall Tel: +852 521 289. 

Fax: +852 537 12 


*From May 5th this number will change to +44 (71) 285 32€ 


or residents of the UK or of any other country of residence or cit 
which does not permit the purchase or holding of units. The Fu 
advised by Man-GFA AG, asubsidiary of E D & F Man Interna 
who are regulated by the Securities. and Investments Board in 
Kingdom. Redemptions can be made monthly at Net Asset Valk 
be subject to early redemption penalties, U Inless the whole inve 
held to maturity you may not get back the whole of vour pial 
investment and movements in rates of exchange between currencies may 
affect your investments. | 












To: Robin Creswell, J 
ED & F Man Internatio 
Lower Thames Street, London Et 





Please send me more information, a prospectus and 
application form for the MAP Leveraged Recovery Fund. 
I note the offer period is from 21 April to 19 June 1992. 
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- "hold" recommendation on Playmates, 


reasoning that the Turtles might become a 
classic toy like the Barbie doll. But Keith 
Yu of Sun Hung Kai Securities advises a 
different approach on Playmates: “I’m rec- 


. ommending a buy for the dividend, not 


" 


the performance." Playmates' dividend per 


. Share for 1991 is expected to be around 85 


HK cents, representing a yield of 17%, by 
far the highest in the sector. 

Harbour Ring, the large original- 
equipment-manufacturer (OEM) that pro- 
duces Turtles for Playmates, earns a 
"speculative buy" rating from Merrill 
Lynch and Barings. Unlike Playmates, 
Harbour Ring sustained modest earnings 


- growth in 1991, and has moved to reduce 


its reliance on Turtles, which account for 
50-70% of the firm's sales. Peregrine Secu- 


rities views Playmates and Harbour Ring 
as buys for short-term trading opportuni- 
ties only. 

Barings gives the thumbs-up to Hong 
Kong Toy Centre, maker of Playwell brand 
toys, which is expanding its US market via 
Toys R Us, Sears Roebuck & Co. and Her- 
ald, the OEM producer of GI Joe. Herald, 
which has caught analysts' attention with 
strong profits and OEM flexibility, has di- 
versified into computer tape-head manu- 
facturing, which should cushion any blow 
to the toy business. 

Peregrine agrees. “In my opinion, this 
is the pick of the sector," says analyst 
Aroon Balani. He expects Herald's net 
profit for the year ended March 31 to come 
in at HK$72 million, a 100% increase from 
the year before. 





SOUTH KOREAN 


By Mark Clifford in Seoul 


ži OUTH KOREA'S CAR, steel and elec- 
= tronics companies are known to 


stockmarket investors worldwide. 


4 


. But in 1992, the biggest gains on the Korea 
_ Stock Exchange (KSE) have been made by 


more prosaic companies. 
One of this year’s biggest winners has 


been Baikyang, manufacturer of the white 
. Socks of choice for South Korea's salary- 
men. Another is Shin Young, whose Venus 


undergarments are popular among young 
salarymen's wives. Shares in both compa- 
nies have more than doubled since Janu- 


ary. 
The Korea Composite Stock Price Index 


- KCSPI), a weighted measure that tracks all 


689 listed companies on the KSE, is trading 


at the 590 point level, or about where it 
Started in 1992. But the index masks some 


Significant price changes. As of the end of 
March, for example, more than 400 listed 
companies have shown gains. 

Schroders’ “Nifty Fifty" list of stocks, a 
list of counters dominated by smaller com- 
panies, has shot up 43% since the begin- 
ning of the year. About the only companies 
on the list that are down come from the 
Hyundai group, which has been hurt by 
e uncertainty stemming from founder 
‘Chung Ju Yung's political battle with the 
government. 

. . Although most analysts believe that the 
composite index, which has traded as low 
as 569 this year, is more likely to go up 
than down, brokers are split on how best 
to play the stockmarket. Some brokers are 
looking closely at companies with low 
price-earnings (p/e) ratios, counters fa- 
voured by foreigners since they were al- 
lowed onto the KSE at the start of 1992. 
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Torquil McAlpine, chief representative 
of Schroders Securities’ Seoul office, ex- 
pects his company’s Nifty Fifty index, 
which started at 100, will reach the 170 
level by year-end. 

The question now is whether stocks be- 
ing fuelled by foreign buying can sustain 
their momentum given the 10% limit on 
foreign ownership. Sceptics note that 20 of 
the companies most popular among for- 
eigners have already reached the 10% limit. 
That restricts room for the further appre- 
ciation of their share prices, because local 
investors are generally not interested in 
these value-oriented plays, preferring to 
follow well-trodden theme stocks. 

The danger is that the foreigners who 
want to acquire these shares will be pro- 
hibited from doing so and the share prices 
will stagnate. Although over-the-counter 
trading is allowed in companies that have 
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Barings is more conservative in its pre- 
dictions, rating both Kader Holdings and 
Applied International speculative buys. 
Kader has tried to shift some production 
from China to Thailand and Indonesia, 
with mixed results. Applied International 
sells educational toys, which are not hos- 
tage to the Christmas season. But it special- 
ises in electronic toys, demand for which is 
waning. 

While Hongkong remains the world’s 
largest toy exporter — including re-exports 
from China — the key to the verve of its 
toy sector lies in China (its production 
base) and the US (its biggest customer). 
Hongkong firms have invested an esti- 
mated HK$10 billion in production facili- 
ties in China, and make up to 95% of their 
toys there. 2 


reached their 10% foreign-ownership lim- 
its, only a small amount of buying has 
taken place. 

Companies with low p/e ratios could 
simply become theme plays, just as trad- 
ing, financial and construction companies 
have been in the past. Speculators are likely 
to ramp them, as they did with some 
shares late last year. But long-term inves- 
tors will find it difficult to invest in many 
of these strictly as value plays. 

Local brokers are looking for new 
themes to bolster a limp market. A slowing 
domestic economy, coupled with a stub- 
bornly high inflation rate and a yawning 
current-account deficit, make the prospect 
of broad stockmarket gains unlikely. The 
composite index is dominated by financial 
shares, which account for about one third 
of the KCSPI, and these are unlikely to show 
much in the way of gains. 

Some analysts believe that large com- 
panies, especially export-oriented ones, 
will do better than small domestic plays. 
With the economy slowing, they figure that 
big export earners are more likely to show 
earnings growth. 

Even some South Korean brokers are 
wondering whether foreign investors 
should invest on the KSE. Although funda- 
mentals look better this year than last, the 
economy is still running too quickly. Many 
South Korean corporations have yet to 
demonstrate they are competitive. 

Nonetheless, the battle between the 
"small-caps" and the large-capitalisation 
stocks for market leadership has become 
easier to follow. Since 1 May, a supple- 
mentary index has been published. Unlike 
the composite index, the new index is 
unweighted, so it will show percentage- 
price changes without the deadening effect 
that financial shares and other large-cap 
stocks have had on the composite index. It 
is mostly a gimmick, brought out in the 
hope that smaller-caps would continue 
their rise and that investors would be 
cheered by seeing a rising index. * 
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Bonanza for Bombay? 


Indias wobbly stockmarket is tipped to vault into big league 


By Hamish McDonald in Bombay 


n the pavement outside the Bom- 

bay Stock Exchange (BSE) in Dalal 

Street, barrows covered with 

share subscription forms compete 
for space with vendors of potato dump- 
lings, sugar-cane juice and tabloid newspa- 
pers with names like Money and Financial 
Wizard. The chaotic street theatre and 
primitive share-dealing mechanisms do not 
ruffle some investment analysts. The In- 
dian sharemarket, they assert, is the mar- 
ket of tomorrow. 

But before the new dawn, market 
regulators are having to grapple with 
the scandals and shortcomings of to- 
day. The activities of now-suspended 
“Big Bull” stockbroker Harshad 
Mehta have exposed price manipu- 
lation and insider trading as routine 
practices. Glaring gaps have ap- 
peared in the books of the biggest 
banks, and monitoring systems have 
been revealed as hopelessly inade- 
quate. 

(The broker has been made the 
leading player in a scandal arising 
out of huge discrepancies in the set- 
tlement of trades in government se- 
curities. The missing money was al- 
legedly pumped into stocks.) 

As a result of the allegations of 
malpractice, the bull run that dou- 
bled market capitalisation to about 
US$100 billion over the three months 
to 2 April has reversed, and share- 
prices are slinking back to their pre- 
vious levels. 

But even this turbulence has not taken 
the gilt off the long-term future of the In- 
dian stockmarket in the eyes of analysts. 
As the channel of private investment in a 
country shifting away from state planning, 
the Indian sharemarket is poised to become 
one of the financial wonders of the late 
1990s. Or so the argument goes. 

‘Tve no doubt that India in 10 years’ 
time will be a much more serious market 
than any of the other markets in Asia out- 
side Japan,” says Tim Lovell, a director of 
British firm Marlin Ord Minnett, which last 
month became the first foreign brokerage 
to open a research office in Bombay. “India 
will at least be up with Taiwan and South 
Korea. I would not put any of the South- 
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Frenzy in the market of tomorrow. 


east Asian markets, or Pakistan, in the 
same league." 

A report by Shearson Lehmann Broth- 
ers issued on 15 April carried the Panglos- 
sian title "India: the biggest tiger of them 
all.” As co-leadwriter of a Euromarket 
equity issue for petrochemical and textile 
conglomerate Reliance Industries, the mer- 
chant bank may be beating its own drum. 
But its upbeat view reflects a wider mood. 

Other securities experts are more cau- 
tious in their optimism. Ayaz Ebrahim, 
manager of Indosuez Investment Manage- 
ment's Himalayan Fund, says the develop- 





ment of India's stockmarkets is a natural 
corollary to recent easing of investment 
controls. But he admits that "it's going to 
take far more than a few years" before In- 
dia raises itself above the rank of “emerg- 
ing" market. 

The Mehta scandal could be turned to 
India's advantage, as vested interests op- 
posed to reform have been discredited. It 
has been a tactical windfall for the recently 
chartered Securities and Exchange Board 
of India (SEBI), which has just confronted 
stockbrokers in the first assertion of its 
powers. 

Potential foreign investors will be 
watching how Indian authorities react to 
the system's exposed weaknesses. "If the 
government is seen to be glossing over the 
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whole thing and not getting to grips with 
the broking community, it will set back In- 
dia's image in the international markets for 
a long, long time," says Lovell. 

So far, what happens on the floor at the 
BSE has often been ancillary to off-floor 
trading, which some brokers think may be 
twice as large in volume. Direct trades 
between buyers and sellers of shares need 
only be reported to the registrar of the com- 
pany concerned. A share parcel may pass 
through 50 hands in the kerb market using 
a blank transfer form before it is booked. 
Only some of this is fed into the BsE's of- 
ficial price and index as the floor 
opens for its two hours of trading 
each day. 

Out of the 6,700 companies listed 
on India's 47 recognised exchanges, 
of which Bombay is the centre, only 
300-400 are actively traded. Among 
these, the amount of floating stock is 
limited, and signally fails to meet the 
demand of the country's 15 million 
investors. 

Household-supplies firm Hin- 
dustan Lever is typical of many big- 
name companies: 51% of its equity is 
held by its Anglo-Dutch parent Uni- 
lever, about 29% by Indian institu- 
tions and 10% by shareholders who 
cannot sell for tax or other reasons. 
That leaves only about 10% of stock 
for normal trading. 

In this set-up, relatively small 
amounts of money can cause large 
swings in prices. Pradeep Shah, head 
of Credit Rating Information Services 
of India, estimates that a US$50 billion in- 
crease in market capitalisation over Janu- 
ary-March was caused by an influx of less 
than USS2 billion of investors' funds. 

A bull operator such as Mehta can de- 
velop a kind of vortex effect on a particular 
stock. This is done by buying in the mar- 
ket, and then selling off the market at “bar- 
gain" prices to friendly institutions, and 
buying again in a diminished pool of avail- 
able stocks on the market. By this method, 
it is thought, Mehta pushed the price of 
cement-maker ACC to a short-lived peak 
of Rs 11,000 (US$425) from under Rs 300 
over a period of two years. 

Few transactions are reported in a 
timely way or are matched up. This is 
manna for unscrupulous brokers. For ex- 
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ample, a broker could connive with a com- 
pany's managers to sell them undervalued 
“shares which could be booked as profit. 
This would help jack up the share price, 
either for personal benefit or to help capi- 
tal-raising issues. 

With only fragmentary legislation and 
an emphasis on self-regulation by stock 
exchange boards, notes SEBI chairman 
. G. V. Ramakrishna, "most players in the 
capital market felt they were beyond regu- 
lation in any effective sense." 

SEBI appears to be winning its first 
round with the brokers, who mounted a 
10-day strike during April against the 
board's order that all of India's broking 
community file applications for registration 
_ by 21 May. On 14 May, the Calcutta High 
.. Court rejected a challenge to the order by 
- brokers and upheld the powers of SEBI. 
"Registration gives the right to ask for 
. disclosures,” says Ramakrishna, one of In- 
. dia's most widely experienced senior offi- 
. cials who most recently served as ambas- 
- sador to the EC. "We are not going to be 
. Sitting here as dummies. We are asking for 
greater transparency, and that scares the 
brokers. They have been operating not just 
. with a veil of secrecy, but with a thick 
. shroud of secrecy.” 

Drawing on examples adapted from a 
score of regulatory systems in Western 
countries and Asia, SEBI will issue a host of 
regulations in coming months. One of the 
first will introduce capital-adequacy norms 
for brokers, based on a report expected 
soon from accountants Arthur Andersen & 
Co. This may nudge exchanges into allow- 
ing corporate memberships, which 
Ramakrishna thinks will result in better 


< investor service and greater transparency 


- in dealing. 
A new takeover code will emerge 
. within a few months, and Ramakrishna 
- believes it will set 5% as the level for man- 
datory disclosure of shareholdings and 
10% for a general offer. | 
.. ':SEBL is urging the five biggest exchanges 
— Bombay, Delhi, Calcutta, Madras and 
Ahmedabad — to hook up into a national 
on-line trading system, with smaller ex- 
changes linked to one of the big five. It also 
wants the bigger exchanges to open for at 
least four hours a day. 

Ramakrishna says the major exchanges 
already have substantial computer power, 
but about 80% of it is tied up with histori- 
cal data. “This is all very good for produc- 
ing nice reports about movements three 
months ago for your quarterly reports, but 
not for telling what is happening in the 
market today,” he says. “I am not im- 

: with their computerisation." 

At the Asian Development Bank meet- 
ing in Hongkong earlier this month, 
Ramakrishna talked to about 25 portfolio 
managers and said Indian authorities 
would soon be addressing their concerns. 
. SEBI will require exchanges to make settle- 





ments within seven days of trading, 
instead of the current 14 to 21 days. The 
Finance Ministry is also looking urgent- 
ly into anomalies in the application of capi- 
tal gains tax between local and offshore 
trades. 

On New Delhi's decision to allow di- 
rect sharemarket investment by "reputa- 
ble" foreign investors such as pension 
funds, Ramakrishna said he expected to 
issue the first approvals later this year. 

As the Mehta scandal emerged, the BSE 
Sensitive Index (Sensex) of 30 leading 
shares slid to 3,100 points by 12 May from 
a peak of 4,546 on 2 April. Prices rallied to 
nearly 3,400 on the following two days be- 
cause an exchange requirement for three- 
day settlement of sales (instead of the nor- 
mal 14 days) forced short-sellers into the 
market. The BSE was closed on 15 May to 
avoid a panic when news of the suspen- 
sion of Mehta's trading licence was re- 
leased. 

With price-earnings (p/e) ratios still in 
the 30-40 range, most brokers reckon the 
fall has some way to go. Some expect the 
Sensex to drop to as low as 2,500-2,800, but 
this view is often propounded by com- 
panies or brokers with current share issues 
who do not wish to appear irrationally 
bullish. - 

Manoj Murarka of long-established 
Bombay institutional broker Batlivala and 
Karani sees the market sliding to an aver- 
age p/e of about 25. "This is also high, but 
given the technical structures in the market 
there will always be a shortage of stock,” 
says Murarka. In the coming months, 
Murarka expects the market to concentrate 
on new share and rights issues, following 
the recent abolition of bureaucratic controls 
on the pricing of issues. 

Attention will be paid to the reception 
given to depository receipts to be issued in 
the Euromarkets by four Indian firms, in- 
cluding Reliance (SHROFF, 21 May). The 
Reliance issue was due to close on 22 May, 
with subscriptions understood to total 
US$400 million, far in excess of the target. 
Its price equated to Rs 250-280 a share, only 
a moderate discount to Reliance's market 
price of Rs 305. 

Lovell of Marlin Ord Minnett is scep- 
tical about the creation of an offshore 
securities market, where counters tend to 
trade at a discount of as much as 40%. Any- 
way, such an approach is marginal com- 
pared with the major challenge of opening 
the market to direct investment, says 
Lovell. - 

“The amount [that could potentially 
be invested] is enormous compared to 
what can ever be raised in offshore mar- 
kets in London,” Lovell says. “There will 
be about 10 Indian issues by the end of the 
year, of about US$100 million on average. 
If the market were open [and reformed], 
you could envisage billions of dollars com- 
ing in over a period of time.” " 
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high on the election-year age 
Democratic leaders of the 
of Representatives have introd 
trade bill, bringing together « 
specific bills calling for a toug 
towards Japan. 

In drafting the bill, Democra 
hawks have dropped their most e 
demands on Japan. And they ha 
aged to have it sponsored by the i 
tial House Ways and Means Corr 
chairman Dan Rostenkowski, who is 
sidered a moderate on trade issues. 

This could lead to a fairly smooth. 
sage of the bill in both the House à 
Senate, where a similar bill w: 
introduced. In that event, President 
Bush will probably veto the bill, but.m 
pay a political price in doing so. 

The new measure, co-sponsores 
House Majority Leader Richard Ge 
and other trade hawks, is an atte 
reinvigorate several trade in 
against Japan which have languished in 
1991-92 session of Congress. 

If passed, it will renew for fiv 
"Super 301" provision of the. 
law, which set out strict guid 
US Trade Representative (USTR 
negotiate with, and retaliate à 
eign countries which engaged 
trade practices. Japan was na 
Super 301 in 1989 but the provisk 
after 1990. E 

The new bill would set new limits 
the production, as well as sales, of Tape 
nese cars in the US, through a bilateral. 
"voluntary restraint agreement" (VRA), 
rather than the current arrangement which. 
purports to be purely voluntary on the. 
Japanese part. | P 

The aim would be to ensure that the 
aggregate sales of cars exported from Ja- 
pan and those produced by the US sul 
sidiaries of Japanese car makers coul 
exceed the number sold in 1992 € 
be somewhat less than the 3.8 mil 
sold in 1991). US car makers woud 
to fulfil their part of the bargain b 
proving the quality and competitiv 
their products, the bill says. 

The bill] would also require the 
under Section 301 of the trade law 
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is similar to, but milder than, Super 301) to 
investigate “all acts, policies and practices 
of Japan” that affect access to its market by 
US manufacturers of cars and car parts. 
These obstacles include barriers in the dis- 
tribution system, the toleration of system- 
atic anticompetitive activities and govern- 
ment regulations, the bill says. 

Similarly, the bill would require the 
trade representative to investigate, and 
seek an end to, barriers to US rice exports 
put up by Japan, South Korea and Taiwan. 
The bill has provisions to make it easier for 
the US private sector to request a USTR 
review of foreign compliance with inter- 
national trade agreements. This procedure 
would allow for the US administration to 
impose countervailing and anti-dumping 

. duties when foreigners are found to be 

. receiving subsidies or engaging in dump- 

ing. 

Bocca absent from the bill is 

an earlier controversial proposal by 
Gephardt that Japan must reduce its over- 
all trade surplus with the US by 20% a year 
for the coming five years or face cutbacks 
in car sales in the US. 

Also missing from the bill are some de- 
tailed demands on the UsTR that might de- 
prive the US official of discretion. One such 
was a proposal from Gephardt that a re- 
newed Super 301 should apply automati- 

cally to an industry of a foreign country, 
under the following condition: if the US 
trade deficit with that country accounted 
for more than 15% of the total US trade 
deficit and if that industry accounted for 
. more than 10% of the US trade deficit with 
the country in question. 

The bill, and its Senate version, could 
move quickly through the two chambers 
of the Democrat-controlled US Congress if 
‘it does not become bogged down by spe- 
cial interests. But there are signs that some 
key legislators, such as House trade sub- 
committee chairman Sam Gibbons and 
Senate finance committee chairman Lloyd 
Bentsen are lukewarm about the bill. 

In the first House hearing on the mea- 
Sure on 14 May, USTR Carla Hills voiced 
strong objections to it, saying: "However 
well intended [it] may be, the effect is very 
likely to be a trade contraction. And that 
would be destructive in a time when our 
growth and our jobs are so closely linked 
to exports.” Hills said that extension of 
Super 301 was unnecessary and that a VRA 
for cars would not help US automobile 
makers. 

Japanese trade officials, who are against 
both Super 301 and Special 301, have criti- 
cised the bill as being unilateral. They were 
heartened by Hills’ initial response but 
worry that Bush may pay a high political 
price for vetoing a "reasonable" bill aimed 
at Japan if he is having a tough presiden- 
tial race and if, as is likely, the US trade 
deficit with Japan widens from last year's 
US$43 billion. » 
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Vietnam opening 


Hongkong vies to become gateway 


By Murray Hiebert in Ho Chi Minh City and 
Carl Goldstein in Hongkong 


ongkong’s economic links with 
H Vietnam, already growing rapidly, 

are likely to become even stronger 
following the removal of a major political 
hurdle. The breakthrough was a 12 May 
agreement between Britain and Vietnam 
on the forcible repatriation of more than 
50,000 boat people languishing in Hong- 
kong's refugee camps. 

The colony's businessmen, like many 
others, were ousted from Vietnam after the 
communist victory in 1975. But Hanoi's 
recent economic reforms have given them 
the opportunity to again become leading 
trade and investment partners. 

Hongkong is now Vietnam's No. 1 for- 
eign investor in terms of the number of 
approved projects. As of May this year, the 
colony's companies had been given 103 in- 
vestment licences worth US$515 million. 


Foreign investment approvals 





This puts Hongkong second only to Tai- 
wan in terms of investment value. On the 
trade front, Hongkong was Vietnam's 
third-largest partner in 1991 after Singa- 
pore and Japan. 

But an even bigger prize is in prospect: 
the role of gateway to Vietnam for busi- 
nessmen from East Asia and North 
America. That position is currently occu- 
pied by Bangkok. But the Thai capital is 
increasingly under pressure, with Hong- 
kong and Singapore vying for the title. 

Many observers believe that new air 
links — coupled with Hongkong’s highly 
developed financial and shipping services 
— could give it the edge. The colony's bid 
received a major boost when Cathay Pa- 
cific resumed regular flights to Hanoi and 
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Ho Chi Minh City last December. Another 
lift came when Vietnam's trade office in 
Hongkong began issuing visas in March. 
This eliminated the need for travellers to 
go to Bangkok — or pay near extortionate 
sums to local travel agents with connec- 
tions in Hanoi — in order to get a visa. 

Cathay Pacific's hopes of establishing 
direct flight services to Vietnam had previ- 
ously been blocked by the Hongkong 
Government, which was pressing Hanoi to 
accept the repatriation of 52,000 Vietnam- 
ese boat people seeking asylum in Hong- 
kong. Vietnam had agreed in principle last 
October to take back those found not to be 
genuine refugees. 

But only 123 non-refugees have actu- 
ally been returned under that agreement, 
which was applied mainly to new arrivals 
and so-called double-backers (those who 
had come back to Hongkong a second 
time). Now the two governments have 
agreed on detailed procedures for the re- 
turn of the tens of thousands of Vietnam- 
ese who have refused to return voluntarily. 

"If we have finally solved the question 
of the return of the boat people, then it will 
certainly improve trade prospects between 
Hongkong and Vietnam greatly," says 
Huynh Minh Hue, Vietnam's trade repre- 
sentative in Hongkong. But he cautioned 
that getting full funding for their boat peo- 
ple's return and reintegration into society 
remained an issue. 

The first flight is scheduled for the sec- 
ond half of June, according to Alistair 
Asprey, Hongkong's secretary for security. 
It could take three or four years for all 
52,000 boat people to be returned, he says. 

There have been other signs as well that 
Hongkong and Vietnam are close to 
putting this problem behind them. The 
flow of new asylum-seekers arriving in 
Hongkong has dwindled to almost noth- 
ing. By mid-May, only seven people had 
come this year, compared with more than 
3,600 during the same period last year. 

Hongkong's position as the major fi- 
nancial entrepot for Vietnam was given a 
boost last year. Two Western brokerage 
firms, Smith New Court Far East and 
Credit Lyonnais Securities (Asia), used 
their offices in the colony to organise Viet- 
nam country funds. These will invest in 
joint ventures and assist in the privatisa- 
tion of state-owned enterprises in Vietnam. 

Hongkong companies have been bol- 
stered further by Ho Chi Minh City's 
nearly half à million Cantonese-speaking 
ethnic Chinese residents, who have helped 
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nam’s often-cumbersome bureaucracy. 

Businessmen say Vietnam could never 
replace southern China as Hongkong's 
chief offshore manufacturing base, despite 
wage levels one third to one half of those 
in Guangdong province. 

Still, most have found significant differ- 
ences between Vietnam and its giant 
northern neighbour. "1 find Vietnam much 
more open and less bureaucratic,” says a 
hotel operator who spent five years in 
China before moving to Ho Chi Minh City. 
"The Vietnamese are much more receptive 
to foreigners than the Chinese." 

Hongkong’s two-way trade with Viet- 
nam soared to HK$4.3 billion (US$551 mil- 





Hongkong-Vietnam trad 


ES Exports to Vietnam 
BS Imports from Vietnam 


lion) in 1991, more than double the HK32.1 
billion of two years earlier, according to 
Hongkong trade statistics. It rose a further 
47% in the first two months of the year, 
compared to the same period last year. 
The direction of trade very much fa- 
voured Hongkong, which shipped goods 
to Viemam worth more than twice those it 
received. But Hongkong’s role as a regional 
transshipment centre was highlighted by 
the fact that fully 93% of Hongkong's ex- 
ports to Vietnam last year were re-exports. 
Japan was the biggest source of these 
. goods, followed by China and Taiwan. 
"The colony buys mainly seafood, rice, 
coffee and other unprocessed agricultural 
products, which are processed in Hong- 
kong and re-exported. Vietnam imports 
industrial equipment, chemicals and tex- 
tile fibres from Hongkong, which also sup- 
plies spare parts for many of the factories 
built in Vietnam by China before Hanoi 
and Peking fell out in the late 1970s. Thus 
the normalisation of relations between 
these erstwhile enemies will also favour the 
rapid growth of trade and investment from 
Hongkong into Vietnam. 

: Some Hongkong investors are believed 
to be ethnic Chinese residents of Vietnam, 
just as "false foreign devil" companies 
have proliferated in southern China. (These 
are mainland Chinese firms that set up 
shell companies in Hongkong to gain ac- 
cess to incentives for foreign invested 
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“Vietnamese companies are taxed to - 
pieces, so ethnic Chinese get a relative or - 
friend in Hongkong to set up a company - 
for them," a businessman says. "They | 
make their profits in Hongkong, so they | 
pay less tax and face less bureaucratic in- 
terference in Vietnam.” : 
Hongkong companies have been | 
among the most active investors in real- - 
estate projects, says Nguyen Son Tra of Ho | 
Chi Minh City's State Committee for Co- : 
operation and Investment. They apparently | 
expect that property rents will soar — and | 
hotel-room shortages increase — when the | 
US lifts its economic embargo against - 
Vietnam, - j 
Hongkong's New World Hotels is - 
building the first large new hotel in Ho Chi | 
Minh City since the war with the US ended _ 
17 years ago. The four-star, 580-room hotel : 
— a 20-year joint venture with Saigon — 
Tourism — will cost an estimated US$63 _ 
million. - ; 
Hongkong & Shanghai Hotels, which | 
owns the colony's prestigious Peninsula - 
Hotel, says it has secured an investment | 
licence to build an office and serviced-flats | 
project in Ho Chi Minh City. The project is - 
worth US$12 million, according to indus- | 
try sources. Chairman Michael Kadoorie | 
says his company is also looking for a site _ 
in the city to build a “Kowloon Hotel-type _ 
property," referring to the four-star hotel | 
his company owns in Hongkong. | 
Chains Hotels & Resorts, a member of - 
Hongkong’s Lai Sun Group, is preparing - 
to build a 210-room addition to the | 
Caravelle Hotel, from which foreign jour- | > 
nalists watched the arrival of communist |- 
tanks in April 1975. The company is al- - 
ready managing a small hotel near the | 
city’s international airport. : 
Property firm First Pacific Davies is ne- | 
gotiating to build a commercial centre, || 
while Hamon Properties recently signed a | 
joint-venture contract with Ho Chi Minh | 
City to construct a US$25 million housing | 
complex for foreign businessmen and dip- 
lomats. Scores of small Hongkong firms 
have already set up restaurants, nightclubs 
and karaoke bars. One company is even 
trying to set up Vietnam’s first casino. 
Hongkong companies have filled a void 
left by large multinational corporations 
who are still reluctant to invest in real es- 
tate and hotels. Chiefly, they stay away be- 
cause Vietnam has no clear land title regu- 
lations and because they fear possible re- 
taliation from the US if their activities ap- — 
pear to threaten Washington's embargo. | 
Another factor that hobbles Vietnam's - 
efforts to attract foreign investment is that — 
foreign banks are still hesitant to provide 
large-scale credits to companies investing - 
in Vietnam. In part, this is because of- 
Hanoi's uncertain property laws and its 3 
unwillingness to allow investors to set up 
offshore bank accounts. : 
Some of Hongkong’s biggest companies — 
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do not appear to have been put off by these 

types of problems, however. Hongkong 
International Terminals (HIT), the giant 
cargo-handling firm that is majority-owned 
by leading hong Hutchison Whampoa, got 
an investment licence earlier this year to 
build a container port in cooperation with 
the Port of Saigon. HIT managing director 
John Meredith expects the construction of 
the first berth to be completed by the end 
of this year. It will have a handling capa- 
city of 50,000 containers a year. 

Hongkong & Shanghai Banking Corp. 
opened a representative office in Ho Chi 
Minh City in April to facilitate trade be- 
tween the two countries. Jardine Pacific, 
which is exploring long-term opportunities 
in transport, shipping and insurance, ear- 
lier this year organised a seminar in Ho 
Chi Minh City on airport management, 
aviation security and airport equipment. 
Cathay Pacific, which is majority-owned by 
rival hong Swire, is also trying to sell the 
Vietnamese a complete package of aviation 
services. 

Many Hongkong companies, facing 
soaring land and labour costs at home, 
have begun establishing small factories in 
Vietnam, where wages and land costs are 
still relatively cheap. The colony’s manu- 
facturers have set up around 18 joint-ven- 
ture textile and garment-related enterprises 
around Ho Chi Minh City. 

But investors complain that Vietnam's 
poor infrastructure and antiquated bank- 


ing system make it hard to turn a profit. 
One problem is that factories in the south 
face electricity brownouts three to four 
days each week, says Sheila Choi, manager 
of Viet-Sing Trading Co. Her company has 
invested US$10 million to set up seven 
small factories in the Mekong delta. 

Choi says problems in using state-con- 
trolled banks to transfer money and cash 
cheques make it difficult for the compa- 
ny's food-processing and animal-feed en- 
terprises to buy large quantities of raw ma- 
terials in Vietnam. 

Hongkong trading companies face 
similar difficulties in expanding their busi- 
ness. "Vietnam's financial problems make 
it hard to do business," says Nam Kwok 
Fu, director of Golden Desire Trading Co. 
In 1991, Golden Desire set up a joint-ven- 
ture company to sell sewing machines and 
spare parts to Vietnamese garment facto- 
ries. "We had to put up a US$1 million 
credit line last year, even though we're not 
bankers, but a sewing machine company," 
says Nam. 

Vietnam's expensive import duties and 
large-scale smuggling create additional 
headaches for companies such as Viet-Sing 
Trading. Besides its Mekong factories, the 
company has built a shopping centre sell- 
ing imported consumer goods and elec- 
tronic equipment in the southern coastal 
town of Vung Tau. But Choi notes: "If you 
import everything legally, it's very difficult 
to compete with smuggled cargo." " 





BUDGETS 


Pakistan's record deficit 


Budget puts country deeper into debt 





By Salamat Ali in Islamabad 


akistani Finance Minister Sartaj 
P Aziz proposed a record govern- 
ment deficit in his budget statement 
to the National Assembly on 14 May. Aziz 
also introduced a number of tax reforms. 
But with only a thin direct-tax base to lean 
on, the government will continue to rely 
on massive borrowings and indirect taxes. 
The Rs 292 billion (US$6.9 billion) 
budget for fiscal year 1992-93, starting on 1 
July, included a deficit of Rs 89 billion. The 
government says this will be funded by 
borrowing Rs 65 billion, raising Rs 17.5 bil- 
lion in taxes, and trimming Rs 6.5 billion 
from its annual development plan. (These 
are Finance Ministry figures. Aziz’ speech 
differed from his text, leading some critics 
to accuse him of manipulating the figures. 
Aziz put it down to "normal last-minute 
confusion at budget time.") 
According to the Finance Ministry, the 
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deficit represents 5% of GDP — a figure it 
believes would be acceptable to the IMF, on 
whom it is reliant for funds. Last year, the 
IMF withheld a US$140 million loan until 
Islamabad promised to reduce its 1991-92 
deficit to 4.2% of GDP. 

Aziz's difficulty in cutting the deficit 
stems from Pakistan's extremely narrow 
tax base. Apart from 200,000 salaried 
(mostly government) employees whose 
taxes are deducted at source, there are offi- 
cially no more than 500,000 income taxpay- 
ers among Pakistan's 118 million people. 
Of these, less than 1,000 declare an annual 
income of Rs 100,000. The government's 
revenue from direct taxes — comprising 
income tax, wealth tax and capital value 
tax — is only Rs 4 billion, compared with 
Rs 12 billion from customs duties, excise 
levies and sales taxes. 

To deal with the smuggling created as a 
side-effect of high indirect taxes, Aziz pro- 
posed a sales tax at the retail level, as op- 
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revenues on goods now being smug- 
led into the country. 
. The budget once again ignored de- 
hands by the urban elites that the govern- 
ent tax farm income, which is exempt 

nd thus a major avenue for evasion. But it 

_ did call for the taxing of some privileged 
-= companies. Military and police welfare 
- foundations, which run a wide variety of 
tax-exempt businesses, are now to be taxed 
< under certain conditions. | 
_ Otherwise, the emphasis was again on 
- indirect means of collecting revenue. Taxes 
_ will be imposed on purchases of cars and 
- residential plots, as well as on commercial 
. and industrial firms’ electricity bills. These 
taxes, however, will be deductible from 
_ personal and company taxes. 
—. In addition, excise duties and other lev- 
s have been raised on a wide range of 
oods and services, notably telephone calls, 
tiles, foreign travel, passports, parties 
id dinners in luxury hotels and products 
rertised on television. 
But Aziz also took pains to encourage 
rtant areas of the economy. Com- 
s have been promised gradual in- 
1e-tax reductions amounting to 11-15 
centage points over the next five years. 
tently, banks pay profits tax at a 66% 
; private companies and self-employed 
ividuals, 55%; and listed companies, 
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Companies with at least 40% foreign 
estment who also export 60% of their 
roducts are to be exempt from taxes for 
eir first five years of operation. All other 
mpanies face a novel "tax": they will 
ch be required to fund one educational 
stitution, as determined by a sliding scale 
according to their paid-up capital. 
The budget frees key government mo- 
polies — such as power generation and 
stribution, telecommunications, and oil 
. gas development — from federal 
getary controls. The respective mo- 
olies will have to raise their own funds 
bring electricity production up to 11,600 
MW, provide 800,000 new power connec- 
tions, install 750,000 new telephone lines, 
dig 75 exploratory oil and gas wells and 
_ install 240,000 new gas connections during 
the next fiscal year. 
^. The budget allows for the floating of 
: closed and open-ended mutual funds with- 
out any investment ceiling. Listed com- 
- panies may introduce stock option schemes 
or their employees through trusts. 
Aziz failed to mention the issue of bank 
erest, forbidden under Islamic law. A 
urt last year outlawed interest on bank 
posits and all interest-based contracts 
th effect from 1 July 1992. However, the 
ision for interest in the budgetary esti- 
S indicates that the government in- 
ds to block the court order. = 
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ri Lanka's worst drought in 10 
years — which, after four months, 
is only now showing signs of end- 
ing — has seriously hurt the 
economy. The lack of rainfall has sharply 
reduced plantation crops, while manufac- 
turing output has dropped because of 
shortages of hydroelectric power. 

Tea, the crop which earns the most hard 
currency, has been hit hardest. After pro- 
ducing a record 241 million kg last year, 
the parched estates lost a considerable 
amount of their crop in the early months of 
this year. 

Based on returns for the first quarter 
and estimates for the second, the Sri Lanka 
Tea Board estimates tea production for the 
first half will reach only 91 million kg, 
down sharply from the 127 million pro- 
duced in the same period last year. With 
production picking up after rains in early 
May, the tea board forecasts tea output of 
215 million kg for the whole of 1992, down 
11% from last year. 

Rubber and coconut, other major plan- 


tation crops, also suffered. Rubber produc- 
tion in 1991 came to 104 million kg, the 
lowest amount since 1962. With the situa- 
tion further aggravated by reduced use of 
fertiliser, there is no sign of recovery this 
year. Coconut production, down 14% in 
199] — largely because of the lagged effect 
of last year’s prolonged drought — contin- 
ues to flounder. 

Industry was also hit. After failing to 
achieve energy conservation through a 20% 
surcharge on electricity, the state-owned 
Ceylon Electricity Board began imposing 
country-wide power cuts from 1 April. The 
cuts were suspended only in the second 
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week of May. 

GDP grew a real 4.8% in 1991, according 
to the central bank’s recently published an- 
nual report. This was below both the ex- 
pected level of 5% and the 6.2% growth 
recorded in 1990. Generally, however, the 
central-bank report was upbeat about the 
1991 performance, saying that despite an 
adverse external environment, the eco- 
nomy sustained its growth momentum, al- 
beit at a somewhat reduced pace. No GDP- 
growth prediction has been issued for 1992, 
though the outturn is expected to be below 
1991's figure because of the drought. 

A significant deceleration in the rate of 
inflation and an expanded overall surplus 
in the balance of payments compensated 
for the disappointing growth rate. The cen- 
tral bank said inflation, measured by the 
Colombo consumer price index, had de- 
clined to 12% in 1991 from 21% the previ- 
ous year. . 

In the balance of payments, there was 
an overall surplus of US$205 million, up 
from US$176 million in 1990. But the cur- 
rent account and the trade balance contin- 
ued to show deficits. The current-account 
gap widened to US$509 million from 
US$260 million. In trade, exports rose 6.3% 
to Rs 84 billion (US$2 billion), while im- 
ports increased 16% to Rs 127 billion. This 
resulted in the trade deficit swelling to 
US$992 million from US$704 million in 
1990. 

The Sri Lankan rupee, which fell 5.5% 
last year against the US dollar, has contin- 
ued its decline. It dropped from Rs 
42.63:US$1 in January to Rs 43.58:US$1 on 
12 May. Bankers expect the slide to con- 
tinue through the year. | 

senior government officials admit that 
the 1992 budget, presented last November, 
is off track. The government is trying to 
offset substantial shortfalls caused by extra 
spending on defence and refugee care, as 
well as from reduced tax revenue resulting 
from investment incentives and tax relief 
for the ailing tea industry. Spending has 
also been pushed up by restoration of a 
food-stamp programme to help 1.2 million 
people hurt by the drought. To meet the 
shortfalls, revenue is being raised through 
à series of excise and other taxes on liquor, 
cigarettes and consumer goods. 

The government also raised the defence 
levy, which applies to a wide range of 
goods as well as some services, from a 1% 
rate to 3%, effective 1 May. This is forecast 
to raise an extra Rs 2.4 billion this year to 
fund military operations against Tamil 
separatists. | ii Manik de Silva 
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A family holiday is a big investment these days. You want 
everyone to relax, enjoy themselves, and get the most out of the 
trip. The last thing you want to have to worry about when you're 
on vacation is how you'll be able to pay the bills. 

Which is why Holiday Inn hotels give you more for your 


money, and in turn, help your vacation budget stretch that bit further. 


Throughout our 1,600 hotels worldwide, Holiday Inn hotel: 
have made it a policy to offer comfortable accommodations, th« 
full range of amenities and facilities that you require at affordable 
prices. Our reasonable rates allow you to go out and make th« 
most of your holiday and to enjoy all the things that vacatior 


memories are made of. And with ideal locations, a warm and 
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JAN JUST A ROOM WITH A VIEW. 


aring staff to greet you, and the simplest and most comprehensive 
servations system in the industry, you'll soon discover why Holiday 
an Worldwide is the world’s favourite home away from home. 
However, should you be seeking something extra special, you 
an stay at our Holiday Inn Crowne Plaza hotels. These, our 


»emier hotels, can be found in major cosmopolitan centres. 


STAY WITH SOMEONE YOU KNOW. 


At the Holiday Inn Worldwide, we understand the trials and 
budget limitations of family travel. Our attention to the truc needs 
and expectations of travellers have earned us their respect through- 
out Asia and around the world. 


And when you're away from home, wouldn't you rather stay 
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with someone you know? 





4300, Hong Kong 736 6855, your nearest Holiday Inn hotel or your travel agent. 





Very proud to be among the Leading 
Hotels of the World. 

Very essentially Thai, a 1,000-year- 
old culture reflected in classic styles fram- 
ing modern comforts. 
ors aw The Dusit Thani: Bangi Very much paradise the island life of 
Phuket, 
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seas, nicely warmed by a tropical sun. 
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Very cou mt the Service. 

Very certainly yours at The Dusit 
Thani, Bangkok, Dusit Laguna, Phuket 
and Dusit Resort and Polo Club, Cha- 
Am/Hua Hin. 

Dusit Eaguha, Phuket 


Verily, there is nothing that quite 


compares with a hotel called Dusit. 
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Vialaysian tycoon exports his can-do style 
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Guoco Group. 

Over the past few months, Quek has 
bought an array of businesses for Guoco, a 
holding company with assets of US$3.1 bil- 
lion that is centred on Dao Heng Bank, 
Hongkong/s fourth-largest lender. 

He has also brought two powerful new 
shareholders — Hongkong property mag- 
nate Li Ka-shing and Italy’s Agnelli family 
— into Guoco's inner councils to join Hong 
Leong and the Kuwait Investment Office. 
And he has made it clear that Guoco will 
be a bidder when Overseas Trust Bank 
(OTB) is offered for auction by the Hong- 
kong Government. Guoco has sizeable re- 
sources with which to launch a bid. Its cash 
reserves total HK$1.1 billion (US$141 mil- 
lion), even after its string of purchases. 

At first glance, the diversity of the ac- 
quisitions is bewildering. In the past few 
weeks alone, Guoco has snapped up a big 
stake in international broker Hoare Govett 
Asia, bought a modestly capitalised Lon- 
don bank, and set up a joint-venture air- 
conditioner factory in the southern China 
boom town of Shenzhen. The new assets 
are so varied that some analysts worry that 
the expanding group lacks focus, though 
they are generally still bullish on Guoco's 
prospects. 

But Werner Makowski, an American 
banker who is Guoco's co-managing direc- 
tor, dismisses such concerns. "We are try- 
ing to transform ourself into a blue-chip 
Hongkong company," says Makowski. 
“We know exactly where we are going." 

Makowski says the purchases are con- 
sistent with a five-year plan laid out by 
Guoco’s board in March. The plan calls for 
the group to concentrate on three core busi- 
nesses which will give Guoco a smooth 
passage through the ups and downs of the 
business cycle: financial services, manufac- 
turing and property. 

“In mature economies, conglomerates 
don't make sense," says Makowski. “But 
in a fast expanding and young economic 
region like Asia, it makes total sense. You 
always want to have a political and cur- 
rency mix that doesn't hamper profitabi- 


lity.” 






Analysts suspect, though, that Guoco's 
recent purchases were driven as much by 
expediency as by strategy. Quek, who is a 
fierce stockmarket operator, had long 
wanted to own a regional broking house. 
He got his chance with Hoare Govett Asia 
after the broker’s parent, US-based Secu- 
rity Pacific Bank, was taken over by Bank 
of America last year. Hoare Govett's man- 
agement saw Quek as a natural, cash-rich 
ally with whom to make a buyout offer to 
the new owner. 

This opportunistic approach to empire- 
building is even more clearly seen at 
Guoco's Singapore-listed subsidiary First 
Capital Corp., a grab-bag of property and 
manufacturing holdings. 

Quek bought the company in 1988, 
when its primary asset was a Singapore 
office block, the Tung Centre, Since then it 
has gone into the manufacture of printer 





uoco's gains 


and typewriter ribbons, has entered into a 
non-life insurance joint venture and estab- 
lished a tile manufacturing firm in the Phil- 
ippines. Recently it also embarked on the 
construction of medium-cost housing on à 
2 million nv landbank in Singapore. 

The effect of this activity has been strik- 
ing. First Capital's revenues rocketed 206% 
to $$185 million (US$113 million) in the 
year ending June 1991. Yet the firm turned 
in a mediocre after-tax profit of 5$11 mil- 
lion, down 13%. The decline was attributed 
to higher interest expenses and lower 
investment income, but some observers re- 
main bemused. "First Capital's strategy is 
completely unfathomable,” says Claire 
Barnes, regional research chief of Barclays 
de Zoete Wedd Asia. 

First Capital’s most high-profile ma- 
noeuvre, however, was its purchase of a 
majority stake two years ago in Heshe 
Holdings. Heshe owns clothes shops in 
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Southeast Asia and Poly-Allied, & 
pore's largest knitwear manufacturer. 1 
went public in April on Singapore's over 
the-counter market. 

In all, First Capital’s varied activitie: 
have added little to Guoco's bottom Hine 
Dao Heng Bank and a handful of other fi 
nancial-services concerns controlled by 
Guoco contributed 83% of operating profit 
in the year to June 1991, according to Bar- 
ing Securities. This is expected to chang 
gradually, says Makowski, as Goce’ 
manufacturing and property businesse 
begin to bear fruit. These businesses 
clude two investments in China: a stak 
a hotel in Fujian province and an industrie 
park in Guangdong province. E 
— Nevertheless, Quek's eclectic approach 
to investment should not mask the cor 
servative way his managers run their bt 5 
nesses. Guoco has shown solid eamir 
growth since Quek purchased Dao F 7 
Bank in 1982. Further, despite repea 
fund-raisings which have lofted shareho 
ers funds’ from US$166 million in 1987 
US$277 million in 1991, earnings-per-sh 
growth has risen steadilv. | 

This discipline, which served Que 
Malaysian companies well during the 19 
86 recession, can clearly be seen in the e 





ment in September 1989 for a pai 
HKS600 million. Since then, Guoco's m 
agement has been able to boost pt 
growth to double the local industrv. 
age, while actually cutting back on 
Heng's loan-to-deposit ratio, now am 
the most conservative in Hongkong. 

“The acquisition of Hang Lung w 
probably one of the best conceived acqui 
tions in Hongkong in recent times,” sd 
Crosby Securities analyst Archie Hart. d 
adds that the purchase gave Dao F 
critical mass, significant latitude to incn 
its loan book and tremendous cast se 
ings. | 

Quek is clearly readving Guoco fi 
takeover of OTB, which would allow 
Heng to overtake Bank of East Asi 


Hongkong’s third-largest bank. The gi 
made a HK$304 million rights issue 1 
year and sold convertible bonds to Li} 
shing to raise HK$268 million. And o 
May it sold HKS560 million-worth € 
shares to Hong Leong which, in turi 
placed out a like amount from its 6 
holdings to an unnamed investor gro 

It is unclear, however, when OTE v 
put up for auction by the Hongkong ! 
ernment, which took over the bank. 
a mid-1980s run prompted by alles 
of fraud. It is also unclear how w 
Heng will be positioned in the ba 
though analysts say its track recore 
sorbing Hang Lung has been impr 
at least one other likely bidder, First Pac 
Bank, has shown similar prowess. 
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rp- Perhaps he's read the Fortune 500 article. 


which states that “Top US companies operating 
their own aircraft consistently outperform those 
who don't” 

Or perhaps he's calculated that increasingly 
overcrowded airports equals delays. equals 
valuable time lost, equals postponed meetings. 
equals inefficiency, and lost profits. 

With a corporate jet you decide your business 


schedule, and the airports you take off and land at. 
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It buys security. privacy. confidentiality and saves 
that most valuable of commodities — time. 
An argument which may convince the financial 


fraternity. But will The Board buy it? 
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No more Dutch sandwiches 


By Carl Goldstein in Hongkong 


ompanies from Hongkong, Taiwan 

and Singapore will no longer be able 

to savour the delights of the "Dutch 
sandwich," if US tax authorities have their 
way. Impending changes in the US-Ne 
therlands tax treaty will deprive many big 
firms of the tax benefits enjoyed by their 
holding companies in the Nethe rlands and 
the Dutch Antilles. 

These companies were typically set up 
to exploit a provision in the bilateral treaty 
that allowed eligible US-based subsidiaries 
to escape a 30% withholding tax on divi- 
dends, interest payments and royalties. 
(Droll tax lawyers coined the "sandwich" 
tag because companies needed a pre- 
sence in both the Netherlands and the 
Dutch Antilles to qualify for the exemp- 
tion.) 

The changes resulting from a draft 
treaty recently initialled by US and Dutch 
authorities will not take effect until 1994 or 
1995. But before then, dozens of big Asian 


companies that have taken the Dutch route 


to tax planning will be forced to reorgan- 


ise the legal ownership of their US hold 
ings. 

The kev change will withdraw tax privi 
leges from firms using Dutch holding com- 
panies unless there are substantial com 
mercial links between the Dutch and US 
subsidiaries, or unless the Dutch company 
is traded on European exchanges 

Firms from Hongkong, Taiwan and Sin 
gapore have been hit, because their gov- 
ernments have never established a tax 
treaty with the US. Taiwan and the US be- 
gan negotiations two years ago. Singapore 
and US tax officials have held talks as well, 
but are bogged down for now over the US 

refusal to grant a particular class of tax sub- 
sidy that Singapore enjoys in its treaties 
with some other countries 

The changes will hit Hongkong particu 
larly hard, however. "Most major Hong- 
kong-based groups use Dutch companies 
to own shares in their US subsidiaries and 
to finance US operations," says Richard 
Weisman, a Hongkong-based lawyer with 
Baker & McKenzie's international tax 
group. Now, Hongkong is coming under 
some pressure to seek its own tax treat 
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with the US, a matter which raises a host 
of delicate questions 
The main issue is that Hongkong would 


D 


need the approval of both China and Bri 
tain before it could agree upon a tax treaty 


with the US. The latter is no problem: the 
colonial master two vears ag inted 
Hongkong the autonomy to negotiate with 
the US an informal agreement to eliminate 
double-taxation of shipping companies 
profits (to which Peking also gave its Im- 


plicit nod) 
But whether Peking would approve ol 
a formal tax treaty is another matter, given 


its intense suspicion regarding Britain's 
motives towards Hongkong. “Any such 
treaty would have to go before the |5immo- 


British] Joint Liaison Group, in order for it 


to have effect after 1997: without that 1t 
would be a pointless exercise," savs an of- 
ficial at Hongkong’s Internal Revenue De- 


partment 

A US diplomat says the 
to initiate any negotiations 
Hongkong is 
gime. Since the territory does not levy 
on capital gains, dividends and intere 


G is not likelv 
on a treatv be 


cause alreadv a low-tax re 


payments, US firms would have little to 
gain. But another Baker M Kon tax 
lawyer, Philip Marcovici, points out that 
an effective network of tax treaties would 
help Hongkong to maintain itself as a fi 
nancial centre after 1997 * 


When business takes you around 
Korea, enjoy the comfort of Korea's best 
all-round hotels. Hyatt Regency Seoul and 
Hyatt Regency Pusan. 

Our 18-acre garden offers a quiet 
sanctuary, right in the heart of Seoul. In 
Pusan, we'll treat you to beach-front luxury 
and extensive resort facilities 

And of course both provide exclusive 
Regency Club services, complete health 
and business centres, and the most exciting 
night spots in town — J] Mahoney 's and 
Murphy's. Stay with Hyatt in Korea, and 


escape the rigours of business travt 





nance the programme for the 
. 1991-97 planning period. 


debtedness could place eco- 
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PROJECTS 1 


Spenders vs savers 


Taiwan's development plan sparks fierce debate 


By Julian Baum in Taipei 


price tag of NT$8.2 trillion (US$328 
A billion) is a lot of money even for 

an economic miracle such as Tai- 
wan. But Shirley Kuo, who helped draft 
the country's six-year plan to spend that 
amount on infrastructure, believes the 
money can be easily found. "This is not a 
very ambitious plan,” the chairman of the 
Council on Economic Planning and Deve- 
lopment (CEPD) says. "There has been a 
misunderstanding." 

If this is so, many people are confused. 
"Every plan is flawed," says economist Ma 
Kai, "but this plan is the most seriously 
flawed of all." 

Ever since Premier Hau Pei-tsun's cabi- 
net adopted the development plan in Feb- 
ruary 1991, a debate has raged in Taiwan 
about whether the cash-rich 
country can afford it. The argu- 
ment continues to focus on 
whether the government can fi- 


On one side of the fence are 
fiscal conservatives and free- 
market economists who say the 
plan is too big. On the other 
side are economic planners and 
a few politicians who argue that 
Taiwan's huge savings surplus 
should be put to good use. 

What is at stake is whether 
Taiwan can sustain its robust 
economic growth of the past 
two decades through the 1990s 
and beyond. Heavy public 
spending and government in- 


nomic growth at risk. But if the 
island continues to accumulate 
capital without spending it wisely, it will 


_ become increasingly difficult for Taiwan to 


move up the technological ladder. 
And while policymakers debate the 


merits of the huge infrastructure pro- 


gramme, foreign contractors are rushing to 


. Taipei in increasing numbers. Japanese, US 


and European companies are competing 
intensely for lucrative contracts. 
Government officials and private citi- 
zens alike have been startled by the pro- 
jected cost of the development plan, and 
hardly anyone believes the cost will remain 
at NT$8 trillion. In calculating costs, the 
CEPD assumed a general inflation rate of 
3.5% in the planning period. Inflation aver- 


aged 2.4% from 1986-91. 


Kuo is adamant that Taiwan has 
enough technical and financial resources to 
take on the mammoth development pro- 
gramme. The former finance minister says 
government officials and the public are not 
accustomed to thinking in such grandiose 
terms. "The main purpose was not to count 
money but to tell the public how the na- 
tion’s needs would be met in the years 
ahead," she says. 

In macroeconomic terms, Kuo says the 
development plan is much less ambitious 
than the government's spending pro- 
gramme in the 1970s, which concentrated 
on former premier Chiang Ching-kuo's 10 
big projects. The plan contained such high- 
profile works as Chiang Kai-shek Interna- 
tional Airport and the country's first north- 
south highway. 

Chiang's plan was accomplished by 





Kuo: ‘Where did the money go? To play money games.’ 


1980 at a cost of US$5 billion, more than 
twice the proposed amount. This figure 
appears low by today's standards, but Tai- 
wan's economy was 15 times smaller in the 
early 1970s. 

Kuo also says she wants the govern- 
ment to avoid repeating the phenomenon 
of the 1980s, when a large excess of sav- 
ings brought few benefits to Taiwan. 
“Where did the money go?" she asks. “To 
play money games and to overseas invest- 
ments, mostly in the US." 

Taiwan has the resources to finance its 
infrastructure spending with domestic sav- 
ings, Kuo says, without borrowing money 
from abroad, tapping past savings or using 
foreign-exchange reserves. Kuo notes that 
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the CEPD assumed a savings rate of 29.3% 
for the plan. This rate is roughly the 199( 
level in Taiwan, well below a peak of 38.5% 
in the mid-1980s. 

“We still expect excess savings," Kuc 
says, "and we want to avoid carrying for- 
ward excess savings and doing nothing 
with them," Kuo says. As a percentage ol 
annual GNP, investment in fixed public as- 
sets was about 15% in the 1970s. Accord- 
ing to CEPD calculations, the current deve- 
lopment programme is equivalent to 13.8% 
Of GNP. 

Ranged against Kuo and her cohorts are 
influential economists, bankers and finan- 
cial officials who dismiss her sweeping 
views as unrealistic. Some say she is being 
reckless. 

Free-market economists question 
whether the government should play such 
a dominant role. Public spending in 1991 
accounted for most of the country’s eco- 
nomic growth for the first time since the 
early 1950s, and the pattern is likely to con- 
tinue throughout the decade. In a full-em- 
ployment economy such as Taiwan’s, these 
economists warn that this trend could fuel 
inflation and crowd out the funds neces- 
sary for private-sector growth. 

Another criticism levelled at 
the development plan is that it 
is less a carefully evaluated pro- 
posal to meet Taiwan's deve- 
lopment needs after the year 
2000 than a wish list submitted 
by the government. The result 
is not a plan, critics complain, 
but a vaguely worded letter of 
intent that is subject to further 
study and bargaining with the 
legislature, which must ap- 
prove annual budgets for infra- 
structure spending. 

“Talking about the deve- 
lopment plan is like boxing 
shadows,” says Ma Kai, an 
economist at the Chung Hua 
Institute of Economic Research. 
He says it is difficult to pin 
down either what the govern- 
ment plans to do or how it in- 
tends to carry out the deve- 
lopment scheme. 

Ma and others question the wisdom in 
burdening the government with debt. The 
ruling Kuomintang (KMT) has no history of 
deficit financing in Taiwan, as only in 1989 
did it begin to borrow routinely to finance 
public programmes. While Taiwan's pub- 
lic debt as a share of GNP is less than 10%, 
one of the lowest in the world, this could 
rise to more than half of GNP under the 
development plan. 

Another common concern is inflation. 
“We know projects like this overspend,” 
Ma says. “If costs double, as they have in 
the past, how can we finance a NT$16 tril- 
lion plan after we've exhausted all our re- 
sources?" 
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One example of escalating costs has 
been what some advocates say is the most 
important proposed project in the deve- 
“plan, a high-speed train to cut the 
i time between Taipei and Kaohsiung 
to 5 90 ) minutes from up to five hours. Pro- 
jected costs for the high-speed rail link in- 
creased from US$12 billion to US$17 bil- 
lion within a few months of the plan being 
made public last year. 

Meanwhile, the feasibility of the rail 
system has been questioned, and a deci- 
sion has yet to be made on the design of 
the system because of a sharp rise in land 
costs. 

Rising costs and slipping schedules 
have fuelled critics’ complaints that the 
development plan's timetable is wildly 
unrealistic. Support for the plan has not 
been fostered by admissions from govern- 
ment officials that many projects were 
never expected to be completed in the six- 
year planning period. 

Despite the daunting reservations about 
the development plan, it has generally been 
welcomed as the first comprehensive blue- 
print for improving Taiwan's infrastructure 
since the KMT arrived on the island almost 
a half century ago. 

Many observers say it symbolises the 
KMT's commitment to Taiwan after having 
what they call a rentier's mentality for four 
decades. 

With much of the attention concen- 

trated on the affordability of the develop- 
ment plan, its wider objectives tend to have 
been neglected. Minister of Economic Af- 
fairs Vincent Siew describes the pro- 
gramme às the means of achieving Tai- 
wan's aim of full development. He says 
the plan will assure that industries have 
"the resources they need to make us à 
more prosperous, productive and competi- 
tive society." 

Says Jurgen Franzen, director of the 
German Trade Office in Taipet: “They ar- 
gue about whether its a six-year plan or a 

10-vear plan. But so what? The years don't 
really matter. Who else in the world can 
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afford to do these things?” 

The development plan's economic goals 
include raising national per-capita income 
to US$20,000 annually by the year 2000 
from US$8,000 in 1991, and developing ad- 
vanced-technology industries through 
technology transfer and strategic alliances 
with foreign companies. It also offers a le- 
ver for gaining high-technology through 
business partnerships and technical-assist- 
ance agreements in carrying out some 
projects. 

Taiwan has had other development pro- 
grammes but, unlike earlier efforts, the cur- 
rent plan is more than an infrastructure- 
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Despite baffling generalities, it repre- 
sents the aspirations of government offi 
cials for the island to become a financial: 
and communications hub in Asia. More 
ambitiously, senior officials believe the 
Pn will make Hu wan a model for the © 









Major spending xem the development 
plan is predictably channelled to infrastruc- 
ture investment, but a large number of - 
projects for education, cultu ral and social 3 
welfare activities have been included. One. 
third, or more than US5100 billion of the 
projects, come under the Ministry of Trans: | re 
port and Communications. New highways 
are to account for US$41 billion, and ts 
communications spending is budgeted .à 
US$5.7 billion. 

Another US$68 billion has been es 
mated as being needed by the Ministry s 
Economic Affairs for industrial proje 
but most of this amount is to be funded by 
state enterprises such as Taiwan Powe 
Co., China Steel Corp. and Chinese Petro- 
leum Corp. for energy and industrial 
projects. Taiwan Power is earmarked to 
receive more than US$37 billion mainly 
to increase electricity generation by 50% 
by the end of the decade A fourth 
nuclear power plant is budgeted at US$?" 
billion. 

In addition to these investments, the 
development plan calls for USS10.7 billion 
to be spent on environmental protection in 
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the way of incinerators, waste water-treat- 
ment plants and urban sewerage systems. 
Under the plan, several universities and 
900,000 units of public housing are to be 
built as well as numerous community-de- 
velopment ventures ranging from mus- 
eums and libraries to hospitals and shop- 
ping centres. 

According to Kuo, the development 
plan will not require a heavy amount of 
public financing. About NT$1.9 trillion will 
represent regular expenditures — such as 
school subsidies by the Ministry of Educa- 
tion and the mechanisation programmes of 
the Council on Agriculture — that are sup- 
ported by the government's operating 
budget. 

Also, NT$2.5 trillion of projects are to 
be funded by state enterprises, while an- 
other NT$600 billion will come from pri- 
vate-sector participation. 

That leaves NT$32 trillion in funding 
chiefly for infrastructure projects, almost 
half of which is the cost of land. To raise 
this money, the Finance Ministry has op- 
posed borrowing heavily by means of gov- 
ernment bond issues. 

At the same time, the KMT is disinclined 
to raise taxes, though tax-collection efforts 
have been intensified to pay for infras- 
tructure spending and to cover the 
government's new deficit in its operating 
budget. 

The CEPD says that bond issues of 
NT$400 billion would be required for the 
first year of the development plan, which 
ends on 30 June, rising to NT$600 billion 
annually during the remaining years. The 
Central Bank of China now says only a lit- 
tle more than half, or NT$235 billion, will 
be raised on the bond market in the first 
year, indicating that future bond issues 
could also be scaled back. 

Kuo complains that finance officials 
have underestimated the ability of the 
bond market to absorb debt issues. She 
points out that an April auction of NT$30 
billion was oversubscribed more than 10 
times. 

Even though Finance Minister Wang 
Chien-shien has proposed the privatisation 
or self-financing of some public works 
projects, few foreign observers question 
Taiwan's ability to finance the develop- 
ment plan. But there is concern about other 
obstacles, especially the underdevelopment 
of the country's capital markets. 

"There's no question that Taiwan has 
the money," à foreign executive says, "but 
what they have to do is to take the shack 
les off the financial system." 

Kuo argues that any negative factors in 
the development plan are not in its financ- 
ing but in the determination of the govern- 
ment to implement it. 

"Financing is not a serious problem," 
she says, "but it is the responsibility of in- 
dividual agencies to carry out their pro- 
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bees to the honey pot 


Foreign firms scramble for contracts 


By Julian Baum in Taipei 


aiwarn's six-year programme to de- 

velop its intrastructure is made to 

order for leveraging politics with 
business. Top government officials from a 
dozen Furopean countries have visited the 
island in the past year, all angling for a 
share of the commercial opportunities 
opened up by NT$8.2 trillion (US$328 bil- 
lion) of public spending. 

“We are very impressed by the [plan], 
which seems to fit well with Sweden's 
strengths in telecommunications and trans- 
port," says Goran Holmquist, president of 
the Swedish Trade Council, which has à 
representative office in Taipei. 

Swedish appetites were whetted when 
the Taiwan Government awarded a US$66 
million contract in December 1991 to 


nadian companies to focus on Taiwan," 
says Ted Lipman of the Canadian Trade 
Otfice in Taipei. 

One reason for the increased interest is 
that there are few countries with such large 
development programmes. At a time of 
economic austerity in the US and Europe, 
combined with shrinking contracts in the 
Middle East, companies are obliged to take 
a look at what Taiwan is offering. 

Government officials have often an- 
nounced that the success of the develop- 
ment plan depends on foreign participa- 
tion, especially tor telecommunications and 
energy projects, environmental-protection 
equipment, and engineering and consult- 
ing work for rapid-transit systems. Shirley 
Kuo, chairman of the Council on Economic 
Planning and Development, is adamant the 
door is wide open to foreign companies. 





Foreigners are welcome for major construction projects. 


Ericsson Radio System AB to expand the 
island's cellular- telephone network. In 
May, Holmquist led a 50-strong delegation 
to Taipei that included the Swedish minis- 
ter of transport and communications. The 
5wedes promoted an indigenous tilting 
train called the X2000 as an alternative to 
French, German and Japanese proposals 
now under consideration for a USSI7 bil- 
lion high-speed rail link between the capi- 
tal and Kaohsiung 

laipei-based trade officials from many 
countries tell similar stories about how ex- 
ecutives back home are becoming enthused 
about Taiwan, many for the first time. “The 
high visibility that Taiwan has achieved 
through the six-year plan has allowed Ca- 
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It is far from clear, however, how much 
laiwan expects to spend on foreign pro- 
curement in the next few years. One meas- 
ure is the amount of foreign-exchange re- 
serves the government has estimated will 
be required. Arthur Chen, executive secre- 
tary of the Public Construction Supervisory 
Board, says these needs were estimated at 
15-20% of the projected costs, or US$50-65 
billion. 

Ihe track record on foreign procure- 
ment is much less dazzling. According to 
Central Trust of China, the official lead 
agency for the purchase of foreign services 
and equipment, purchases in 1991 totalled 
US$1.1 billion, up 28% from a year earlier. 
Japan accounted for US$392 million, fol- 
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lowed by the US, Taiwan’s main trading 
partner, with US$335 million, and Europe 
with US$205 million. The Japanese figure, 
however, was dominated by the procure- 
ment last year of US$300 million in incin- 
erators. The purchase of the incinerators 
more than doubled the previous year's 
purchases from Japan. 

In a confidential report to the cabinet in 
April, Central Trust estimated that its for- 
eign procurement would rise by an addi- 
tional 20-30% this year. But this report does 
not include certain big-ticket items such as 
contractural work for the Taipei-Kaohsiung 
transit system and for some state compa- 
nies. The Taipei municipal government 
also has its own agency for purchasing 
equipment. 

A more comprehensive spending esti- 
mate came in an early May speech by For- 
eign Minister Fredrick Chien. He told a 
conference on the Asian economy that US 
companies in 1991 had won US$1 billion in 
Taiwan Government tenders, or one third 
of the total under the development plan. 
This would indicate total foreign procure- 
ment of roughly US$3 billion in 1991, stil] 
well below the figure suggested by initial 
projections. 

For US companies, there is growing 
concern about not doing enough to win 
their share of these contracts, despite a 
privileged position as a supplier of equip- 
ment and services to the island for many 
years. In areas such às turbo-generators 
and nuclear reactors for Taiwan Power Co. 
and design and engineering work on tran- 
sit projects, the position of US companies 
appears to be almost unassailable, despite 
heavy lobbying by French and German 
companies for a large share of the busi- 
ness. 

But in other areas, such as construction, 
US companies have not been markedly 
successful, especially against Japanese and 


2R MAY 1992 





local companies. "Unless the Americans 
can find some innovative way to operate 
with the Japanese and Europeans, who are 
good at turnkey operations, and form stra- 
tegic alliances with local companies, their 
prospects are not very good," says William 
Reinfeld, an American management con- 
sultant based in Taipei. 

American companies, however, still 
















For Information and guaranteed reservations 


8 SEOUL PLAZA Tokyo Othce Te. 0332/9 0234/3135 Fas 03-3. 
800.25! 4848 Fax 201-947-0767 @ Loews Representation Int 


have what even Japanese companies view 
as an enviable advantage in the competi- 
tion to win contracts: Taiwan does not 
want the plan to cause any undue friction 
in its trade relationship with the US. In 
April, Premier Hau Pei-tsun told visiting 
US senators Claiborne Pell and David 
Boren that priority consideration would be 
given to US businesses because of Taiwan's 
large trade surplus with the US. The sur- 
plus narrowed to US$8.2 billion in 1991 
from US$9.1 billion a year earlier 

Also, a Japanese exclusion policy by the 
government dates from more than a dec- 
ade ago when the Board of Foreign Trade 
began focusing on cutting Taiwan's trade 
deficit with Japan through a "Buy 
America" programme that was eventually 
broadened to include Europeans. The defi- 
cit has widened substantially since then. In 
1991, the gap exceeded US$9 7 billion, sur- 
passing Taiwan's trade surplus with the US 
tor the first time 

Despite the government's policy of fa- 
vouring US and European companies, 
Japanese companies still appear to have a 
head start in the competition to win bids 
through their many joint-venture partner- 
ships with Taiwan companies. "Because 
the Japanese operate almost like local com- 
panies, we often can't identify them as 
Japanese," complains Chen of the Public 
Construction Supervisory Board 
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Things have changed a lot. New buildings, new 
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something abstract... something to do with 
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and superbly staffed. Like staying with inends 





G p^ p, g 
aotit Plaja Ned 
232 Ka. laipyung Ro, Chung-Au. Seoul 100-102 Korea 
Tel 41021 77-2200 Tie K24424. PLAZAHL SEOUL 
Fas (02) 75508857 756-3600 775-188 





Tas SIERO PE 
Japan is enjoying success even in equip- 
| ment sales. In 1991, Japanese companies 
. won a controversial bid to provide US$300 
— million in incinerators to local govern- 
. ments. But the same companies were dis- 
qualified from bidding this year on a sec- 
. ond phase of the incinerator programme 
. when they raised their prices. 
— Last year, the American Chamber of 
. Commerce in Taipei wrote to President 
George Bush, asking for support from 
2 Washington. The chamber specifically 
. asked the president to lift a ban on visits to 
. Taiwan by senior US officials that went 
. into effect when Washington shifted diplo- 
matic recognition to Peking from Taipei in 
1979. 
Richard Solomon, US Assistant Secre- 
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he showpiece of Taiwan's develop- 
ment plan is a proposed high-speed 
rail system between Taipei and Ka- 
ol The US$17 billion project, how- 
ever, is challenging planners to weigh so- 
-. cial benefits in the same scale as costs. 
There is no consensus on the project, 
but proponents are optimistic that it will 
be approved. They say a high-speed rail 
. link is essential for a more efficient society 
. and a more balanced distribution of popu- 
— lation along the western side of the island, 
- where 90% of the people live. 
“We say they can't just consider this 
- project from a cost point of view," says 
. Allen Hu of the Provisional Engineering 
Office of High Speed Rail at the Ministry 
of Transport and Communications. “There 
E" to be a wider perspective." 
In addition to quality, a broader per- 
ive means weighing the demands of a 
. projected four-fold increase in automobiles 
- by the year 2010 and the ensuing problems 
ot pollution and energy consumption. One 
alternative is a third north-south express- 
way that planners say would take up four 
times as much land as a high-speed rail 
system would need. 
—. In May, the Ministry of Transportation 
. and Communications published a report 
. based on findings dating from 1989 that 
said alternatives to a high-speed train sys- 
2 . tem would be inadequate to meet projected 
passenger demand along the west-coast 
3 alec By the year 2011, about 200,000 
travellers are expected to use rail links be- 
|. tween Taipei and Kaohsiung daily. 
The ministry has identified three rail 
Me for possible use. France's Train a 
rande Vitesse (TGV), Japan's bullet train 
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tary of State for East Asia and the Pacific, 
later informed the chamber that the Bush 
administration was interested in Taiwan's 
development plan but that it would not 
change any official policies for the benefit 
of US companies. Washington, however, 
did send to Taipei in February a delegation 
from the President's Export Council led by 
Assistant Secretary of Commerce Thomas 
Dusterberg. 

As the highest level US official to visit 
Taiwan in more than two decades, 
Dusterberg announced that US companies 
wanted to be included as participants in 
the country's development plan. American 
executives in Taipei say it is too early to 
tell if Dusterberg's visit will have any 
impact. " 





Dividing line 


Conflicting views over Taipei-Kaohsiung rail plan 


and Germany’s ICE (Inter-City Express) 
train. Communications Minister Eugene 
Chien is widely believed to favour the 
French system. 

A decision on which train system to 
use, which is not expected before year-end, 
would involve foreign contracts for the 
core of the system worth almost US$3 bil- 
lion. France has put the most effort into 
winning the contract, and GEC Altsthom, 
which builds the TGV, boasts that if the 
decision is made on technical merits, it will 
win the bid. 

But contracts for such large projects are 
highly politicised. If France agrees to Tai- 
wan's request to buy Mirage 2000 fighter 
jets, for instance, it could strongly influ- 
ence the government's decision to go with 
the French rail system. 


High-speed train 
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Experience with fast trains in other 
countries shows that capital costs cannot 
be repaid. But once built, operating rev- 
enues generally exceed costs by as much 
as four times. “In all such systems, you 
need large amounts of public money, but 
the social benefits are huge,” says Jean- 
Xavier Rochu, Asian marketing manager 
for GEC Alsthom. 

Nonetheless, lawmakers from the rul- 
ing Kuomintang (KMT) and the opposition 
party question the proposal. They doubt 
whether much-touted social benefits from 
faster transit can compensate for the costs. 
They also question why an upgrading of 
the existing railway system or some other 
alternative would not be satisfactory. 

“We can't say that this train can lose 
money forever," says KMT lawmaker 
Chuang Kuo-chin. “All social benefits have 
to be reflected in the bottom line." 

Chuang says there is also a question of 
who will pay for the train, people in Tai- 
pei, whom it will benefit the most, or peo- 
ple in southern Taiwan, who are less able 
to bear the price of the ticket. "If the French 
are so bullish about the high-speed train," 
Chuang says, "let them invest in it and 
have 50 or 100 years to operate it and try to 
make ends meet." 

Like many of the transport projects in 
the development programme, the high- 
speed train has been held back by land- 
acquisition problems. The postponement 
by at least one year because of these diffi- 
culties has resulted in speculation that the 
project, scheduled to be in operation be- 
fore the year 2000, is losing steam. 

Indeed, complex questions of jurisdic- 
tion among government agencies and land- 
acquisition procedures must be settled be- 
fore the project can get the final go-ahead. 
Also, the government has spent only NT$2 
billion for study and design work. It has 
requested a further NTS2 billion to be spent 
in the fiscal year beginning on 1 July. 

Financing issues are also being re-evalu- 
ated, and special legislation may be needed 
for any funding that would incorporate 
private participation and self-financing fea- 
tures. Land acquisition will account for 
18% of the project's cost, with the balance 
to be paid by a mix of self-financing and 
public funds. 

Contractors are also expected to 
sweeten the deal. "We will bring loans 
with the project,” GEC Alsthom's Rochu 
says. "These loans are very meaningful be- 
cause they can be paid back easily from 
operating revenues." 

"Actually, this project is not in trouble," 
says Hou Ho-shong, director of the Trans- 
portation Engineering Department at the 
Ministry of Transport and Communica- 
tions and author of the government's first 
feasibility study on the high-speed rail sys- 
tem. He says the delays have been war- 
ranted, as there are many questions that 
need to be answered, m Julian Baum 
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Computers should be gateways, not gates. Our Let your NCR representative demonstrate the advantages 


System 3000 gives you the flexibility to add the power you of the System 3000 today. 


Open, Cooperative Computing. 
The Strategy For Managing Change. 


NCR is the name and mark of NCR Corporation ©1992 NCR Corporation 
DataQuest, Research Newsletter, 5/1991 








“Opportunities 
can stare you 
in the face 
one day...and 
blow up in your 
face the next.” 
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UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, 
Bahnhofstrasse 45, CH-8021 Zurich. 


Project Finance: Diverse Solutions 
for Unique Financing. 


There’s no shortage of projects in need 
of financing, but there is a shortage of 
strong banks which can provide the right 
financial solution. 

The Project Finance Team at UBS 
understands that project sponsors want 
their banks to offer unique financial solu- 
tions. Providing funding is not enough. 

UBS has been a financial advisor and 
lead bank for diverse projects such as oil 
and gas, waste-to energy, petrochemical, 


UBS. The bank of experts. 





mining, power generation, pulp and paper, 
and geothermal energy. This diversity of 
experience allows UBS to bring added 
expertise to each project. 

As the leading bank in Switzerland and 
one of the few AAA-rated banks in the 
world, UBS backs expertise with attention 
to detail. 


To know 

one true expert 
is really 

all you need. 





Union Bank 
GF of Switzerland 
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Singapore, Taipei, Beijing, Seoul, Sydney, Bombay. Head Office: Union Bank of Switzerland, 





ICOMPANIES 


Catch a falling star 


Indonesia's Astra seeks partners for bail-out 


By Adam Schwarz in Jakarta 
I ndonesia’s Soery adjaya family is nego- 


tiating to sell stock worth up to Rps 1.2 

trillion (US$570 million), representing 
half of its shares in publicly listed Astra 
International, to help bail out the family- 
owned Summa Group, industry and 
banking sources say. News of the 
Soeryadjayas’ troubles has damaged the 
family’s spotless reputation for profes- 
sional management and has scared stock- 
brokers, investors and depositors in Bank 
Summa, the flagship of the private Summa 
Group. Bank Indonesia (BD), the central 
bank, fears there could be a run on Bank 
Summa and has been pressing the family 
to take remedial action. 

Foreign bankers, many of whom con- 
sider Astra to be Indonesia's best-run com- 
pany, have been unnerved by the extent of 
the reported troubles at Summa and are 
worried that other Indonesian companies 
may be in similar shape. Real interest rates 
in Indonesia have been among the highest 
in the region over the past two years 
and a number of Indonesian firms are be- 
lieved to be struggling to meet interest 
payments. 

Although the Soeryadjayas insist that 
Astra, Indonesia's second-largest conglom- 
erate, and Summa are run as two separate 
entities, many brokers worry that the fam- 
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ily may have used — or 
will use — Astra funds to 
staunch the leakage at 
Summa. "You can never be 
too sure with a family- 
owned business," one bro- 
ker said. 

The extent of the finan- 
cial problems is not known 
and Summa and Astra ex- 
ecutives were not available 
for comment. But business 
sources close to the Soer- 
yadjayas say the family 
needs to inject some 
US$300 million into Bank 
Summa to cover non-per- 
forming loans and to bring 
the bank up to Bi-mandated capital levels. 
The family is looking to raise another 
US$200 million as working capital for vari- 
ous Summa Group investments. 

"The more money the family raises 
now, the more of Summa's properties it 
can hold on to," says one source close to 
Summa. “If the family only raises enough 
to cover today's debts, most of Summa will 
have to be sold at firesale prices." 

Bank Summa's exposure to the rest of 
the Summa Group is not clear, but many 
bankers believe Bank Summa is well above 
the lending limits set by Bi for intra-com- 
pany transactions. Bank Summa, which 


Islands Cooked 


The term “post box" com 

on à literal meaning for eerie. 
domiciled in the Pacific tax haven of the 
Cook Islands. A fire that destroyed the 
telephone exchange in the capital of 
Rarotonga has all but cut the islands off 
from the outside world. About the only 
reliable means of communication is good 
old-fashioned air mail. 

Business has become next to impos- 
sible. And it remains to be seen whether 
the island nation’s ambitions of attracting 
tax-averse Asian businessmen have been 
left smouldering in the ashes. 

. Before the current chaos, the Cook Is- 
lands planned to become a rival to better 
known tax retreats such as Bermuda and 
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the Channel Islands. In December, for 
instance, an agreement was concluded 
with the Stock Exchange of Hongkong to 
allow the territory's listed companies to 
use the islands as a domicile. 

The blaze on 10 May swept through 
the central administration blocks and 
gutted an Akai ns tardes am 
buildings housing government depart- 
ments. Arson has been ruled out. The 

and records of the banks and 
trust companies which make up the fi- 
nance centre were untouched. 

Telecom New Zealand, which oper- 
ates the telephone system in partnership 
with Telecom Cook Islands, has been 
commissioned to restore outside links. It 
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William Soeryadjaya. 


had total loans of Rps 1.2 trillion last Sep- 
tember, has missed the end-April deadline 
for forwarding its 1991 financial statements 
to Bl. 

In addition to selling Astra shares, the 
Soeryadjaya family aims to raise cash by 
disposing of some Summa Group asse ts, 
especially properties. The group owns real 
estate in Jakarta, Bandung 
and Surabaya, as well as 
overseas. “Everything in 
Summa is up for sale," says 
one industry source. 

The problem, he says, is 
that Edward Soeryadjaya, 
44, Summa's founder, 
bought many of his prop- 
erties at the top of the 
market. Edward, the oldest 
son of Astra's patriarch, 
William Soeryadjaya, was 
removed from day-to-day 
control of Summa last Sep- 
tember. The Soeryadjaya 
family is divided over 
whether to sell Summa as- 
sets now at a loss or hold 
on until the depressed property market 
picks up. 

Industry analysts in Jakarta place the 
blame for Summa's current difficulties 
squarely on Edward's shoulders. They say 
Edward gobbled up properties in the late 
1980s without putting in place any finan- 
cial controls or an adequate management 
team to watch over the investments. 

Even if some Summa assets were sold 
this year, the Soeryadjaya family may still 


need to sell up to half its 76.4% stake in 

Astra International to raise more than 

US$500 million, business sources say 
Bankers say the family does not want to 


says that it will be a month before auto. 
matic services are back to normal. 
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sell Astra shares directly but hopes instead 
to raise the money through the issue of 
zero-coupon bonds with maturities of five- 
seven years. Bondholders would be able to 
exchange the instruments for Astra shares 
at maturity. Although the Soeryadjayas 
would have the right to buy back the 
shares at maturity, analysts believe the 
family would probably be unable to raise 
sufficient cash, 

Sources say the family would prefer to 
sell to a consortium of investors rather than 
to a single buyer in order to retain un- 
disputed management control of Astra. 
One likely investor is Toyota, which owns 
49% of Toyota Astra Motors, the largest 
subsidiary of Astra International, which 
holds the other 51%. Astra sold 54% of 
all automobiles purchased in Indonesia 
last year and has joint ventures with 
Toyota, Daihatsu, Isuzu, Honda and 
others. 

Astra earned a net profit of Rps 210 bil- 
lion in 1991, 11.5% less than the previous 
year on turnover up 14.5% at Rps 4.9 tril- 
lion. A further drop in profits is likely this 
year due to a slowdown in the car market, 
but analysts and brokers say the group's 
finances appear to be in good shape. 

Sources close to Astra say Toyota is not 
keen to increase its stake in Astra but is 
prepared to help the Soeryadjaya family in 
order to protect its existing investment. 
Toyota and Astra are trying to persuade a 
number of foreign companies to join the 
bond-buying group. Temasek Holdings, 
the Singapore state-owned investment 
company, as well as several US and Swiss 
investors, are said to be involved in the 
negotiations. 

Another possibility for the Soeryadjayas 
is to sell shares to an Indonesian company. 
Usman Admadjaya, chairman of Bank 
Danamon, is widely rumoured to be dis- 
cussing such an investment. Toyota and 
Astra's other foreign partners are said to 
take a dim view of this possibility. Some 
sources doubt that Admadjaya could raise 
the required funds himself and believe the 
banker may be representing other Indone- 
sians. 

The effect of the Soeryadjaya's disin- 
vestment on Astra's management will de- 
. pend on how many shares need to be sold 
and to whom. Possible investors in Astra 
have reportedly demanded that the family 
distance itself from Astra's day-to-day 
management. 

Over the medium term, brokers say, a 
sale of Soeryadjaya shares in Astra should 
strengthen the group. The Summa cloud 
would be removed and new foreign inves- 
tors would be expected to help focus 
Astra's attention on its core businesses, 
such as cars, heavy equipment and finan- 
cial services. News of the Soeryadjayas' 
plans boosted Astra's share price by more 
than 20% to Rps 12,700 in the period 1-20 
May. x 
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INVISIBLE HAND 


Tricks of the trade 


In Japanese sumo wrestling, inasu is a side-stepping move designed to throw an 
opponent off balance while a fighter re-positions himself for a better hold. This 
describes pretty well the tactic Tokyo is planning in order to counter a growing 
threat of trade protectionism in the US and in Europe. 

Sharing the ring at the moment are Democratic leaders of the US Congress who 
are preparing a frontal attack on Japan with a Super 301-type trade bill. There are 
plenty of opponents lined up too from the EC stable, who are planning to put an 
equivalent “reciprocity” lock on Japan. 

The Gatt is supposed to be the referee. But the world-trade body has suffered 
some erosion of its authority, and that is why Japan has resorted to inasu. 

If the Gatt’s Uruguay Round fails to reach a satisfactory outcome, as seems 
increasingly likely, managed trade and economic regionalism could become the 
order of the day. Japan’s trade negotiators, like cunning sumo wrestlers, are an- 
xious not to be wrong-footed. Well-placed government sources indicate that Tokyo 
will appeal for the Uruguay Round to be reopened if the outcome amounts to 
anything less than a ringing endorsement of the Gatt’s authority. 

Official Japanese pronouncements will continue to withhold support from the 

by Malaysian Prime Minister 


à : ə Proposal by S 
AA eE OGE Ge Datuk Seri Mahathir Mohamad for an 
East Asian Economic Caucus (EAEC). At 


* 

yet ag pupa the same time, individuals not too far re- 
35- moved from government may be more 
sympathetic to the EAEC initiative. A 
good example was the recent statement 
by former senior financial bureaucrat 
Tomomitsu Oba that Japan should be 
free to support “consultative endeav- 
ours” such as the EAEC. 

Washington fears that the EAEC could 
become the sort of consultative assembly 
where Japan and its neighbours could 
create their own trade bloc, or even plot 
retaliation against protectionism. As for 
the EC, it has not overtly opposed the 
EAEC for the simple reason that it is 
planning to resort to managed trade in 
those areas where it says the Gatt remit does not yet run — services and investment, 
for instance. 

Unless the Uruguay Round comes to a successful conclusion, even the Gatt's 
current trade-dispute policing remit is likely to be undermined. Tokyo, which has 
had increasing recourse to Gatt panel hearings to challenge various US and Euro- 
pean attempts to manage trade, is painfully aware of this. So it has to avoid at all 
costs a situation where a failure of the Uruguay Round could be seen as a failure of 
the Gatt itself. 

Inasu will help by buying time. Trade alliances within Asia will not be easy, but 
may not be quite so difficult as some analysts believe. True, the cultural and eco- 
nomic diversity among Asian nations make integration on anything approaching 
the scale of the EC all but impossible in the foreseeable future. But the 
North American Free Trade Act (Nafta), embracing the US, Canada and Mexico, 
may unwittingly have given Asia a blueprint for early attempts at cooperation. 

Unlike the EC, Nafta is neither a free-trade area in the full sense of the word nor 
a customs union. Far less is it an economic and monetary union. Some Japanese 
analysts suggest that a loose Nafta-type arrangement might be feasible among 
Japan, South Korea and possibly Taiwan. Likewise, there could be a lesson to be 
drawn from the EC's absorption of various countries at lower levels of economic 
development, via association agreements. This could provide a model for a limited - 
Japan-led economic bloc in Asia. m Anthony Rowley 
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Taiwan offers new deal 

to McDonnell Douglas 

»> Taiwan Aerospace Corp. (TAC) is 
proposing a new deal to US aircraft 
maker McDonnell Douglas as an 
alternative to a direct equity investment in 
its MD-12 development programme. 
Under the new plan, private Taiwanese 
businessmen would set up a leasing 
company to issue letters of credit for 
US$2-3 billion in advanced MD-12 orders. 
The Taiwanese side would also offer 
convertible debentures which could be 
turned into equity should the MD-12 live 
up to expectations. The plan would save 
Taiwan from making a full commitment 
in the early, high-risk phase of the 
programme, while giving it an 
opportunity of equity participation when 
and if the aircraft succeeds. 


Mehta denies illegality 

in Indian bond scandal 

> Bombay stockbroker Harshad Mehta, 
at the centre of a controversy over 
government-bond dealings that have 
shaken Indian financial markets, has 
denied breaking any law. In a letter to the 
Central Bureau of Investigation (CBI) on 
17 May, Mehta said: “All our transactions 


have been in accordance with prevailing 


practice — a practice which is by no 
means secret or clandestine." He said the 


— Reserve Bank of India, the central bank, 


had been "fully cognisant" of these 
practices, which had been profitable for 
commercial banks. Mehta undertook to 
cooperate with the CBI and banks to work 
out a programme to secure all 
outstanding commitments. He said the 
CBI's seizure of his assets was preventing 
him from meeting his obligations. 


_ SA Breweries launches 
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EU 


— ^ 


bid for Fosters 


. & Adelaide-based SA Brewing Holdings 
. launched an A$8 billion (US$6 billion) 
_ bid for Foster's Brewing Group. Foster's 


.. board and institutional investors gave a 


cool reception to the offer, made on the 


. eve of a crucial banker's deadline for 
_ Forster's major shareholder, International 


Brewing Holdings (IBH). IBH, controlled 


__ by former Foster's head John Elliott, 


could lose its 38% holding because it has 


| to refinance more than A$2 billion in 


debt. SA Brewing, a beer, wine, packaging 
and appliances company just one quarter 
the size of its prey, proposes a new 
holding company that would issue shares 
to both SA Brewing and Foster's 
shareholders. Other groups may now 
enter the fray, including Japan's Asahi 


Breweries and Canada's Molson 
Breweries. 


British coin dealer sues 
Japan's Finance Ministry 

> British coin dealer Paul Davies is 
seeking compensation from Japan's 
Finance Ministry and the Tokyo 
Metropolitan Police Department for what 
he calls the "illegal confiscation" of 3,200 
Showa gold coins seized at Narita Airport 
in February 1990. Japanese authorities 
claim that the coins, which have a face 
value of ¥320 million (US$2.5 million), are 
counterfeit. Davies denies this, claiming 
they have been proved genuine by expert 
evidence. His civil suit, lodged on 19 
February, parallels a criminal action in 
which he seeks redress for the authorities’ 
failure to return the coins. 


Business indicators 


Asia’s share of foreign direct 
investment in developing 
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Europe tops North America 
in South Korean auto sales 


> South Korean vehicle exports to 
Europe outstripped those to North 
America during the first four months of 
the year — the first time this has 
happened. The surge underscores South 
Korea's success in reducing its 
dependence on the US market in many 
product areas. A total of 37,917 vehicles 
were sold in Europe in the four months, 
compared with 36,209 in North America. 
Europe's share of South Korean auto 
exports climbed to 40%, while North 
America's dropped to 32%: as recently as 
1988, the shares were 3% and 89% 


respectively. 
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Vietnam. China resume 
commercial air links 

P Vietnam and China on 14 May 
restored commercial air links, cut since 
China attacked Vietnam in 1979. China 
southern Airlines plans a twice-weekly 
service between Canton and Ho Chi Mii 
City, Vietnam's economic hub and homi 
to most of the country's ethnic Chinese. 
addition, the airline plans weekly flights 
from July to link Hanoi and Peking, wit] 
a stopover in Nanning, Guanxi province 


Seoul stockbrokers likely 

to suspend dividends 

> Twelve South Korean brokers will no 
be able to pay dividends for the fiscal 
year ended 31 March because of financia 
losses, according to the Securities 
Supervisory Board. Most of South Korea 
largest brokers, with the exception of 
Daewoo Securities (the biggest), are 
named in the list, including Ssangyong, 
Daishin, Lucky and Dongsuh. 


Japan, US automakers agree 
to work on trade issues 


> Leading Japanese and US automakers 
agreed on 18 May to work together to 
solve outstanding trade issues, including 
efforts to double Japan's purchase of US 
autoparts to US$19 billion by 1994. The 
agreement to form working groups was 
reached by senior Japanese and US 
executives during a four-hour closed 
meeting held near Chicago, which 
contrasted with acrimonious exchanges ii 
Tokyo in January. General Motors, Ford, 
Chrysler, Honda, Nissan, Toyota, Mazda, 
and Mitsubishi will also seek common 
ground on environmental and safety 
regulations and will consider boosting U! 
car sales in Japan. The Japanese 
automakers were said to have been 
irritated by the US call for the meeting, 
since its agenda was vague and the 
Japanese had already pledged in January 
to work towards boosting US autoparts 
sales. 


Singapore growth slows to 
5.176 in first quarter 

> Economic growth in Singapore slowec 
to 5.1% in the first quarter, with 
manufacturing output shrinking by 0.8%. 
Commerce and financial services grew by 
only 1.9% and 2.8% respectively. This 
tepid performance was offset by a 23% 
rise in construction work — partly 
reflecting renovation of public housing — 
and 11% growth in transport and 
communications. 
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Minister on the line 


-vialaysian Indians in uproar over stock allocation 


"3y Mic! 3y Michael Vatikiotis in Kuala Lumpur 


| alaysia' aysia’s ethnic Indian commu- 
M nity has been thrown into turmoil 
by the implication of its political 

seader, Datuk Seri Samy Vellu, in an al- 
“egedly improper allocation of shares. De- 
spite a vigorous defence, Samy Vellu, who 
lis Minister of Energy, Telecommunications 
sand Posts, appears to be in a precarious 
position. The affair has also raised fears 
»among other political parties that investors 
E demand to know how other share al- 

ations are made. 

The controversy centres on the fate of a 
special allocation in September 1990 of 10 
million Telekom Malaysia shares offered 
by the Finance Ministry to 
Maika Holdings, the invest- 
ment arm of the Malaysian 
Indian Congress (MIC). As 
is common with the flota- 
tion of large state enter- 
prises such as Telekom 
Malaysia, Proton and the 
soon-to-be-listed Tenaga 
Nasional, shares can be al- 
located to ethnic communi- 
ties by the government on 
request. 

Allegations surfaced 
earlier this year that only 1 
million of the shares were 
taken up by Maika. The re- 


maining 9 million shares Samy Vellu: vigorous denial. 


now worth M$90 million 

(US$35 million) are alleged to have been 
acquired by private companies with con- 
nections to the MIC leadership. 

The issue was taken up in parliament 
on 6 May by Finance Minister Datuk Seri 
Anwar Ibrahim who disclosed that the 
other 9 million shares had been divided 
among three private companies represent- 
ing Indian interests. He was replying to a 
question from the multiracial, opposition 
Democratic Action Party. The party subse- 
quently alleged i in parliament that the three 
companies — SB Management Services, 
Advance Personal Computers and Clear- 
way — had close links with the MIC leader- 
ship. 

Analysts point out that Anwar's clarifi- 
cation greatly helped the opposition's case. 
They say it was a remarkable revelation on 
a matter that brought the Finance Ministry 
in close proximity to a potentially damag- 
ing scandal. Anwar says he obtained clear- 
ance to name the companies from Prime 
Minister Datuk Seri Mahathir Mohamad. 
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But the fact that the Telekom Malaysia 
share issue occurred under Anwar's pred- 
ecessor, Tun Daim Zainuddin, has set off 
rumours of a dispute between the two men 
about the issue. 

The melodrama continued on 15 May, 
with Samy Vellu’s denial during a news 
conference that the three companies be- 
longed to him or any of his relatives. He 
admitted ordering the allocation of 9 mil- 
lion shares to the companies because 
“Maika was in a position to take up only 1 
million shares.” 

Apparently in response to allegations 
that the three companies had traded some 
6 million of the shares on the open market 
for pest Samy Vellu insisted that the 
proceeds have been chan- 
nelled solely into an MIC- 
sponsored college in Se- 
remban. But when asked 
for receipts as evidence, he 
said they had been taken 
away by the Anti-Corrup- 
tion Agency, which has al- 
ready visited the offices of 
Maika, the MIC and the 
three companies. 

Speculation has focused 
on discrepancies between 
Samy Vellu's statement 
and subsequent statements 
by Tan Sri Rama lyer, 
Maika's managing director. 
Iyer says the company had 
already arranged a M$50 
million bank loan for the full-share pur- 
chase. Iyer also says he was informed by 
Samy Vellu that the offer was only for 1 
million shares. Samy Vellu, however, 
counters that ^Maika directors don't know 
what they are saying." 

Maika shareholders say they are furi- 
ous. “It is a complete betrayal,” a share- 
holder complains. “Even if the money was 
donated to the college, it is up to Maika 
shareholders to decide.” Many ethnic Indi- 
ans are not convinced by Samy Vellu’s ex- 
planation, but his grip on the MIC political 
structure remains unassailable. 

The controversy has raised questions 
about the manner in which other ethnic 
communities divide their share allocations. 
This could explain why Mahathir has been 
reserved in his comments on the affair. "1 
cannot interfere in this matter because | 
also don't want non-bumiputras [non-in- 
digenous Malays] to question how we dis- 
tribute our shares among our community," 
the prime minister says. a 
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HONG KONG CELEBRA 


A NEW CENTURY 


the Century Hong Kong 
Hotel, you can experience new 


levels of comfort and con 


venience. 








The location is ideal. Right in the 
heart of Wanchai, where you'll 
be convenient to shopping, enter- 
tainment, the subway station and 
Star Ferry. While the Convention 
& Exhibition Centre is just a few 
steps by covered walkway 

In each of our 506 rooms, we ve 
provided the ultimate in modern 
technology — a sophisticated 
smart phone system and satellite 
NICAM TV. 

There are also such traditional 
amenities as a fitness centre and 
outdoor swimming pool 
Italian restaurant. And our own 
‘Royal Club’ executive service 


on the top three floors 


Reservations: 


Hong Kong (852) 598-8888 * Indonesia 
(62) 21-571-2041 * Australia (02) 241-4433 


Sydney (02) 267-4000 
Utell International Worldwide 
Delton Reservation System 
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CENTURY 
HONG KONG 
HOTEL 


238 Jaffe Road, Wanchai, Hong Kong. 
Tel: (852) 598-8888 Fax: (852) 598-8866 


Century International Hotels 
* Century Saigon Hotel, Ho Chi Minh City 
* Hotel Atlet Century Park, Jakarta 
* Century Yogya International Hotel, Yogyakarta 
Century Associate Hotels 


Tokyo * Sydney * Manly Beach * Melbourne 
Cairns * Port Douglas * Brisbane * Port Vila 
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5% white tob f NE 287.00 28200 300.00 Official rate t Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 

EAT | ! 
cerni (May) cie) 610.00 589 40 57020 56400 Currency deposit and bond yields 
July delivery EE. Eurocurrency and Asian currency unit deposit rates (%)t 
CM ibn dá) NP 926.00 87400 107500 99700 À : > To yu quet 
y . : Vid, : 18 May month months months months 

Sept. delivery 965.00 | 4 x 
Ode X New York (3) | US$ 3.8125 3.8125 3.9375 4.4375 7.259 
Current delivery (May) 65.00 60.00 69.15 89.80 Sterling 9.8125 9.875 9.875 9.8125 9.03 
July delivery 66.90 Yen 4.6875 4.625 4.5625 4,5625 5.52 
Sumatran light Tokyo (10) 18.65 19.82 17.85 18.45 Dm 9.6875 9.6875 9.75 9.6875 7.94 
Brent London (10) 19.47 18.15 18.53 19.05 AS 6.1875 6.1875 6.1875 6.375 9.00 
TINGE E — a B d 31 
(1) M$ akg (2) US$ an oz (3) US¢ aib (4) M$ a tonne (5) USe a 60 Ib bushel A d $E is E es 
(6) USe a 56 Ib bushel (7) US$ a tonne (8) PSS1, Me a kg (8) S$ a 100 kg (10) US$ a barrel 
(11) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation fOffered rate Source: Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 








Economic Growth % (real) (1) 
1991 2 45-7 3.9 3,5-4/4) 7 3.8 8.6 
1992 RO en Y 3.75 55-7 5 4/4) 5.5 35 . 85 
International Reserves = 
Latest US$13.60b (Feb) US$43.06b (Nov) n.a. US$4 25b (Feb) US$9.25b (Feb) US$71.16b (Feb) US$10.22b (Nov) 
Year earlier US$16.16b US$26.98b n.a. US$2.44b US$8.49b USS$79.54b US$9.44b 
Trade Balance (tota! merchandise) 
Latest 3 months +US$0.96b (Jan-Mar) +US$1.21b (Jan-Mar)  -US$1.24b (Jan-Mar) — -US$0.38b (Nov-Jan) +US$0.400(8) (Dec-Feb) —«US$25.05b (Jan-Mar) -US$0.74b (Dec-Feb) 
Previous 3 months +US$0.41b +US$1.88b +US$0.38b -US$0.58b +US$1.06b +US$23.90b -US$0.19b 
Year earlier "i AS +US$0.63b +US$2.26b -US$1.26b -US$2.34b +US$0.88b +US$14.80b -US$0.42b 
Exports 6) 
Latest 3 months US$10.47b US$14.97b US$24.14b US$4.15b US$6.99b/8) US$82 32b US$8.33b 
% change previous 3 months 30.2 -33.2 -14.4 41,6 49 33 95 
% change year earlier sD 4.8 +23.2 -10.7 73 477 473 
Imports 7. 
Latest 3 months US$9.51b US$13.76b US$25.38b US$4 53b US$6.59b/8) US$57.27b US$9.07b 
% change previous 3 months -5.3 -33.0 -8.8 -28 +47 6.4 -3.4 
5e i change year f earlier Ta u 1: «23.6 «21.7 -35.2 “1.0 7A s +10.9 
Consumer Prices i 
Base Jul 89-Jun 90-100 Feb 1991=100 Oct 89-Sept 90=100/2) 1982-100 Apr 88-Mar 89=100 1990=100 1990=100 
Latest 3 months index average 107.6 (Jan-Mar) 105.3(11) (Feb) 121.3 (Jan-Mar) 227.3 (Dec-Feb) 129.7 (Jan-Mar) 104.0 (Dec-Feb) 107.6 (Jan-Mar) 
% change previous 3 months n.a. $3.1 «1.9 413 :02 419 
% change year earlier $417 +53 +10.1 +13.1 +9.8 «2.1 346 
Money Supply ©) 

A$207.14b(9) (Feb) ^ Rmb 1,753.32b (Jul-Sept) HK$638.58b (Mar) Rs 3.061/3) (Jan) Rps 98.96t (Feb) ¥500.46t (Feb) M$93.41b (Nov) 
% change previous month ~ +7.0(10) +0.8 +1.6 +0.3 0.5 418 
% change year earlier +3.7 +28.8 +16.6 +19.5 +15.5 +1.6 +125 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) c : 
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a aa Foreign buying pushes Wellington to 6-month high a a a Seoul share 
prices hold steady a a y O&Y bankruptcy ends Hongkong winning streak m m a Rumours 
boost Taipei market, and Tokyo regains ground in week ending 19 May aan 





(Latt scale) 
Hang Seng Index, 5.642.24 
5,500 Average daily turnover US$473.7m 
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Straits Times Index, 1,469.80 aos. 
Average daily turnover US$65.8m 
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Manila 

2.000 Composite Index, 1,338.95 
Average daily turnover 
US$18.4m 
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"Market capitalisation-weighted index of nine Asian Bourses excludi 3 Asian Markets Monitor, a REVIEW letter, 1 Jan. 1990=100 t©1991 Morgan 
‘An unweighted index composed of over 200 blue chip Asian coe mer spendin Sy ea a " — de T — 
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° vel 8.4 7 73 Australia M50 650 650 — 85925 
335 e 78 7 7585 oo 2^ T 
Tile’ p Britain i000 98125 98125 935 
US$3.95b (Feb) US$34.13b (Dec) US$14.48b (Feb) US$83 22b (Feb) US$16.36b (Feb) =à — 
US$1.33b US$27.75b US$14.11b US$75.64b US$14.60b Hongkong 8.00 3.4375 3685 400 
. 18. | 
USSO87b(Nov.an)  -US$iS4b(DecFeb)  -USS226b|FebAp)  +US$3.51b (Feb-Apr) ^ -US$220b (Dec-Feb) mémede — 20 — 10 9» — CMM 
-US$0.72b -JS$1 .04b -US$1 A6b 4US$3.03b +US$0.76b Japan "6.00 
-US$0 98b -US$2 43b US$4.13b +US$1.43b 4US$0.78b 
ien : T " 525 481295 475 4.6875 
US$2.24b US$14.06b US$18.02b US$19 41b US$7 29b -— 
4.1 7.0 8.9 34 43 Malaysia 890 816 8.16 816 
+13.2 3 4 +9.4 +19.5 +20.9 
- — — New Zealand 1175 690 6.85 6.90 
US$3.11b usse. 01b US$20.28b US$15.90b US$9 49b = 
51 45 46 PT 5 Philippines — 2000 — 1425 134375 13125 
^3 58 ee eo +13 «s Singapore 575 30 31205 325 
1978-100 Sept87-Aug88-100 1985-100 1986-100 1986-100 South Korea {11645 — — " E 
610.7 (Nov-Jan) 111.2 (Nov-Jan) 147.5 (Dec-Feb) 118.6 (Feb-Apr) 128.2 (Dec-Feb) ee 
«15 30.8 410 +14 +0.2 Taiwan 10.00 Ad a ad 
4126 427 482 (50 +48 E 
MM MCap Thailand 1200 9.00 9.50 - 
Pe 80b) (Jan) $$68.72b (Fe) Won 64 49i (Feb) i (Mar) Baht 1,832.4b (Dec) r so > 367 — 33985 m 
(6/indiüding petroleum (9) M3 (10) % change over past 3 months (11) One month Soron Official siiis. tOffered rate Beh erre 
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he background noise over Hong- 

kong's airport project is drown- 

ing out what looks to Shroff like a 

bigger determinant of corporate 
fortunes, at least in the medium term: the 
contest to build and operate the colony's 
next container terminal. 

It is an expensive task, but its signifi- 
cance is easily conveyed by the fact that 
five consortia — including practically all of 
Hongkong's major players — are compet- 
ing. Who wins, when, and what they will 
pay will be keenly watched by investors. 

Quite apart from the money involved, 
the contest is heavy with interest. There is 
| a "get-Li" air about the tussle; Li Ka-shing's 
Hongkong International Terminals (HIT) 
already has a quasi-monopoly in the Kwai 
Chung container port, and will have a 
_| stranglehold on the colony's cargo facili- 
.| ties if he wins. Attempts to stop him from 
doing so have produced some strange bed- 
fellows. Who would have believed that the 
colony's premier hong, Jardines, would be 
cuddling up to Peking's Ministry of For- 
eign Economic Relations and Trade? 

Construction of the new Terminal 9 
may alone cost HK$4-5 billion (US$510-640 
million), and most observers expect the 
winner will have to pay the Hongkong 
| Government a similar amount for the land. 
But the enthusiasm to invest many billions 
is not difficult to understand. Outside Ja- 
pan, Kwai Chung charges the highest han- 
| dling rates in the region. On top of that, 
southern China, which accounts for much 
| of its throughput, is booming and demand 
| for space threatens to outstrip supply. 

Although all expressions of interest are 
supposed to be still confidential, the identi- 
| ties of four of the five likely bidders are 

known. The two existing major Kwai 
| Chung operators, HIT and Modern Termi- 
nals Ltd (MTL), were expected at the party. 
Taiwan's Evergreen, the world's largest 
container line, has also expressed interest 
| through its Panamanian subsidiary, link- 
ing up with China's Guangdong Enter- 
prises and the Hongkong-based Hen- 
_derson Group. 

The fourth entrant is a consortium of 
most of Hongkong's non-Li players, led by 
the Jardine group's Hongkong Land. Other 

members are Jardine Pacific, Sun Hung Kai 
Properties (SHKP), New World Develop- 
ment, South Korea's Hanjin Group and 
China National Foreign Trade Transport 
Corp. 

This marks a welcome return to the ta- 
ble for Jardines, whose Keswick family has 
long appeared preoccupied with how to 
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get out of Hongkong before the Union Jack 
falls, and with as much of the fortune in- 
tact as possible. If the market sees a 
Jardines bid as a turnaround in its atti- 
tudes, Hongkong Land's share price could 
undergo a rapid rise. 

The “stop-HIT” overtones of the 
Jardines-SHKP grouping are not difficult to 
comprehend. HIT’s dominant position at 
Kwai Chung was secured by what was 
widely seen as a blockbuster, HK$4.4 bil- 
lion bid for Terminal 7. HIT now has 
roughly 60% of Kwai Chung’s available 
terminal space, and in terms of berths its 
muscle is even greater. MTL, its only size- 
able competitor, is owned by the shipping 
companies (China Merchants, Maersk, 
Wharf, P&O) and so is permanently fully 
contracted to its shareholders. Shipowners, 
facing slumping freight rates, are not slow 
to claim that they are footing the bill for 
HIT's hefty bid for Terminal 7. 

HIT managing director John Meredith 
will hear no talk of monopolies. According 
to him, the alternative to HIT’s terminals is 
to unload midstream — a slow process, but 
cheaper by 40%. 

Monopoly or no, Terminal 9 will prob- 
ably be the last real chance to add a third 
major competitor to Hongkong's port mar- 
ket. (Not least because, after 1997, the 
newly constituted Hongkong Government 
will have a stake in HiT, bequeathed it by 
the Land Fund.) But it will not be easy to 
bring in another player. The handful of 
shipping lines which dominate world ship- 
ping tend to be tied to particular berths 
through long contracts or equity stakes. 
How would a Jardines-led port operator 
attract business? 

By the same token, more competition is 
undoubtedly desirable. Shroff has no 
qualms in suggesting that if HIT is not op- 
erating a monopoly now, it wants one. Nor 
in suggesting that handling charges, and 
the profits of HIT and its shareholders, 
would amply reflect such a monopoly. 

Timing is also important. According to 
the government, pre-qualification and ten- 
dering should be completed in time for the 
contract to be awarded by the end of the 
year. Shroff doubts this is how it will work 
out. Hongkong's new political environ- 
ment, which gives greater scope for public 
objections, had not been factored into the 
timetable. As a result, the project is already 
months behind schedule. 

Yet it cannot meet its mid-1995 opening 
date unless there is an early decision. 
Shroff's tip? Expect a decision, probably by 
private treaty with one or more of the con- 
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Ganging up on Li 


sortia, by autumn at the latest. If not, sho 
all Hongkong stocks, with the exception | 
Hutchison. 


Shroff thought Li Ka-shing had been bus 
in Hongkong's stockmarkets; he has bee 
even busier, it seems, on overseas bourse 

Cheung Kong's latest annual report n 
veals that the company increased its hok 
ings of foreign securities by HK$3.4 billio 
in 1991. In the same period, it ploughe 
HK$2.3 billion into Hongkong securitie 
The only indication of where the overse: 
money has gone is from the list of ne 
subsidiaries — investment firms registere 
in France, Guernsey and the British Virgi 
Islands — all of which operate principall 
in Europe. 

How much money is Li making? N« 
investment income is said to be ju: 
HK$734 million, which on a portfoli 
booked at more than HK$7 billion look 





Cheung Kong's assets 
E Book value | 


sc 1990 | 1991 | Dex 





190 1,017 - 
(258 1471 1,636. 
15 60 = 


none too hot by Li's standards. But this i: 
basically a book-keeping ruse. At the enc 
of last year, marking the portfolio to mar 
ket would have brought a further HK$24( 
million in book profits. That Li did not dc 
this indicates he would rather build uj 
current assets than book taxable profits 
Indeed, a deeper analysis of the assets anc 
cash flow suggests that Li's securitie: 
games yielded around 28% — comparabk 
with what he can achieve in Hongkong. 
But without knowing where and ir 
what Cheung Kong's money is placed — 
safe but boring utilities? volatile British 
property "recovery" plays? — it is impos- 
sible to know how to value the company. 
What, for example, is one to make of the 
HK$1 billion in short-term, unlisted foreign 
securities? It would be nice to think share- 
holders will some day be told where their 
money is going. Nice, but not likely. 
m Michael Taylor 
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One bank has been helping busi- 


ness trade within Asia and through- 


out the world for more than 125 years: 


HongkongBank. 

No other bank has a deeper 
understanding of Asia; we've been in 
Hong Kong since 1865, Singapore 


CONSOLIDATED HSBC GROUP ASSETS AT 31 DECEMBER 


Cut IN THAILAND. SET IN SINGAPORE 


since 1884 and Thailand since 1888. 
Today, we are the principal member 
of the HSBC Group, which has some 
1.400 offices worldwide, including 
over 600 in Asia. 

Our Global Data Network gives 
you access to information from any 
market in the world. And Hexagon, 
our global electronic financial ser- 
vices system, allows our customers 
to keep track of their finances and 
make transactions from their own 


offices. 


1991 EXCEED USS$160 BILLION 


FINANCED BY? 





To find out more, contact you! 
nearest HongkongBank office. 
And find out why so many com 


panies find our insight priceless 


HongkongBank 


The Hongkong and Shanghai Banking € orporation | imite 


Fast decisions. Worldwide. 
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| That means you eed Tiat 
= International | Quotations (TIQ). 
With unparalleled Asian 
-exchange coverage from Telerate, 
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. complete equity service. 
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Shenzhen to Geert | 
completes the picture with 
| sophisticated decision-support 
v functions and a wide range of 
- di ay options. 
: . For further information, con- l 
: tact your nearest Telerate office, 
E Cal eb Hayhoe on (852) 868 


3687 
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ps d ervice mark of Telerate Systems Incorporated. 
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i When you need important infor- 
| mation, you invariably want it fast 
and accurate. The Review Index 
enables rapid access to the most 
respected Asia-Pacific information 
— source; The Far Eastern Economic 
» Review. Everything published 
| during. ihe preceding quarter, by 
country, subject and date is 
- detailed in the Review Index. 


“WHO WAS 
BEHIND 
THAT COUP 

ATTEMPT 
LAST YEAR?" 










This essential research tool is also available as a cumulative. annual 
edition. End hours of needless searching. Sub- . 
scribe now and receive your Review Index four 
times per year, including the cumulative annual at. J 

US$59 per annum, or the cumulative annual alone . ad 
for US$43 per annum. 





REVIEW CLASSIFIED 
ADVERTISEM ENTS 


Cost: US$ 70 per column centimeter 


Column Width: 
1 column 41 mm 
2 columns 88 mm 
3 columns 133 mm 
4 columns 183mm 


Column Depth: minimum 30 mm, maximum 230 mm 


Standard Units: | 
1/4(v)page (230x41mm) US$ 1610 
1/4 (h) page (120x88mm) US$ 1680 
1/2 (v) page (230x88 mm) US$ 3220 
1/2 (h) page (120x183 mm) US$ 3360 
Full page (240x183 mm) US$ 6720 


For more information please contact the 
classified advertisement manager 
Far Eastern Economic Review 
4th Floor, Centre Point Building 
181 Gloucester Road 
Hong Kong 
Tel: 8328473 
|| Fax: 8346051 
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DEGREE COURSES 
| Take a Master's degree in Business Admin- 1 
istration (MBA) entirely at home anywhere in i 
the world, Also Bachelor's, Masters and | 
-Doctorate programmes in Computer Se- | 
| ence, surgunt Education, ed 
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Universities 


| The University is seeking to appomta 4 
| Director for the Research School of P 
| Pacific Studies to succeed Professor 5s 
| RG. Ward, FASSA, whose third term of 


| through the Vice-Chancellor io the Pc 
| University Council for the operation 1i 
| and development of the See 
| iis 


| ability to uiae andi i 
| with goverament, industry, and oime 
| universities and research institütk y 
| i Australia and overseas. 


| Pacific and Asian history, 


Me me candidate "T 


| of office as Director (up io se 
| years} will be fixed by the Unive 
| in consultation with the person c]. 
| recommended. Remuneration will bep: 


| 23 July 1992) as profess 
| loading of not less than AUSSSUUD 3s 
| pa. and superannuation and other |. 
| benellts, including research support. 


| Studies, Telephone: 61 6 249 G180 E 


| write to the unde 
| further particulars, winch uchude Uu 
| selection crier, mas s obtained. - 
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Pacific Studies 
DIRECTOR 
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| Contact officer: Professor G. Max) 
| Nemze, Deputy Vice-Chancellor anil d 






Director, Institute of Advanced i 









Those interested in being considefed- 
for this appointment are invite 


Closing date: 31 August 1992 
Ret. PAISAI 
GPO Box 4, Warwick William 


| Canberra, ACT 260) Secret 
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RESEARCH & 


INNOVATION 


After the quake, not before 


hirty years ago, many scientists 
believed that it would be possible 
to predict earthquakes. Gather 
and sift through enough data, 
they hypothesised, and a reliable pattern 


_ of earthquake precursors would be sure to 
| emerge. 


5o the seismologists sallied forth from 
their laboratories armed with instruments 
capable of measuring all sorts of things: 
vibration, strain, creep as well as changes 


| in ground and water levels and in electri- 


| 
| 


! 


| 
| 
| 
| 
| 
| 
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, 900,000 people lost their lives. 


| cus of earthquake research has 


cal resistance and magnetic fields — even 
in animal behaviour. Anything, in short, 
that might turn out to be an indicator of 
where and when a quake would hit. 
Prediction mania peaked in 1975, after 
a series of foreshocks gave authorities in 
the Chinese city of Haicheng enough time 
to evacuate about 1 million residents. 
When the quake struck, there were very 
few casualties. But scientists’ hopes were 
dashed the following year, when another 
large earthquake in China, at 
Tangshan, struck without 
warning, and as many as 


Nature has humbled seis- 
mologists so often that today 
few of them believe there is a 
reliable earthquake precursor. 
In the US and Europe, the fo- 


long since moved on. 

Only in Japan does the pre- 
occupation with precursors 
persist. Beginning in 1965, six 
consecutive five-vear national 
plans have poured hundreds of 
millions of dollars into the col- 
lection and analysis of huge 
amounts of data. A seventh na- 
tional plan is now being drawn 
up, and the signs are that, like its predeces- 
sors, this plan will recommend the continu- 
ation of data gathering at the expense of 
other forms of earthquake-related research. 

In the US, meanwhile, seismologists are 
emphasising two different approaches to 
the problem of earthquakes, one practical, 
the other fundamental. 

The fundamental approach is a renew- 


| ed emphasis on gaining a better under- 


| 


| 


standing of the fundamental physical 


, mechanisms that govern the behaviour of 


earthquakes. Such an approach depends 


heavily on computer models. Only re- 


cently, however, with the advent of super- 
computers, has it become possible to do 
more realistic modelling in three dimen- 
sions. 
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rau , 
For the Philippines it's not if, but when. 


The practical approach stems from the 
recognition that even if you can predict an 
earthquake, you cannot prevent it. Institu- 
tions such as the California Institute of 
Technology (Caltech) are therefore investi- 
gating ways of reducing the hazards that 
follow an earthquake. 

Most of the loss of life caused by an 
earthquake results from buildings collaps- 
ing, according to Hiroo Kanamori, director 
of the institute's seismological laboratory. 
Many of these people are trapped rather 
than killed instantly, and their chances of 
survival are much higher if they can be 
rescued quickly. But in the chaos that fol- 
lows an earthquake, it can be difficult to 
identify where the most serious damage 
has occurred. So Caltech is working on 
ways of ensuring that information is re- 
leased immediately and sent to where it 
can reduce fatalities and minimise eco- 
nomic loss. 

In a prototype programme developed 





in conjunction with the US Geological Sur- 
vey, participants have been equipped with 
radio pagers in their control rooms. A more 
sophisticated version of the system will 
connect to personal computers displaying 
maps of the affected areas. 

Caltech aims to broadcast information 
within seven minutes of an earthquake. 
The warning system has already passed a 
practical test. Following last June's Sierra 
Madre quake, railway officials were able to 
stop a passenger train before it crossed a 
bridge in Pasadena, California, that had 
become hazardous. 

Japanese railway operators are also able 
to stop trains during an earthquake. They 
have installed seismometers at 80-km in- 
tervals up the Pacific coast, parallel to the 
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route taken by the Tohoku bullet trai: 
When an earthquake occurs, the seisnx 
meters pick up the shock waves and sen 
signals via satellite that instruct trains t 
stop. 

Restrictions often cause long delays — 
four years is not unusual — in the releas 
of data to outsiders. Many data are neve 
released at all. And though computer-ger 
erated, such data as are released are typi 
cally issued in hard-copy form. This mean 
that before they can be analysed, the dat 
have to be keyed into a computer again. 

Part of the problem is that there is m 
budget left over in Japan for anything othe 
than the hunt for non-existent earthquaki 
precursors. That means that researcher 
other than the prediction mafia cannot af 
ford to buy a new generation of digita 
seismometers and other advanced instru 
ments, of the kind that have been produc 
ing much superior data for their colleague: 
in the US and Europe. 

Nor is there money avail. 
able to fund a broader under 
standing of the geologica 
forces that cause earthquakes, 
tsunami (quake-induced tidal 
waves) and volcanoes in Asia. 
For the past six or seven years, 
a group of scientists at Japanese 
institutions has been lobbying 
the government for financial 
support to start an ambitious 
pan-regional seismic project 
provisionally entitled Poseidon 
(for Pacific Orient Seismic Dig- 
ital Observation Network). 

The proposal calls for the 
installation of a network of sta- 
tions initially in Russia, South 
Korea and Indonesia. The idea 
is to contribute to the advance- 
ment of earth science and to the mitigation 
of natural hazards in the countries of the 
western Pacific region. 

As yet, however, the people who domi- 
nate seismological research in Japan have 
prevented the proposal from getting off the 
ground. "It's ridiculous for Japan, which 
has such a long tradition of excellent work 
in seismology, not to establish an interna- 
tional network," says Robert Geller, a Uni- 
versity of Tokyo geophysicist. 

[t is even more ridiculous that Japan, 
which is by far the most susceptible to 
earthquakes, and hence has by far the most 
to lose among industrialised nations, 
should not make every effort to stay on the 
leading edge of earthquake research. 

m Bob Johnstone 
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Swissair Customer Portrait 155: Wendy Luhabe, management development executive, Johannesburg. 


It takes skill to move ahead in the world, says Wendy Luhabe, the charismatic owner of an internation 
development practice. This view is shared by fellow career development consultants in Europe. 5he 
often, preferably in Business Class, now that Swissair flies MD-lls nonstop to Zurich. The connectio 
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Aquanaut Sylvia Earle probes earth’ other space 


In Maui a woman hangs suspended in = 
the depths of the Pacific, eye to eye with 
the great humpback whales of Hawaii. 

Dr. Sylvia Earle is a marine biologist, 
oceanographer and botanist. The sea is 
her element. Here she has spent more 
than 5,000 hours — just over 200 days. 
Here she explores, observes, and searches 
for ways to conserve marine life. 

She has directed or participated in 
more than fifty expeditions. Few divers 
have spent more time under waters as 
diverse as the Pacific Ocean and the 
Red Sea. Diverse. And deep. 

For her deepest dive — 1,250 feet 
down to the floor of the Pacific — Dr. 
Earle relied on a massive diving suit to 
protect her in such an alien environment. 

In just such a way, the Rolex that Dr. 
Earle wears relies 


on its massively 





strong case to protect 
the delicate movement 


within. Indeed, so rugged is the Oyster 





case that sculpting it from a solid block 

of metal requires pressures of up to sixty tons. fifteen days and nights of rigorous testing at the 
Inside the case beats a movement that has hands of an Independent Swiss Institute, the 

Contróle Officiel Suisse des Chronométres. 






taken a year to make, from the very 







4 ogee 
first operation on the first tiny j^ f rte DAN > The making of a Rolex Oyster is an extra- 
part through to final assembly by Sa Yi MI ordinary process. But it helps explain why these 
our craftsmen in Geneva. ! d timepieces have accompanied their i, 

The movement is further protected | wearers on so many extraordinary 
ROLEX 


by the Twinlock winding crown. journeys. 
This ingenious device screws down. 


on to the Oyster case, closing as 





securely as the hatch of a submarine. 


Finally, every single Rolex must undergo 


The Rolex Datejust Chronometer, medium size, in steel and 18ct. gold. Also available in 18ct. yellow gold or in stainless steel. 
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Aicatel. The capability to meet all co 


Alcatel's world is one of communications. 
A world which is dedicated to advancing 
the technological capability and under- 
standing needed to bring people together. 
Our global communications expertise is 
based on a total commitment to providing 


communications solutions. 








Above all, our worldwide expertis 
enables us to help develop communicatior 
systems for individual countries. 

Our experience and understanding « 
local markets is reflected by our 134,00 
professionals employed in no less than 1] 


countries worldwide. 


i "—2» AP 4 
E & p^ / < LE V4 yN 

> b BE gu TS = aan 
as Be mm. NS 


unications systems needs worldwide. 


Our expertise is total and encompasses 


communications systems: Network Systems; 


diocommunications, Space and Defense; v 


siness Systems; and Cables. "Wow! 


Alcatel. The commitment and capability 


provide individual solutions for 
> ; : Alcatel n.v., World Trade Center, 
nmunications systems worldwide. Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands 
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LETTERS 


When is a problem, a problem? 

I would like to offer an addition to your. 
Patten reading list [21 May] by Stac 
Mosher and Michael Taylor. As a stud 
companion to Hongkong — No Problem, 
might be prudent to suggest that Patte 
refers to The Man with the Key is Not Here - 
A Key to What They Really Mean in China t 
Xiao Mao and Nantzu, reviewed in you 
journal on 20 September 1990. 

This small Little Red Book offers in 
valuable insight into some of the multip 
meanings of “no problem,” among othe 
too-often (ab)used phrases which, in dea 
ing with Peking, Patten is certain to hea 
An excerpt from the chapter entitled "M. 
You Wen Ti — No Problem" reads as fo 
lows": 

Mei You Wen Ti 
* There is no problem. 

* Your problems have just begun but 
don't know how to tell you. 

* [f we all believe that things will work ot 
OK, then maybe they will. 

This book should be required readin 
for all senior officials on both sides of th 
border. 

Hongkong DAVID O'REA 


Question of legitimacy 

C. Malone [LETTERS, 21 May] questions tt 
legitimacy of the Singapore Governme! 
because it censors the press. Singaporear 
enjoy free access to international sources : 
information. BBC World Service and CN 
are available around the clock. While tl 
circulation of the REVIEW itself is restricte 
reproduced copies minus advertisemen 
are freely available at newsstands. 

The legitimacy of the People's Actio 
Party (PAP) Government depends not c 
the endorsement of writers to the LETTEI 
column of the REVIEW, but on the suppo 
of citizens expressed in secret election 
Any citizen is free to join or form a polit 
cal party to challenge the government. Th: 
opposition parties lack substance reflec! 
the strength of the PAP's support. 

During the general election in Augu: 
1991, the leader of the opposition, Chiar 
See Tong, said that the opposition had dt 
liberately allowed the PAP to win a majo! 
ity of seats on Nomination Day, so that th 
people could vote for the opposition wit! 
out fear of toppling the PAP Government. 

CHAN HENG WIN 
Press Secretar 
Singapore to the Prime Minist: 


Namesand addresses can be withheld, but lette 
intended for publication in these columns mu: 
bear the writer's signature and address. 
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Just The Sight Of 
You Makes Enemy — : 
Soldiers Throw 


Down Their 
Arms. 


st. EN 


It's no wonder. 

You're in a McDonnell Douglas 

Apache. A helicopter that's as fearsome 

as it looks. In Desert Storm, hundreds of enemy 

soldiers surrendered to it on sight. The Apache is just one 
in a long line of McDonnell Douglas success stories- 
from the much heralded Hornet to the remarkable Delta 
Rocket. It's this record of proven performers that has made 


us a world leader in aerospace technology. 


MCDONNELL DOUGLAS 


Performance Above And Beyond. 


= 1992 McDonnell Douglas Corporation 
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What price trees? Pt 
. value on tainforests i is one issue 
d that will test the UN-sponsored 
Earth Summit in Rio de Janeiro 
14 June. The summit, 
environmental issues 
mic ones, will be a 
North-South tussle. Developed 
worried. about pollution, want 
world to clean up its act. Developing 
untries, who provide many of the 
resources the North consumes, fear 
environmental safeguards will trap 
rty. They want world 
trade reformed to accord greater 
alue to their resources and make 
hem worth protecting. Correspondents 
Adam Schwarz and Michael Vatikiotis 
explore the issues as they affect 
ainforests in Indonesia and 
Aalaysia, with additional reports - 
from ‘correspondents in Burma and 
-ambodia 60 





she the He intervenes to secure 
eut settlement of the differences 



















: Ori of de Pre Minister S main 
vands, but the military leaders who 
oera the crackdown: remain 





INTELLIGENCE 


: s Something i in the Water 


-— Hongkong Government officials are 
"becoming increasingly concerned about 
potential environmental damage from 
China's Daya Bay nuclear power station, 
some 50 km to the east of the colony, 
^^ which is to begin operation in early 
1993. One particular problem is the 
. cooling system for the plant's French 
^. designed and installed reactors, which 
will use an electro-chlorination process 
to prevent marine life from fouling its 
piping. However, the chlorination 
process releases a continuous stream of 
toxic chlorine compounds into Daya 
Bay. Hongkong's power stations, and 
-those in many other pus of the world, 




























unpunished and rumours persist of an 
impending military coup. Even as 


parliament considers amendments to the 
constitution, the army tries to clear itself 


of the blame for the shooting of 
demonstrators by alleging communist 
agitation 10 

Rainbow coalition 11 

Army's blame game 12 

Asean investment anxiety 12 


Philippines : Presidential Elections 
With more than 70% of the votes 
counted, Fidel Ramos emerges as the 
clear frontrunner as his rivals level 
accusations of vote-rigging 16 


China : Damage Control 

As the US Congress looks anew at 
China's trade status, Peking tries to 
control the damage caused by incidents 
involving state security officials 17 


Taiwan : Arms 

The country's air force is 
becoming increasingly 
concerned over China's 
acquisition of modern 
Russian fighters, and its 
own inability to match 
them 18 


Sri Lanka : Tamil 
Insurgency 

Colombo is unlikely to 
follow India's ban on the 
Tamil Tigers, as it wants 
to keep the door open 
for future negotiations 


have switched to a less toxic biocide to 
accomplish the same purpose. 


Market Leader 


India's Ambassador to the US, Abid 
Hussein, is being pushed by a strong 
government and industry lobby for the 
external affairs portfolio, held by Prime 
Minister P. V. Narasimha Rao since 
Madhavsinh Solanki's resignation on 31 
March. Hussein has been a strong 
advocate of market-oriented economic 


reform while in Washington, and is seen 


by his backers as a useful addition to 
Rao's frontbench in promoting the 
reforms to foreign investors. 


Anti-Aircraft Ire 


In retaliation for Washington's abrupt 
cancellation of the "Cobra Gold" joint 
Thai-US military exercises in protest 
against the army's recent violent 


FAR EASTERN ECONOMIC. REVIEW © 


Defiant Tigers (18). 





with them 18 


indonesia : Election Campaign 

Debate on serious national issues is 
noticeably absent as Indonesians prepar 
for elections that the ruling Golkar part 
is expected to win easily 20 


Aid : EC-Asia 

The EC seeks to co-opt, rather than 
compete with, Japan as European 
nations explore fresh approaches to aid 
for Asia’s developing countries 21 


Defence : Nuclear Escalation 


An orchestrated series of revelations thi 
North Korea is close to developing its 
own nuclear weapons capability cu 
triggered a chain reaction through the 
defence establishments of East / Asia : anc 












crackdown on protesters, former prime 
minister Suchinda Kraprayoon ordered 
that US military aircraft be denied 
landing rights in Thailand. The ban is 
thought to have been lifted after 
Suchinda resigned on 24 May. 


Trust in the Lord 


Ethnic minority Hmong Catholics in 
Vietnam’s northwestern province of La 
Chau have been clandestinely 
distributing leaflets in recent weeks 
implicitly criticising the communist 
party’s failure to improve their econom 
conditions. The leaflets, allegedly 
ages by an organisation known as 

Vang Chu, declared that "only God 
can bring a good and happy life to 
ordinary people," and suggesting that 
readers should look to Christianity rath 
than to communism to improve their 
lives. 








it other regional powers may be 
t or tempted, to do the same. 

; Japan, South Korea and Taiwan — given 
their extensive nuclear programmes — _ 
could develop atomic weapons relatively 





easily, though they are unlikely to do so - 


as long as the US retains its influence 
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h new technology € | 
nunications all the time, and the 
reaking up of national monopolies and 
her regulations, there is a scramble 
vong the world's leading equipment 
Mfacturers for the vast E 
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Kestric ions on imports and exports. are 
ben ng Swept away 67 


India : Markets 

The financial scandal still üpplig- 
through India's share and bond markets 
is forcing some foreign banks to run for 
cover 68 3 









Region : Currencies 


e T The US: accuses several Asian nations of 





ill i e limited, though many 


Loyalty Test 
With Fidel Ramos 
likely to win the 
Philippine 
presidential election, 
Manila-based 
diplomats have now 
focused on whether 
1e would retain 
3aul Manglapus — 
who swung his 
National Union of 
-hristian Democrats 
zarty behind Ramos’ campaign — as 
oreign secretary. Asean diplomats 
would not object to Manglapus keeping 
iis job, for the sake of continuity in the 
'egional grouping and because the 
*hilippines will take the rotating Asean 





Manglapus. 


chair after its annual ministerial meeting — 


n Manila x July. But the US w 
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ongoing : Aviation 

The new boss of financially troubled Air 
Cargo, an all-freight airline, is a man 
who believes i in divine intervention 70 


like to see Manglapus replaced as they 
blame him for causing friction in US- 
Philippine relations, particularly during 
the bilateral talks on the future of US 
military bases in the country. 


Private Arrangement 


A second large petrochemical project 
shelved by the Indonesian Government 
last October looks set to be revived as a 
100% privately owned company. Kaltim 
Methanol Industri (KM1) is seeking 
government approval for offshore 
financing to build a US$290 million 
methanol plant in East Kalimantan. As 
initially structured, the KMI was majority 
owned by Humpuss, a conglomerate 
controlled by President Suharto's son 
Tommy, and 2096 owned by Pupuk 


Kaltim, a state-owned fertiliser plant. It 
is unclear which new private 
si pU will be brought into KMI. In 
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Singapore : Companies 


British hotel chain Mount Charlotte 
Investments seeks Singapore 
cash 70 
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Thai m Ca aches watershed 
following: aun 


Intelligence. a 


invisible He nd , 
China's exchange-rate dance 69 





Letters to the Ec itor 6 


Shroff | | 
Kuala Lumpur; Tokyo 74 


Stockmarkets 69 





Traveller's. Tales 2t 26 


April, the US$1.6 billion Chandra Asri 
olefin complex was converted into à 
100% foreign-owned project to skirt 
government restrictions on overseas 
borrowing by state-related projects. 





Dosvidaniya Vietnam 

The last Russian adviser to the 
Vietnamese army left the country in mid 
May, marking the formal end to many 
years of military cooperation between 
Vietnam and the former Soviet Union. 
Moscow, which provided military 
advisers to the communist north during 
its war against the US, had as many as 
1,000 Soviet experts training the 
Vietnamese army following China's 
invasion of its southern neighbour in 
early 1979. Economic difficulties had 
forced Moscow to sharply curtail its 
military aid to Hanoi even before last 
year's collapse of the Soviet Union. 
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Counting the cost 


Army, people and monarchy shaken by four-day violence 





By Pa Paul Handley in Bangkok - 


t the cost of scores, perhaps hun- 
dreds of tragic and needless 
deaths, Prime Minister Suchinda 
Kraprayoon gave the Thai public 
what they wanted all along: his resigna- 
tion and a more democratic constitution. 

But the four days of violence, in which 
the Thai army rained bullets on unarmed 
demonstrators, has left untold scars across 
the country which will not heal soon. It has 
severely shaken the people, the military, 
political parties, and, most of all, the Thai 
monarchy, one of the country’s most im- 
portant institutions. 

If anything is clear, it is that the pro- 
tagonists in this tragedy — Suchinda, his 
military supporters and the five party coa- 
lition of politicians which named him 
prime minister on 7 April — have yet to 
grasp the depth and strength of the popu- 
lar movement which forced them onto the 
defensive. 

Even as Suchinda broadcast his resig- 
nation on national television on 24 May, it 
was evident that neither his coterie of top 
generals nor the politicians who had placed 
him in power felt any remorse over what 
had happened. Rather than quit the scene 
in disgrace, all seemed determined to en- 
sure their survival in the Thai power elite. 

As this became clear, opposition forces 
began demanding their ouster and full 
punishment. Suchinda’s last minute engi- 
neering of an executive amnesty decree for 
himself and his cohorts only fuelled the 
fire. The public’s anger was mostly di- 
rected at Suchinda, supreme commander 
Kaset Rojananin, and army chief 
Issarapong Noonpakdi. 

All three are top leaders of the notori- 
ous Class 5 of the Chulachomklao Military 
Academy, the group of officers who 
graduated in the fifth year after the aca- 
demy’s post-war reorganisation. To a 
greater extent than any other Chula- 
chomklao class, Class 5 has managed to 
monopolise key posts within the military 
and, by extension, to manipulate parlia- 
ment as well. 

While the top army leaders have been 
careful to keep out of sight since 
Suchinda’s resignation, the five govern- 
ment parties and four opposition parties 
quickly began jousting with each other 


an 





No remorse from Suchinda and friends. 


over the selection of a new leader. But po- 
litical analysts worry that horse trading in 
parliament could be pre-empted by the 
military. A coup remains a distinct possi- 
bility, particularly if Suchinda, Kaset and 
Issarapong see the possibility of a further 
popular backlash against themselves and 
the Thai armed forces. 

The possibility of such a reaction might 
increase sharply if Suchinda’s longtime ri- 
val, former general Chavalit Yong- 
chaiyut, shows signs of emerging as the 
country’s next prime minister. Although 
Chavalit’s New Aspiration Party belongs 
to the opposition group in parliament, 
Chavalit was said to be happily dealing 
with the government parties which sup- 
ported Suchinda in an attempt to form his 
own new coalition. 

The question marks over Chavalit's in- 
tentions and the army’s future moves mean 
that most of the issues raised 
by four days of fighting in the 
streets of Bangkok remain un- 
resolved. But the crisis did at 
least demonstrate the power of 
the monarchy to bring the 
country back from the brink of 
political disaster. 

It was the momentous and 
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unprecedented intervention of Kin 
Bhumipol Adulyadej near midnight on 2 
May which finally ended the violence thi 
began three nights earlier. With the cil 
under a tense curfew and the military c 
full alert, the Thai monarch appeared c 
television with Suchinda and arrested oj 
position leader Chamlong Srimuang pro 
trate at his feet. 

In a lecture which resembled two chik 
ren receiving a severe scolding from the 
father, the king described the situation é 
mad, one in which no side could be a re 
winner. ^What is the use of victory whe 
the winner stands on wreckage?" the kin 
asked them. The king commanded them t 
cease their confrontation and to move k 
wards amending the constitution, which F 
suggested was inadequate to the needs « 
the country's administration. 

Arguments over the need to redraft tF 
constitution were a focal point of the pol 
tical tensions sparked by Suchinda's nom 
nation as prime minister on 7 April. TI 
charter in place was written by a con 
mittee, sympathetic to the needs of tl 
military, which met last year while tt 
government was under the control of 
junta of which Suchinda was the effecti 
leader. The junta seized power on 23 Fel 
ruary 1991 in à coup that ejected prim 
minister Chatichai Choonhavan, alleged: 
on the grounds of corruption and abuse : 
power. 

The new document, promulgated la 
December, gave the junta the power | 
appoint the parliaments upper hous 
the Senate. But the focus of protes 
was on a provision that allowed a 
unelected individual to become prim 
minister. Going back on a promise mac 
last November that he would under r 
circumstances accept the premiershi| 
Suchinda finally allowed himself to I 
drafted as prime minister by the five-par! 
military-backed coalition that emerge 
victorious from the 22 March general ele 
tion. 

The attempt by Chamlor 
to force a revision of the coi 
stitution, first by a hung: 
strike and then through stre 
demonstrations, set the stag 
for the grim confrontatic 
which spilled into violence c 
the night of 17 May. Suchinc 
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had moved thousands of armed paratroop- 
ers into the city to confront what had 
started out as peaceful demonstrations. In 
reaction to the demonstrators burning 
several buildings and dozens of police ve- 
hicles, the soldiers counter-attacked with 
M16s and machine guns. 

The toll is still unknown. Official hospi- 
tal statistics put the number of deaths at 
less than 50. But at least 300 people are still 
missing and numerous witnesses have said 
they saw troops piling bodies in the backs 
of trucks to be hauled away to unknown 
places. Medical personnel say that the 
army even intercepted an ambulance to 
seize a body from it. Estimates of the final 
death toll range well above 100. 

By the time Bhumipol intervened on 
the night of 20 May rumours were sweep- 
ing Bangkok of an imminent counter- 
attack by "moderate" generals opposed to 
Suchinda. But for the next four days 
Suchinda hung on as prime minister while 
he and his cohorts attempted to salvage 
what they could. Informed sources say 
that while Suchinda was willing to go, 
Issarapong and Kaset insisted on keeping 
their jobs. All three also wanted to be sure 
that an incontrovertible amnesty would be 
enacted to protect the military from pros- 
ecution. 

To achieve this, Suchinda and his allies 
backed a move by the five government 
parties to nominate Chart Thai party head 
Somboon Rahong as prime minister. 
Somboon was propelled into Chart Thai 
after the 1991 coup from his previous job 
as deputy air force chief and chairman of 
the Airports Authority of Thailand. 

With that scenario in view, Suchinda 
managed to induce the cabinet to approve 
a general amnesty for anyone involved in 
the riots, from either side. That opened the 
way for Suchinda himself to resign and for 
parliament to approve the long awaited 
changes to the constitution ruling out the 
appointment of a non-elected prime min- 
ister. 

Aside from the crucial clause on the 
prime minister, the revised constitution 
significantly cuts back the powers of the 
Senate by ruling that the speaker of the 
lower house will be president of the 
parliament (previously it was the Sen- 
ate speaker). The Senate is also barred 
from initiating, or taking part in, no- 
confidence motions. (Originally its right to 
do this allowed it to threaten the govern- 
ment.) 

Yet the constitutional changes leave the 
ruling coalition, backed by Class 5, shakily 
in place, and there is no assurance that 
3uchinda's military colleagues, protected 
»y the general amnesty, will not continue 
10 intervene in government much as they 
were able to do before the crisis. In this 
instable situation, few analysts see any 
way out but the dissolution of parliament 
ind a call for new elections. E 
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ALL CLASSES AGAINST MILITARY CLASS 5 


THAILAND 


Rainbow coalition 


Protesters came from many walks of life 


hey called it the sedan mob, the 
| mobile phone mob, and even the 
yogurt mob. But most of all, the 
participation of thousands of Bangkok's 
upwardly mobile citizens gave the anti- 
government protesters who crowded the 
Thai capital's streets in April and May the 
sobriquet “yuppie mob.” 

There is much truth in that. By and 
large, the demonstrations which turned 
into riots with scores of deaths were domi- 
nated by Bangkokians, and Bangkok is 
dominated by the middle class. In a coun- 
try where half of the 56 million population 
is still farm-bound, most of the country’s 
income accrues to the 7-8 million people of 
greater Bangkok. 

In 1989, the national average GDP per 
capita was Baht 32,026 (US$1,251). In the 
poorest region, the northeast, with about 
37% of the population, the average was 
Baht 11,961. But in the greater Bangkok 
area, the average GDP per capita was Baht 
96,239. That explains the presence of BMWs; 
Volvos and cellular telephones among the 
demonstrators — for even Bangkok's size- 
able upper class, if they were not too pub- 
licly recognisable, got involved. 

But suggestions by many that the up- 
surge against the government of Suchinda 
Kraprayoon was a new phenomenon — 
the newly wealthy Thai middle class finally 
showing an interest in democracy — dis- 
tort the picture. 

The protesting crowds spanned all 
classes, and many of them had long-time 
experience in political activism, especially 
anti-military activism. If anything, it was 
an attack on the old pattern of Thai poli- 
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tics: army interlopers backed by corrupt 
politicians ignoring the aspirations of the 
people. As one behind-the-scenes organiser 
said: “We have democracy. We want the 
military to stop interfering." 

Many, if not most of the demonstrators, 
over the age of 30 had gone through the 
experience before — as far back as 1973, 
when student-led demonstrations ejected 
the military dictatorship of Thanom 
Kittikachorn and Prapas Charusathien. Af- 
ter three years of unstable democratic gov- 
ernment, the military came back with a 
vengeance, massacring scores of students 
at Thammasat University on 6 October 
1976. 

The students of 1973 and 1976 have 
now come of age. Many belong to Bang- 
kok's middle class; for instance, the Plan 
Group, Bangkok's respected architecture 
and design group, is owned by those who 
were, and still are, activists. The ranks of 
university lecturers are filled with former 
student activists, still angry that the 
Thammasat massacre went unpunished. 

A timid woman in middle-management 
at the Stock Exchange of Thailand, who 
attended the demonstrations, even when 
they broke out into riots, gave a typical 
explanation of her involvement. “I was in 
university in 1976. I was only a little in- 
volved back then. But now I am not afraid 
of the soldiers. Suchinda has to get out." 

In fact, the demonstrations of May were 
well organised mostly because of the in- 
volvement of thousands of people who had 
previous experience. And many had honed 
their organising and lobbying experience 
in the mid-1980s when the anti-military 
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lobby continually prodded the then prime 
minister Prem Tinsulanond to take part in 
elections. He refused, and was finally 
pushed from the premiership in 1988 by a 
coalition of pressure groups. 

In the late 1980s, too, many turned their 
activist energies to protecting the environ- 
ment. In 1987, for instance, large crowds 
were marshalled in a tough but successful 
fight against the Nam Choan dam, planned 
to be built in one of the country’s most 
pristine wilderness areas. 

The government the demonstrators 
were attacking also provided a stimulus. 
Apart from the heavy military contingent, 
the top levels of the Suchinda-led coalition 
included a score of politicians allied with 
the military in 1976: military cronies in the 
cabinet include deputy prime ministers 
Samak Sundaravej and Narong Wongwan; 
Chart Thai party leaders Banharn Silpa- 
archa and Pramarn Adireksan; and Senate 
president Ukrit Mongkolnavin. 

But to suggest that it was only veterans 
of 1973 and 1976, with their families and 
friends, who were involved in the May 
demonstrations is not completely correct. 
Bangkok's worker class was in evidence, 
even though most can only get one day off 
a week, usually on Sundays. 

When peaceful demonstrations turned 
to riots and killing, the mobile-phone gang 
_ disappeared, leaving less than 30,000 pro- 
testers — most of whom appeared to be in 
the Baht 10,000 a month or less category. 
"There were teachers and civil servants, 
many paying their own way in from rural 
areas, who make less than Baht 5,000 a 
month. 

And at the bottom levels of Bangkok's 
economic strata, sentiment against the 
military was just as strong. After the first 
night of rioting, northeastern Thai workers 
at a Bangkok construction site told the 
REview "We do not want Suchinda. He 
and the soldiers are all bad. We cannot go 
to the demonstrations because we have to 
work. We are afraid, too." 

Lee and Orn, hostesses at a Patpong 
. lounge, echoed that sentiment but more 
strongly. If they do not show up to work 
on one night, their monthly salary of Baht 
2,500 is docked by Baht 400. "I went five 
nights. Orn went three," said Lee. "I have 
used up all my money. But I will go again. 
I saw people killed by the soldiers on 
Monday. Suchinda has to go." 

That was echoed by many others, most 
of them unable or afraid to attend the 
demonstrations. However, their sentiment 
was not all hidden. On the first Sunday 
after the riots, memorial ceremonies were 
held at Democracy Monument on 
Ratchadamnoen Road, the site of many 
deaths. Along with the Bangkok middle 
class were hundreds of factory workers, on 
their day off, who took buses to the site to 
look at the extensive photo displays of the 
military's act of carnage. — ai Paul Handley 
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THAILAND 


Army's blame game 


Military tries to block political consequences 


By Tai Ming Cheung in Bangkok 


he whitewash has begun. The Thai 

army has started to give its version 

of why soldiers shot and killed 
dozens of demonstrators and wounded 
hundreds more in Bangkok in mid-May. 
Differing widely from media, diplomatic 
and other independent reports, this ac- 
count tells of poorly led, inadequately 
trained and frightened troops firing on 
dangerous demonstrators who were being 
manipulated by communist subversives. 

Although military officials admit that 
mistakes were made, there is hardly a trace 
of guilt or remorse in their explanation of 
events. Analysts say this suggests that the 
Thai military believes it can weather the 
immediate public outcry with little long- 
term damage by closing ranks. 

In briefings to military attaches on 25 
May, senior Thai army officials said the 
high command deployed 40,000 troops 
around Bangkok at the height of the dis- 
turbances. By comparison, no more than 
150,000 people attended the largest pro- 
democracy rallies at the height of the dem- 
onstrations. 

Half the soldiers are normally based in 
Bangkok under the Capital Security Com- 
mand which is responsible for protecting 
the capital. They belonged to the 1st Infan- 
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try, 2nd Cavalry and anti-aircraft artillery 
divisions. Two other army divisions, the 
9th Infantry from Northeast Thailand anc 
the 2nd Infantry from the South, were als 
brought to Bangkok along with two Ma 
rine brigades. 

In addition, military attaches say they 
spotted special warfare units, including 
sharpshooters and members of the anti 
terrorist Task Force 90, who were infil 
trated into the protesters' ranks to identify 
organisers and gather intelligence. Beside: 
these forces, military units around the res 
of the country were placed on high alert. 

A special emergency military counci 
was formed to take charge of the situation 
This included the armed forces’ supreme 
commander and air force commander Aii 
Chief Marshal Kaset Ronjananil, army 
commander Gen. Issarapong Noonpakde 
and the navy chief. Protesters have de 
manded that Kaset and Issarapong be re 
moved from their posts and, along witl 
ousted prime minister Suchinda Kra 
prayoon, be tried for ordering the crack 
down. 

To shift blame away from these anc 
other officers, however, military official: 
say that troops were ordered not to fire 
but after intense provocation by demon 
strators using abusive language and home 
made Molotov cocktails, some soldiers be 
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gan to panic and fired in self-defence. 
This is at odds with scores of inde- 
pendent eye-witnesses, who said that 
troops opened fire even though pro- 
testers remained peaceful. 

Military attaches say that the bulk 
of the shooting appears to have come 
from soldiers of the 9th Infantry Di- 
vision and sharpshooters perched on 
rooftops, and even among the dem- 
onstrators, who apparently executed 
ringleaders with shocking precision. 

Although there are few bullet 
holes or empty casings to be found 
along Ratchadamnoen Avenue or 
surrounding streets, military officials 
admitted soldiers fired close to 
150,000 rounds, most of which were 
in the air. This was an extra-ordinary 
show of intimidatory force which al- 


most certainly would have needed == 
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top-level instructions to be carried ‘Frightened’ soldier arrests ‘dangerous’ agitator. 


out, thereby contradicting the army’s 
exoneration of its top brass. 

The army portrayed its actions as pro- 
tecting the country and monarchy from 
threats of a “third element” who were 
“trained in the jungles” and were usurping 
the demonstrations for their own aims. Al- 
though military officials did not specifically 
identify who these forces were, they were 
clearly referring to the Communist Party 
of Thailand, which posed a minor internal 
threat in the 1960s and 1970s but collapsed 
as an organised force in the 1980s. 
suchinda even hinted at one point that 
opposition leader Chavalit Yongchaiyudh 
might be part of this communist con- 
spiracy. 

As proof of their claims, army officials 
said the systematic burning of buildings 


benefiting investment prospects in neigh- 
pouring countries. Looming larger, 
though, are the political implications of 
what happened in Bangkok for neigh- 
»ouring countries. 

Reports of middle class demonstrators 
aking to the streets to confront the army 
‘uelled the debate over whether economic 
levelopment and prosperity generate 
popular demand for political enfranchise- 
nent. Western commentators quickly 
suggested that events in Bangkok fore- 
shadowed a regional trend. 

Regional commentators were more 

ical. Editorials in the Indonesian, 
Malaysian and Singaporean press con- 
lemned the violence, but played down 
mages of Thais thronging the streets. The 
straits Times of Singapore opined instead 
‘hat ition politicians were “using the 
" and were out to defend their po- 

itical interests rather than their principles. 
Malaysia's Business Times reported that 
'gangsters" were responsible for spark- 
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and vehicles were similar to violent com- 
munist-inspired unrest in the early 1970s. 
Analysts, however, dismissed these claims 
of renewed communist agitation as ludi- 
crous. 

Some defence analysts believe that mili- 
tary chiefs deliberately planned to use sig- 
nificant and deadly force in order to quell 
the civil unrest that had begun in late April 
following Suchinda's decision to become 
the country's unelected prime minister. 
Retired supreme commander Lieut.-Gen. 
Saiyud Kerdphol says that top command- 
ers may have taken this decision based on 
their experience as junior officers in similar 
mass protests in October 1973, when "they 
believed that the army then did not use 
enough force to end the unrest." As a con- 


ing the violence. 
Violence aside, the social and political 
oe of the stand taken by Thais 
gainst military authority are likely to be 
diated throughout the region. "It is an 
important event for Southeast Asia,” says 
Malaysian social analyst Chandra 
Muzaffar. “There is undoubtedly a de- 
mand for popular political participation, 
and governments which are authoritarian 
should read the writing on the wall,” he 
said. But there is resistance to the idea that 
what happened in Thailand heralds the 
triumph of Western-style democracy over 
authoritarian power structures. “What 
will eventually determine the nature of 
Thailand's political system will be the in- 
teraction within Thai society itself,” said 
Singapore's Senior Minister Lee Kuan 
Yew. He rejects the idea that economic 
progress goes hand in hand with Ameri- 
can or European-style democracy. 
There is broad agreement on the emer- 
gence of a more demanding middle class, 
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a sequence, the then military dictator- 
ship was toppled. 

There is some evidence to back up 
such a suggestion. Bangkok-based 
soldiers are believed to have been is- 
sued with live ammunition about 10 
days before the shooting began. After 
the crackdown, no senior military of- 
ficer apologised for the use of force or 
said that it was excessive. 

By comparison, little effort was 
made in equipping military units with 
riot-control gear. Although the army 
has sizeable stocks of tear gas, none 
was issued. And the Bangkok-based 
military units, which have had limited 
training in riot control, were stood 
down just before the violence erupted 
on the evening of 17 May. 

They were replaced by troops of 
the 9th Infantry Division who were 
trained only to fight conventional 
wars. Military officials said they did 

not emphasise the use of riot control tech- 
niques because they were insufficiently 
prepared for the size of the disturbances. 
The military is likely to stick to this in- 
terpretation of events despite markedly 
different accounts from other quarters, in 
particular reports from foreign and local 
journalists and diplomats. These sources 
portray a well organised and disciplined 
military force that cleared up the unrest 
with ruthless efficiency. But the Thai mili- 
tary's version has less to do with accuracy 
than with protecting officers involved in 
ordering the crackdown. More important 
still, the military is concerned with pre- 
serving its own political position as pro- 
democracy forces try to roll back its perva- 
sive meddling in civilian affairs. * 


but few believe that this is on the verge of 
altering the fundamental power structure 
in the region. Instead, regional analysts 
agree that established regimes in Asean 
are proving capable of adapting to their 
demands. 

Indonesia is seeing the emergence of a 
new crop of urban professionals who may 
challenge the military establishment. But 
“in the short term there is no real chal- 
lenge to military hegemony,” concluded a 
senior Indonesian political scientist. 

Even in Thailand, as the streets of 
Bangkok return to normal, analysts are al- 
ready questioning the capacity of the 
middle class to organise and displace the 
military as power brokers. “Was the re- 
action of the middle class to the military 
in politics unconditional ?" asked one 
Thai academic. His somewhat sober con- 
clusion was that "economic transforma- 
tion does not necessarily weaken the state 
which manages to adapt and co-opt new 
forces." Ed 
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Nuclear inspections 
linked to Pyongyang ties 


P» The US and South Korea are in 
agreement that Washington should not 


upgrade the level of its diplomatic contact 


with North Korea unless Pyongyang 
accepted bilateral inspection of nuclear 
facilities with Seoul, according to Foreign 
Minister Lee Sang Ock on 13 May. Now 
that North Korea has begun opening its 
nuclear facilities for inspection by the 
International Atomic Energy Agency 
(IAEA), Washington and Seoul are saying 
that IAEA inspection alone might be 
inadequate, and that they also want a 


separate, mutual surveillance of suspected 


nuclear facilities by South and North 
Korean teams on each other. The US 
inspectors want to be included in South 
Korean teams looking at North Korean 
facilities, according to Seoul officials, as 
North Korean inspectors propose to 

. examine US as well as South Korean 

— bases in the south. 


Burma, Bangladesh fail to 
end refugee impasse 


> Burma and Bangladesh failed to fix a 
date to start the repatriation of 260,000 


— Rohingya Muslim refugees camped in 


Cox's Bazar to Burma's Arakan state. The 


two countries agreed to hold fresh talks in 


June. A Burmese-Bangladeshi agreement 
on repatriation was signed in May. The 
major obstacle is Rangoon's refusal to 
allow the UN High Commissioner for 
Refugees to be present inside Burma to 
oversee the repatriation. 


Timorese jailed for 
Jakarta demonstration 


> Two Timorese were sentenced to nine 
and 10 years' jail respectively for 
subversion on 25-26 May. Fernando de 
Araujo and Joao Freitas da Camara were 
convicted of organising a demonstration 
in Jakarta on 19 November to protest 


against the killings of at least 50 Timorese 


in a pro-independence march in Fast 
Timor on 12 November 1991. 


New Japanese target in 

funds scandal inquiry 

> Another transport-related company, 
the Tokyo-based Fukushima Kotsu, has 

. been implicated for alleged links between 
organised crime and the Sagawa Kyubin 
- group, the second largest trucking 


delivery service in Japan. Police raided the 


company’s offices on 25 May. Fukushima 
Kotsu allegedly served as a conduit for 
two loans totalling ¥15.7 billion (US$121 


14 


million) which Tokyo Sagawa Kyubin 
executives extended to companies 
controlled by the late Susumu Ishii, 
former leader of the Inagawa-kai crime 
syndicate. 


Washington defends stand 
on China’ s bomb test 


> The US on 22 May rejected charges by 
Peking and some US arms control experts 
that it was being hypocritical by criticising 
China for conducting its biggest 
underground nuclear test. A State 
Department spokesman said the US was 
simply asking the Chinese “to exercise 
similar restraint to what we, Russians and 
others, exercise.” The US expressed its 
regret that China had set off the one- 
megaton blast on 21 May and asked 
Peking to observe the 150-kiloton limit 
followed by other nuclear powers. Critics 
of the US response say that while US tests 
may be smaller than the recent Chinese 
explosion, they have been far more 
numerous than tests by China. 
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Seoul demands meeting 
on border infiltrators 


> South Korea has demanded a meeting 
of the military armistice commission to 
discuss the 22 May shootout in the 
southern sector of the demilitarised zone, 
in which three armed North Korean 
infiltrators were killed and two South 
Korean guards wounded. The first such 
clash involving North Korean infiltrators 
since 1986, the incident has raised concern 
that the North might torpedo the ongoing 
political and military talks to promote 
detente with Seoul. The North has refused 
to convene a armistice commission 
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meeting for over a year, after a South 
Korean army general was appointed to 
head the Southern delegation, replacing è 
US general. 


Afghan rivals meet 
to keep the peace 
> The Afghan 

interim government's 
defence minister, 
Ahmed Shah Masud, 
discussed ways of 
reducing tensions 

with estranged 
mujahideen leader 
Gulbuddin 

Hekmatyar of the 
Hizbe Islami faction 

at a meeting outside Kabul on 25 May. 
Hekmatyar wants the government to 
order the withdrawal from Kabul of the 
30,000-strong Uzbek militia under Gen. 
Abdul Rashid Dostam, which switched i! 
support to Masud's Jamiat-e-Islami factic 
from the former Najibullah regime. 





Masud. 


US Senate approves 
bill on Hongkong 


> The US Senate approved by a voice 
vote on 21 May the US-Hongkong Policy 
Act of 1992, which supporters say will 
reinforce Hongkong’s political and 
economic freedoms by requiring the US 
administration to make sure that the 198 
Sino-British Joint Declaration on 
Hongkong is being adhered to. A versio: 
of the bill now before the House of 
Representatives is also likely to pass. 


Talks cancelled in 
India-Pakistan row 

»> India cancelled confidence-building 
talks with Pakistan scheduled for 1-3 Jun 
following counter-expulsions of diploma 
by the two countries for alleged 
espionage. The round began at the end c 
March when Indian security officials 
detained and interrogated a low-ranking 
Pakistani diplomat for two days. On 24 
May, Pakistan security detained an India 
diplomat in Islamabad allegedly while 
receiving classified documents from a 
Pakistani contact, and declared him 
persona non grata. In retaliation, New Del 
on 25 May ordered two counsellor-rank 
diplomats of the Pakistan High 
Commission in New Delhi to leave, 
ostensibly for violating diplomatic norm: 
and endangering Indian security. The ne 
day it cancelled the sixth round of talks 
which were to have been conducted by 
foreign secretaries S ar Khan of 
Pakistan and J. N. Dixit of India. 
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Bloody catalyst 


n the early hours of 18 May, a senior 

Thai military officer surveyed the tens 

of thousands of people at Bangkok's 

Democracy Monument on Ratcha- 
lamoen Avenue. Beside him a radio crack- 
ed, while around him soldiers cradled 
heir weapons — some nervous, some ex- 
»ectant. Picking up the radio mike, he re- 
ayed the news that the anti-government 
lemonstration was getting out of control. 
somewhere in the bowels of Supreme 
-ommand headquarters, someone decided 
o play god, and gave the order to open 
ire 


The shots that rang out as a result of the 
ateful decision were heard around the 
vorld, and changed forever the perception 
Thailand and the Thai people. 

So, what happened to Thailand, one of 
he world's fastest-growing economies and 
\sia’s fifth "tiger"? What brought out the 
rutal, blood-hungry animal in the gener- 
Is who ordered the massacre? 

Let us look at the man responsible for 
nis unforgivable carnage. Gen. Suchinda 
raprayoon thought he was a man of his 
me — debonair, authoritative, capable. 
he medical college drop-out who found 
uns more to his liking, regrettably, only 
pitomised how woefully out of touch the 
‘hai military was with the times. 

When Suchinda launched the coup to 
ust the Chatichai Choonhavan govern- 
vent in February 1991, the excuse used 
ras corruption. That proved to be his first 
ajor blunder. People's experience of the 
Vilitary made them think that any alterna- 
ve offered by Suchinda, generally re- 
arded as the instigator of the coup, would 
e equally bad. 

His next big mistake was to try and con- 
ince the people that he had no ambitions 
' be a politician, and that he would not 
xcept the premiership after the 22 March 

ections. On 7 April, when he left the army 
' take over as prime minister, Suchinda 
iade his biggest mistake of all — he com- 
letely misread the mood of the people. 
ichinda compounded these mistakes by 
pointing a powerful senate full of mili- 
la 


Suchinda finally dug his own grave 
ith his belief that he could ignore the re- 
ntment his action spawned. The people 
aged a huge protest rally against him for 
out a week in early May, but this depth 
` feeling escaped Suchinda. He remained 
repentant, until academics, students, 
vil servants, office workers and street 
ndors could take it no more. 
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By Suthichai Yoon 


It is a folly that will also have long-last- 
ing repercussions for the powerful military, 
particularly the army. Suchinda’s megalo- 
mania has destroyed the moral authority 
of the army. Although the tragic episode 
has yet to be played out, there is no doubt 
that the army's position as the predomi- 
nant power in Thai society will be radi- 
cally changed. 

In the wake of the military's disgrace 
will come a painful process of rebuilding 
real democracy. The people will finally 
have their say and the media, the profes- 
sionals and the business sector will resur- 
rect Thailand and restructure it. 

But the struggle is far from over. The 
military establishment remains deeply en- 
trenched and suspicious 
of any attempts to reduce 
its political power. But a 
new equation has 
emerged. The arrogance 
of power has destroyed 
the Class 5 clique led by 
Suchinda, and such con- 
centration of power in a 
small group of officers 
will undoubtedly be 
frowned upon even 
within the armed forces 
in the future. 

It must also be re- 
membered that today's 
politically aware Thai is 
yesterday's protester. The 
May 1992 uprising, there- 
fore, is the long-overdue 
legacy of the bloody pro- 
tests of 1973 and 1976. 
Those who were in- 
volved then as students 
or sympathisers formed 
the middle-class back- 
bone of the events of this 
May. They also realise 
that they cannot afford to 
allow the momentum of 
recent events to waver again simply be- 
cause they are now in positions of increas- 
ing influence. 

In future, there can be no government 
without legitimate public participation, 
and a reshaping of the military establish- 
ment will be the rallying cry among the 
pro-democracy groups. Big business will 
find it more difficult, and even foolish, to 
subsidise or patronise military ambitions. 
Kowtowing to puffed-up generals seeking 
political power will not go down well with 
the new generation of businessmen who, 
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unlike their parents or grandparents who 
had to accede to the military's whims in 
order to survive, have made it to the top 
by themselves. 

The Thai, and foreign, business commu- 
nity will also have to conduct some serious 
soul-searching. In particular, this genera- 
tion — and the next — will have to think 
twice before seeking advantage through 
their connections with the military estab- 
lishment. 

Like the generals, the business commu- 
nity has been guilty of misreading the situ- 
ation in Thailand and of stepping beyond 
the bounds of propriety. Equally, the Thai 
public must share some of the blame, as 
their political maturity failed to reach — or 
perhaps was not allowed 
to reach — the same level 
of development as the 
economy. 

As Thailand tries to 
recover from this painful 
experience, two primary 
objectives must be kept 
in sight. The first is to 
root out the "evil" ele- 
ments in the military 
and remould the armed 
forces as a professional, 
and solely defensive, en- 
tity. This may be a com- 
plex and formidable task, 
but the 18 May massacre 
has left too deep a scar to 
leave the armed forces 
unchanged. Public anger 
will turn into a public 
call for action to de- 
politicise the Thai mili- 
tary, and the means of 
achieving that goal will 
be one of the key issues 
for public debate in the 
coming months. 

The second is to pro- 
mote greater democracy, 
especially in support of quality people to 
run the country to the exclusion of military 
buffoons with unbridled ambitions that 
exceed their capabilities. The process will 
be painful, especially with the realisation 
that hundreds of lives were sacrificed in 
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exchange for the departure of one general | 


from the premiership. Nevertheless, the 


1 


battle cry today must be: the fallen have | - 


not died in vain. a 


Suthichai Yoon is editor-in-chief of The Na- 
tion newspaper in Bangkok. 
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PHILIPPINES 


Inserutable winner 


Ramos denies he will be just another Cory 





By Rigoberto Tiglao in Manila 


s Fidel Ramos sees it, the factor that 
A gave him a decisive edge in the 

Philippine presidential elections 
was his image as the candidate represent- 
ing stability and continuity — he himself 
calls it “predictability.” Yet he has also 
been the most inscrutable candidate, and 
many in Manila — because of conflicting 
views of his track record and his personal- 
ity — remain uncertain over his leadership 
style. That means there are also doubts 
over how he would go about solving the 
country’s problems. 

Unlike some of his rivals for the presi- 
dency Ramos has never been particularly 
articulate. He tends to give long, rambling 
answers in press conferences. However, 
this could be his way of keeping his cards 
close to his chest or of evading questions. 
Certainly his lead over other candidates 
owes little to his policies, most of which he 
propounds with little fervour. 

Ramos has been trying to cultivate an 
image as the torch-bearer of a “new poli- 
tics” which will break the mould of con- 
servative patronage politics. But his rivals 
see him as an opportunistic power-hungry 
soldier skilled in psychological warfare 
techniques dating from the Cold War. 

Until recently the key points in his ca- 
reer were his appointment as head of mili- 
tary intelligence in 1970, and his command 
from 1972 to 1986 of the notoriously cor- 
rupt Philippine Constabulary. Now 





Lady protests 
too much 


| By Rodney Tasker in Manila 


ite a crescendo of claims of wide- 


Pieced fod lide elections, 


most independent observers say any 
with results so far has been 


- uncoordinated and localised. 


Diplomatic sources and poll officials 

— believe the circumstantial evidence of 

- ballot-box and tally-sheet anomalies, 
guraninbr at the municipal level, will nat 
- be enough to sway the final result on 
current tabulating trends. And two 
. weeks after the 11 May election, with 


merged into the Philippine National Police, 
this body was responsible for civilian con- 
tainment during the Marcos dictatorship. 

As the military chief of staff and later 
defence secretary in President Corazon 
Aquino's administration Ramos foiled 
seven coup attempts between 1986 and 
1989. “It is in such situations of extreme 
crisis that a leader proves his mettle,” com- 
ments Ramos supporter, retired general 
Jose Almonte. Against this, his critics have 
claimed that he has not been a forceful 
leader and that he will be merely "Cora- 
zon Aquino in pants." 


Ramos' campaign bore the hallmarks of 





70% of unofficial "quick-count" results 
reported, the trend was towards a win 
for Fidel Ramos. 

He had à 1 million-vote lead over 
Miriam Defensor Santiago, who had only 
just overtaken Eduardo "Danding" 
Cojuangco, and then only by 20,000 
votes. While Santiago's post-election ac- 
tivities dissolved into comic opera, alter- 
nating between leading prayer rallies al- 
leging poll fraud and lying in a hospital 
bed for a brief protest fast, Cojuangco 
and his aides were apparently toying 
with a more ominous scenario. 

Having said he was keeping his own 
poll tally which showed him winning 
comfortably, Cojuangco set his sights on 
the long, final canvassing session by the 
Philippine Congress. The joint congres- 
sional session began on 25 May and was 
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a military operation, compartmentalise 
and centralised in his hands. Yet Ramc 
has not been popular within the militan 
and his rivals have claimed that the cou 
attempts arose precisely because of his fai 
ure to unite the armed forces. 

When the REVIEW interviewed him o 
19 May, before he had established a cle: 
lead in the presidential race, Ramc 
seemed to be the field commander himsel 
His answers came as he pored over a pi 
of newspaper clippings on the election n 
turns, with frequent breaks as he too 
phone calls from his provincial campaig 
managers. Excerpts: 


How do you react to allegations of frau 
committed by your camp? 

We lost a lot of local contests becau: 
our opponents were 'over-powered' [i 
money and men]. That's the proof again 
charges that we were cheating. Even m 
organisation is all haphazard, all ad ho 
since this is all we could afford. We ou 
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scheduled to proclaim à new president 


and vice-president by the end of June. 
As one senior Western diplomat com- 
mented: "It seems that Danding regards 
the congressional session as a conven- 
tion, which he may try to manipulate." 
Manipulation in the terminology of the 
former Marcos crony means force of 
money and street demonstrations. 

The wider Ramos' lead in the quick- 
count, the less chance there will be of 
any serious divergence by the congres- 
sional canvas, and less fertile ground for 
effective mischief by either Cojuangco or 
Santiago. As Raul Locsin, respected 
newspaper publisher and vice-chairman 
of the Media-Citizens Quick Count, told 
the REVIEW: "I don't think the cheating 
has been that widespread — overall, je 
not been rampant." 
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selves are in a defensive posture. 


elections? 

It was a combination of many things. | 
have been consistent in my abhorrence of 
patronage politics. And Filipinos’ senti- 
ment showed in the big votes for me and 
for Miriam [Defensor Santiago]. Many 
people also underestimated Cory’s [Presi- 
dent Aquino's] popularity. Out there [in 


the provinces], Cory's still accepted. There | 


are also places in provinces where people 
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How do you explain your lead in the - 





By Lincoln Kaye in Peking 





saw hundreds of kilometres of new roads — 
built in the past six years. These were built | 


by army engineers [in places] where civil- 
ian contractors failed. We also always felt 
in general that the business community 


wanted greater stability and continuity of | 


policies. 


What were the Aquino administration's 
shortcomings? 

She got wrong advice from people 
around her. They told her to remove any- 
body who was identified with the previ- 
ous administration. The unity between the 
executive and the legislative [branches of 
government] was also not achieved by 
Aquino. 

l've been often asked whether [as presi- 
dent] I'll be going after Mrs [Imelda] 
Marcos and Danding [Cojuangco]. If there 
are cases against them, let the courts de- 
cide that. I will not create a climate of 
vengeance in the next administration. 

I will not be a xerox copy of Cory. She 
has done her job, which is to establish po- 
litical freedom. But the second phase is to 
strengthen democracy so that government 
will not be quaking every time [military 
rebel leader] Gringo [Honasan] releases a 
propaganda paper. 


What will be your priorities when you 
assume power? 

My priority is unifying the country, and 
l've already talked to Salvador Laurel, to 
Ramon Mitra, to Jovito Salonga. I’ve al- 
ready talked, one-on-one, to those who are 
considered to be the warlords in the most 
[politically] sensitive areas of the country. I 
have not talked to Danding or to Miriam, 
but I have friends who are trying to reach 


out to them, to tell them that we can be | 
calm and dispassionate about the whole | 


thing. 
l'Il be off and running in order to unify 
this country. It has been a leaky ship to 


start with, and I’ve been telling people: let's - 
not make the holes bigger. I have been say- | 


ing this since October 1986 when the Re- 
‘orm the Armed Forces Movement and 
opposition Sen. Juan Ponce] Enrile were 
starting to take up arms. I have been con- 


sistent in saying this and warning the pub- | 
ic about it and advising President Aquino | 


iccordingly. Now I'm in a position to do 
something about it. * 
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CHINA 


Earning credit 














n the eve of annual US congres- 
() sional hearings on China's most fa- 

voured nation (MFN) trading status 
in a politically charged presidential elec- 
tion year, Peking has thrown a couple of 
eleventh-hour sops to Western public 
opinion. 

A Washington Post reporter, charged 
with receiving "secret" documents, was let 
off — at least for now — with a stiff warn- 
ing, rather than expulsion. And a trio of 
septuagenarian Catholic priests were 
sprung from prisons, where 
they had been kept for years 
for professing loyalty to the 
Vatican rather than the 
collaborationist "patriotic" 
Church in China. 

"For this, we're expected 
to be grateful," mused a 
Western diplomat. "It's like 
inviting you to praise some- 
body for no longer beating 
his wife." 

Other analysts saw the 
"concessions" as an effort at 
damage control by China's 
foreign policy, trade and 
economic reform establish- 
ments after a week in which 


| State security officials, ap- 


parently on their own initiative, seem to 
have gone out of their way to undermine 
Sino-US relations. 

First came a severe beating of dissident 


_ labour leader Han Dongfang barely a week 


after Peking had promised visiting US 
Under-Secretary of State Arnold Kanter to 


, Issue him an exit visa. Han, who faces 


eviction from his two-room flat, had to be 
taken to hospital as his lungs filled with 
fluid. He contracted tuberculosis during his 
22-month imprisonment without charge 
after the June 1989 Tiananmen massacre. 

Next came a raid on Washington Post 
bureau chief Lena Sun's office while her 
husband and 33-month-old son were kept 
under virtual house arrest and US Embassy 
officials were barred from the scene. 

Even the release of the Catholic clerics 
came on the heels of allegations in an Ita- 
lian newspaper that the body of another 
priest, recently turned over to followers for 
burial, showed signs of torture in prison. 

Aside from an outburst against "Red 
China" by arch-conservative Sen. Jesse 
Helms, US congressional reaction so far has 
been relatively muted. Peking's MFN eligi- 
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Qiao: meets his petard. 


Peking makes concessions to enhance US ties 


bility comes up for its yearly re-certifica- 
tion in early June. The House of Repre- 
sentatives will override the Bush adminis- 
tration's re-certification, but the Senate is 
unlikely to muster the two-thirds majority 
required to kill the Bush move. 

A sharper US response might gratify at 
least some of the actors on China's political 
stage, the Western diplomat suggested. In 
the run-up to the crucial 14th party con- 
gress late this year, he said, "hardliners 
might just as soon see Peking's Western 
options narrowed." The recent rash of 
strong-arm methods by China's security 
apparatus could be de- 
signed to force the issue. 

Speculation abounded 
about just who in the Chi- 
nese leadership was out to 
embarrass whom. The 
Washington Post raid was 
carried out by Peking se- 
curity officials barely a 
week after State Security 
Minister Qiao Shi had 
stressed the importance of 
preserving state secrets at 
a conference here. Qiao has 
been a high-profile sup- 
porter of patriarch Deng 
Xiaoping's economic re- 
forms, while the Peking 
city administration is in the 
hands of hardliners. One analyst suggested 
that the move on the US capital's main 
newspaper could be a bid to “hoist Qiao 
Shi with his own petard." The raiders link- 
ed their swoop to the recent arrest of one 
of Sun's news sources, and seized from her 
office more than 10 "secret" documents — 
which in China could include à vast array 
of widely available material. 

US Assistant Secretary of State for East 
Asia Richard Solomon, a Chinese-speaker 
who will soon take up the US ambassador- 
ship in Manila, predicted that "genera- 
tional leadership transitions in China could 
produce volatile situations, or spur do- 
mestic rivals to take confrontational na- 
tionalistic positions." 

Sino-US relations were entering an era 
of "increasing uncertainty," Solomon 
warned in a California speech billed as his 
parting assessment before taking up his 
new post. Disagreements over human 
rights, trade imbalances and arms proli- 
feration add up to “a corrosive mixture that 
threatens to erode what remains of the 
normal US-China relations that were built 
up in the 1970s and 1980s,” he said. L 
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Deprived of air 


Foreign powers wary over fighter sales 


By Julian Baum 


hina’s acquisition of advanced 

fighter aircraft from Russia has 

raised concerns in Taiwan that the 
military balance between the two countries 
is changing, and that urgent action is re- 
quired if the military status quo is to be 
maintained. 

Although analysts forecast it will be 
several years before newly acquired wea- 
pons and technology from the former So- 
. viet Union give China a significantly 
- stronger military, they say the fragile equi- 
 librium which has given Taiwan time to 
pursue rapid economic development over 
the last few decades could be jeopardised 
if China continues its arms build-up. 
© Sources say that China will take deliv- 
ery of 24 Su27 fighter aircraft from Russia 
late this year and early next year. The 
Su27s are at least one generation ahead of 
anything in Taiwan's inventory, and are 
able to out-manoeuvre Taiwan's Indi- 
genous Defence Fighter (IDF) now in the 
early stages of production. Although the 
Chinese say the Su27s are primarily a de- 
fensive aircraft, military attaches in Pe- 
king believe they will be based near Shang- 
hai — close enough to pose a threat to Tai- 
wan. 

The first question for Taiwan's military 
has been what the US will do about this 
new development. Analysts say that air 
defence is critical to Taiwan’s survival, as 
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any conflict with China would be won or 
lost in the air. Taiwan currently relies 
on 1960s vintage US-designed F5E and 
F104 fighters for its air defence, and even 
before news of the Su27 sale military plan- 
ners were concerned about the air force's 
ability to offer a credible deterrent against 
China. 

Since the early 1980s, Washington has 
refused to sell Taipei F16 fighters under an 
agreement with China that committed the 
US to reduce arm sales conditional on à 
peaceful settlement of differences across 
the Taiwan Strait. Taipei reportedly re- 
newed its request for the Fl6 with some 
urgency two years ago after Moscow 
agreed to the weapons deal. So far Wash- 
ington has not responded to the changing 
military situation in China vis-a-vis Tai- 
wan, though some observers believe the 
time has come for a reassessment of US 
policy. 

“The Bush administration has to take 
into account the sense of urgency in Tai- 
wan, especially now that the military bal- 
ance across the Taiwan Strait is chang- 
ing," said Ding Shou-chung, a ruling Kuo- 
mintang (KMT) lawmaker and member 
of the Legislative Yuan's defence commit- 
tee. 

Others put the case more bluntly. "Pe- 
king is very much committed to advancing 
its defence industry to the point where it 
would be a powerful military force in the 
Far East,” says Richard Yang of the Sun 
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Yat-sen Centre for Policy Studies, a gov- 
ernment-sponsored research institute. 
Yang says this is a challenge to US inter- 
ests in Asia, as well as to Taiwan, and that 
it is sufficient reason for the US to recon- 
sider its agreement with China limiting 
arms sales. E 

Some observers have proposed alterna- 
tive options, including the upgrading of 
Taiwan's air surveillance capabilities. Tai- 
wan recently agreed to buy four E2C Air- 
borne Warning and Control System aircraft 
from the US. Others have also proposed 
that the US provide Taiwan with the Pa- 
triot missile, or a similar defensive missile 
system. Washington allowed Patriot tech- 
nology to be transferred to Taiwan earlier 
this year, but defence industry sources say 
the permission applied only to the proto- 
type of the missile and not the version used 
during the Gulf War. 

On the diplomatic front, some policy 
analysts propose that Washington ask 
Moscow to limit military transfers to China 
in the interest of regional stability. Obser- 
vers add that Taiwan could also offer com- 
mercial and other incentives not to sell 
arms to China, though Taipei's recent 
grants of food and medical suppliers to 
Russia and Ukraine were apparently not 
made with any military security aims in 
mind. 

In the absence of a change in US policy, 
Taiwan has been frustrated in its attempts 
to upgrade its air force. A decade ago, Tai- 
wan was interested in Israel's Kfir fighter, 
an extensively modified version of France's 
Mirage III designed in the 1960s, but Wash- 
ington vetoed the sale. However, now that 
the US appears willing to allow it, Taiwan's 
air force has decided the Kfir cannot meet 
its needs into the late 1990s. 

Taiwan also made informal inquires last 
year about the purchase of Soviet MiG 














fighters, but observers say that Moscow is 
unlikely to provoke Peking with a high- 
profile arms deal with Taipei. In addition, 
Taiwan's air force reportedly asked 
McDonnell Douglas of the US to help it 
purchase Harrier II attack aircraft, designed 
by McDonnell Douglas and jointly built 
with British Aerospace. 

France's Mirage 2000-5 fighter is a more 
attractive prospect, though reports say 
Paris is hesitant over whether to sacrifice 
its relations with Peking for the sale of 
some 100 aircraft to Taiwan. The politics of 
the deal are complicated by the prospect of 
France's substantial participation in Tai- 
wan's massive infrastructure 
programme, which could in- 
clude contracts worth several 
billion US dollars. 

However, a senior military 
source says that Taiwan's air 
force is wary about buying the 
aircraft, even if the French were 
willing to sell. Acquisition of 
the Mirage 2000-5 would re- 
quire a major retooling in the 
air force's logistics system, 
which is now wholly oriented 
toward supplying tens of thou- 
sands of parts for US-made air- 
craft. "The US has a strangle- 
hold on Taiwan's air force," a 
military analyst says. 

A more troublesome issue is 
whether France can be relied on 
to supply the parts, training and mainte- 
nance to support such a large number of 
aircraft over a period of a decade or more. 

"We would need a long-term commit- 
ment," says Tsay Fun-dow, KMT lawmaker 
and member of the legislature's defence 
committee. "What happens if they change 
their minds?" 

Some observers in Taipei say the US is 


the positive of the move. us 
result of the decision, accordin 

Bandaranaike should be for the world d 
"outlaw the LTTE and its unlawful activi- 


peace will be possible without negotia- 
tions with the LTTE. Bandaranaike has re- 
ferred to the existence of a five-party op- 
Lio: cov regu pede amen ee 
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without elaborating, that the 

ban could have international repercus- 
sions. However, it appears that India de- 
liberately weakened the blow by im- 
posing a “soft ban” under its Unlawful 
ations Act rather than invoking 
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opposed to the deal and could influence 
France's decision. Washington may want 
to keep a lid on weapons sales which could 
encourage China's military build-up and 
increase tension across the Taiwan Strait. 
“If the French approve the sale of fighters 
to Taiwan, there will be a cascade of arms 
merchants coming here," one political ana- 
lyst in Taipei said. 

If the acquisition of the Su27s were the 
only new factor in the upgrading of Chi- 
na's military, analysts say Taiwan should 
not be so worried. But sources say that 
talks are continuing between Moscow and 
Peking on additional sales of arms and 





A Russian Su27: first of many additions. 


technology, including MiG29 combat air- 
craft and technical assistance in develop- 
ing China's indigenous F10 fighter. 
Lawmakers from Taipei who visited 
Washington earlier this year said senior 
government officials there were concerned 
about China's acquisition of advanced 


asked for a study of Taiwan's air force 
Lilley, who was US ambassador to Peking 
in 1989-91, made two unofficial trips to 
Taiwan last year during which he toured 
military facilities and met top defence offi- 
cials. 

Meanwhile, Taiwan's IDF programme 
faces serious delays. The aircraft is now 
scheduled to go into limited production 
next year, with the first operational IDF ex- 
pected to enter air force service in January 
1994. 

But sources say the air force has re- 
duced its order from 250 to 50 aircraft until 
the underpowered fighter can be fitted 
with a larger engine. General 
Electric of the US is prepared to 
offer a scaled-down version of 
its F404 engine which could re- 
place the Garrett engine now 
used in the 1DF. But the tender- 
ing process for a new power- 
plant, or for an upgraded ver- 
sion of the Garrett engine, has 
been delayed. 

The government-owned 
manufacturer of the IDF, the 
Aero Industry Development 
Centre, says it has corrected the 
structural problems that caused 
last year's crash of a prototype 
during a test flight, resulting in 
the death of Taiwan's leading 
test pilot. Defence officials have 
also claimed that the failure of 
the low-altitude, high-speed test flight did 
not delay the aircraft's production sche- 
dule. 

Even if the IDF goes into full production 
with an upgraded engine by the late 1990s, 
KMT lawmakers say the military would still 
want to purchase advanced combat air- 
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weapons from Russia. Assistant Secretary 
of Defence James Lilley has reportedly 


the Terrorism and Anti-Disrup- 
tive Activities Act (TADA). Analysts have 
been speculating whether India will use 
its diplomatic muscle to obtain a crack- 
down against the Tigers in Europe and 
North America, where the LTTE raises 
much of its funds. 

Clearly, the New Delhi establishment 
was divided on the wisdom of an outright 
ban, with some foreign policymakers ar- 
guing that such a course of action would 
reduce Indian leverage within Sri Lanka. 
Reflecting this, there was some delay be- 
fore the ban was announced while Indian 
Prime Minister P. V. Narasimha Rao 
wei the The decision not to 
impose the ban under the tougher TADA 
provisions may have been intended by 
Rao as a compromise. 

The LTTE has described the Indian ac- 
tion as a “dirty political trick” designed to 
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craft. “We have to increase our capability,” 
said Ding. “We have no choice.” m 


signalling , through delegations 
of Catholic and Buddhist clergy who 
visited Jaffna on peace missions, that 
it is ready for talks. Members of a parlia- 
mentary select committee which is work- 
ing on a devolution package for the Tamil 


could wreck its work. 
But a parliamentary row between the 
government and the tion has re- 
sulted in the SLFP suspending its partici- 
pation in the select committee “until the 
government changes its attitude of non- 
cooperation and confrontation with the 
opposition.” a 
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INDONESIA 


Pop politics 


All play, little debate at ‘festival of democracy 





By Suhaini Aznam in Jakarta 
E ntertainment, rather than election is- 





sues, seems to be the order of the 

day as Indonesia prepares for the 9 
June parliamentary elections. Pop music, 
local singers and the occasional skit draw 
enthusiastic response from the predomi- 
nantly teenage crowds at rallies. But inter- 
est wanes fast when party speakers take 
over. Indeed, in the second week of the 
campaign, not many politicians are bother- 
ing to hold forth on serious election issues. 

In the course of what Indonesians have 
billed as a "festival of democracy," all three 
main parties — the ruling Golkar, the In- 
donesian Democratic Party (PDI), and the 
United Development Party (PPP) — have 
discovered the crowd-pulling properties of 
the dangdut, a genre of local pop heavily 
influenced by warbling Indian music. The 
PDI, though, is a little more adventurous — 
its dangdut repertoire is interspersed with 
Western hard rock. 

The rallies are more a show of strength 
than political persuasion. "Instant crowds" 
are bussed in by political parties to ensure 
a good turnout; crowd size therefore has 
little bearing on possible voting patterns. 
Even Home Minister Rudini has bemoaned 
the obsession with entertainment and the 
corresponding lack of quality speeches. 

That Golkar will again be returned to 
power is a given. But its margin of victory 
will be still crucial in determining the di- 
rections the country takes. The battle for 
the 400 elected seats in the People's Repre- 
sentative Assembly and for places in the 
People's Consultative Assembly will also 
set the stage for the more pivotal 1993 
presidential elections. 

If any of the three parties are to improve 
their performance over the previous elec- 
tions, it is the 17 million first-time voters 
who will give them that edge. But these 
are the very youth who seem less con- 
cerned about issues than looking out for 
their favourite stars at rallies. 

What is less obviously at stake is Presi- 
dent Suharto's strength — and future le- 
gitimacy. A 5% dip for Golkar from its 73% 
landslide in 1987 would be seen as a dent 
in Suharto's personal popularity. A 10% 
drop would clearly diminish his stature. 

Younger Golkar MPs will be comfort- 
able with any victory margin above 60- 
65%. Some feel that leaving the PPP trailing 
with 16% and the PDI with 11% in 1987 did 
not reflect well on Indonesia's brand of 
democracy. But senior Golkar figures see 


power in more absolute terms and are go- 
ing all out to defend the party's 70% base- 
line. 

And Golkar is confident, blessed as it is 
with a well-oiled party machinery, better 
funding and the unwavering base of sup- 
port from civil servants. "Golkar has a tra- 
ditional support base of 65% of the voters,” 
says secretary-general Rachmat Witoelar. 
The rest is just the topping-up, coming 
mainly from new voters who he expects 
will fall into the same voting patterns as in 
past years. Moreover, "the media is heav- 
ily weighted towards Golkar,” says 
Witoelar. “We have a good press." 

Witoelar himself wants to avoid linking 
the general elections with 
Suharto. "We are not trying 
to elect the president. We 
are trying to elect MPs," he 
stressed, in response to the 
PDI's repeated calls to limit 
presidents to two five-year 
terms. Suharto came to 
power 25 years ago and is 
expected to seek a sixth 
term next year. 

In contrast, the PPP, a 
coalition of Islamic groups, 
played its trump card early 
in the game by supporting 
Suharto's renomination 
and endorsing armed 
forces chief Gen. Try Su- 
trisno as its candidate for 
deputy president. 

Since the election cam- 
paign kicked off on 10 May, 
several complaints and dis- 
crepancies have cropped up. Two PPP cam- 
paigners were barred from speaking, one 
albeit temporarily when he urged voters to 
choose along religious lines, a call that goes 
against the pan-religious Pancasila state 
ideology. The other, a PPP economist, was 
accused of having discredited the govern- 
ment. 

The military (Abri) has, however, been 
more neutral in this campaign than in pre- 
vious elections. Political scientists say Abri 
is wary of too strong a Golkar, since this 
would leave no room for Abri, the most 
powerful political force next to the presi- 
dent, to employ its traditional tactics of 
playing one group off against the other. 

Privately, Golkar’s rivals have also cried 
foul at the practice of having civil servants 
and employees of larger private companies 
vote in their office, on the grounds that 
staff would feel pressured to obey the party 
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Suharto: popularity falls. 


line at work. Otherwise, the governmen 
has made an attempt to display impartial 
ity. Ministers on the campaign trail fo 
Golkar have been given leave and canno 
use state facilities to move around thi 
country. On the eve of the campaign 
Suharto presented each party with fiv 
minibuses; in April, the three parties wer 
given Rps 250 million (US$123,700) eac! 
for election expenses. 

The lack of substance in the campaigi 
has left intellectuals wondering why elec 
tions ought to be held at all — save as ai 
expensive endorsement of the status qui 
and the desire to be seen as a working de 
mocracy. The 1987 elections saw a 95% 
voter turnout. Abstention as a means o 
protest is confined to the intelligentsia whi 
bemoan the lack of any real choice, Its prac 
tice is particularly noted in the old roya 
capital of Jogjakarta. When police enforce: 
a ban on motor-rallies along its main stree 
on 21 May, 1,000 protesters marched to th: 
provincial legislature carrying white flag 
and chanting “Long live golput [the loca 
term for electoral boycott].' 
Forty-two were arrestec 
over the weekend for alleg 
edly masterminding th: 
march and the local pres: 
reported mounting ten 
sions. All were released af 
ter questioning. 

Although discussion: 
criticising Indonesia’s lim 
ited democracy, human 
rights record and trade mo 
nopolies — particularh 
those involving the Suhart: 
family — intensified in th: 
local media before th: 
campaign began, the par 
ties themselves have no 
followed through in any 
detail. The PDI has come 
closest to airing specifi 
criticisms but with electior 
rules forbidding partie: 
from attacking their rivals, election plat 
forms tend to be confined to generalities. 

The PDI, an amalgam of Christian anc 
nationalist forces, caters to the urbar 
vote. Its rallies have been the most creative 
and colourful, with papier mache bull: 
(the PDI symbol), kites and balloons. It: 
target are the wong cilik — factory hands 
farmers, labourers and other manual work 
ers. 
The rural vote is a tussle betweer 
Golkar and the PPP. Almost 90% of Indone 
sia’s 108 million voters are Muslim, and ir 
the traditional religious schools the teach 
ers still hold sway. Whoever wins ove 
these opinion leaders in the villages is thu: 
assured of support from a majority of his 
flock. The PPP, determined to bounce back 
to its 1982 position with 27% of the vote 
has deployed local religious figures tc 
drum up grassroots support. 3 
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Co-opting Japan 


=C seeks Tokyo's cooperation on aid to Asia 








by Shada Islam in Brussels 


o more Japan-bashing by EC coun- 
tries. Fresh approaches on aid to 
Asia’s developing nations. Better 
\C-Japan cooperation on international is- 
ues such as the environment. This is what 
iptimistic EC officials look forward to in 
he midst of an ambitious EC effort to up- 
late its 30-year-old development policy, 
vith new emphasis on improved trade and 
id ties with Asia. 

Coinciding with this initiative is a new 
eport on re-shaping EC-Japan relations 
lrawn up by the European Commission 
hat urges the EC and Japan to stop spar- 
ing and start working together to boost 
levelopment spending in Asia and other 
egions. The study is the first in-depth look 
t Brussels' trouble-plagued links with To- 
yo in five years. 

EC officials predict that as the 12 mem- 
er states start implementing a common 
oreign policy — in keeping with commit- 
nents made in the 1991 Maastricht Treaty 
— relations with Japan and other Asian 
ountries will take on a more mature tone. 
‘here will be no more sudden outbursts of 
nti-Japan rhetoric from EC capitals — 
vhich reached a peak under former French 
"ime minister Edith Cresson. Instead, 
inks with Japan will be managed by more 
ool-headed defenders of the EC’s overall 
‘conomic interests based in Brussels. 

"We want member states to adopt a glo- 
'al and coherent approach in relations with 
apan," says an aide to EC External Affairs 
-ommissioner Frans Andriessen. Al- 
hough trade links will continue to take 
entre stage, Andriessen wants the EC to 
tart a "strengthened political dialogue" 
vith Tokyo. This, he hopes, will stop Japan 
ind the US from indulging in bilateral 
leals which Brussels views as discrimina- 
ory. 

The European Commission report, fol- 
owing up on the promises made in the 
iC-Japan declaration signed in The Hague 
ast July, calls for a less aggressive and less 
wrogant European view of Japan. 

While earlier EC policy statements have 
ocused solely on Japan's restrictive trade 
egime, the report admits with uncharac- 
eristic modesty that the EC and Japan “are 
n many ways at a similar stage of taking 
ip their responsibilities on the world 
itage.” Both are trying to translate their 
‘rowing, economic clout into international 
»olitical influence. 

Cooperation on development and envi- 
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New emphasis on trade with Asia. 


ronmental issues would allow Brussels and 
Tokyo to play a “joint leading role" in in- 
ternational forums, Andriessen claims. EC 
and Japanese officials started exchanging 
views in the run-up to the Earth Summit in 
Brazil in early June. The Commission 
would also like the two sides to trade ideas 
and expertise on development questions, 
with Japan being encouraged to step up its 
aid to Sub-Saharan Africa and to join EC 
actions in Asia. "We've discussed this al- 
ready," says an EC development expert. 
"We now need to start operational coop- 
eration, possibly including co-financing." 

If the plans are implemented, Japan 
could help Asia's developing nations to 
slowly work their way up the EC's foreign 
policy and aid agenda. About 57% of the 
annual EC aid budget — worth US$3.5 bil- 
lion — is currently spent in Africa and the 
Caribbean countries. Competition for 
funds has grown fiercer as the republics of 
the former Soviet Union, Eastern Europe 
and North African nations join the long 
queue for EC aid. 

The EC has agreed to increase its aid 
budget for Asia by 55% to about US$2 bil- 
lion in the 1992-95 period. But, Asian dip- 
lomats say that while funds may not have 
been cut back, senior EC policymakers re- 
main largely indifferent to Asia's trade and 
aid interests. As a result, the money is 
either unused or spent on projects which 
are not an immediate national priority. 

"It's a question of style rather than just 
aid," says one Asian expert. Neither Euro- 
pean Commission President Jacques Delors 
nor any of his 16 commissioners has any- 
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thing but a passing interest in Asian af- 
fairs, excluding Japan. Most glaringly, 
Spanish-born North-South Affairs Com- 
missioner Abel Matutes has encouraged 
frequent high-level contacts with Latin 
American nations, but has limited his rela- 
tions with Asia to brief official visits to 
Bangkok, New Delhi and Islamabad. 

Several members of the European Par- 
liament have complained that increased 
involvement in shoring up the economies 
of Eastern Europe and the former Soviet 
republics has dampened the EC's search 
for a more powerful role in Asia or Africa. 
“It looks like the whole Community effort 
is now focused on Eastern Europe," warns 
Dutch Socialist Euro-MP Maartje Van 
Putten. 

Hoping to respond to these and other 
complaints, the European Commission has 
hammered out a long and wordy analysis 
of its past development mistakes. The 
study admits that aid policy towards Asia 
and other regions has been coloured by 
member states's national interests rather 
than any common goal. As a result, "EC 
aid does not appear to be part of a con- 
certed, coherent and effective policy," the 
Commission says. 

But, application of the new human 
rights and democracy criteria that the 
Commission insists is already part of its 
more coordinated development policy is 
proving difficult. Despite strenuous Portu- 
guese and Dutch efforts, for instance, other 
EC states have refused to link their aid to 
Indonesia to events in East Timor, where 
the army cracked down last year on pro- 
independence demonstrators. Portuguese 
officials like Junior Development Minister 
Durao Barraso say the EC is guilty of dou- 
ble standards. "We must avoid a situation 
where the EC condemns a nation for hu- 
man rights violations when it is small but 
does nothing when dealing with a bigger 
country,” Barraso said at a recent meeting 
in Brussels. 

Taking a more conciliatory line, the 
Commission has promised to back interna- 
tional and Asian organisations which are 
fighting for human rights. It has also sug- 
gested that the EC should pay more atten- 
tion to poverty-eradication schemes in 
South Asia and to projects aimed at pro- 
tecting Asean's tropical forests. India and 
Pakistan, in particular, should be backed in 
their efforts to open up their economies, 
the study says. 

A recent decision to allow the European 
Investment Bank, the long-term financing 
institution, to start lending operations in 
Asia could be a first step in helping to 
shore-up the economic standing of the EC 
in Asia, according to some analysts. 

EC finance ministers have given the 
bank permission to lend up to Ecu 250 mil- 
lion (US$317.4 million) a year to “all coun- 
tries with which the EC has cooperation 
agreements." e 
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DEFENCE 


. October 1994: MULCA UU Qhises to De one of the 
-œ in living memory. For North Korea’s charmless leader 
ET LE 
years of rapid economic decline have bankrupted 
and cold, North Korean workers have 
| to Wonsan. Power cuts are frequent and 
| Se Hanf tou Hs aiios collapeed. The high com- 
. mand is increasingly restless. They are steadily falling behind 
i ee italist foes in the South. 
|. The officer S also c bitterly in private about 
sium e and his general mana 
(3 See Ute KAAN 6 bee lathes, the in- 
X infirm Kim Il Sung, keeps their rebellious tenden- 
à e CK Re tbe e ied 
— .— Amid this gloom, an opportunity flickers. Strained eco- 
. momic relations between South Korea and a protectionist US 
.. Democratic president have left Washington's military commit- 
ment in doubt. North Korean agents in Seoul report wide- 





fledgling nuclear-weapons capability. Despite persistent efforts 
by the international community to locate North Korea's nu- 
clear weapons, local scientists, working in secret und 


complexes, have managed to produce enough plutonium for a 
dozen Hiroshima-size atomic bombs. a dozen nuclear- 
tipped Scud missiles are aimed at Japan idle ihe thie: bombe 
can be delivered by a fleet of Su25 attack aircraft. 


Kim is undecided. But with reports of food riots in 
Pyongyang itself, atit, see d qug Looking for an 
excuse, he orders the blowing up of a North Korean 
pilin de ceh pie EE Ree He demands economic 
compensation from the South failing which the North 
Korean people will demand retaliation, he warns. 

The South Korean leadership responds by ordering its 
armed forces onto the alert. Pyongyang military chiefs, sensing 
that Kim may be losing his nerve, lie to him by saying intelli- 
gence reports indicate that the US is planning a tactical nuclear 
Me reer wren iier 











_ spread rumours that South Korean generals have dusted off Pushed into a corner, the inexpe 
_ old plans for an indigenous nuclear-weapons programme. 

_ . Kim's security advisers bluntly tell him that unless he 

. launches a s military offensive against Seoul now, his 

. regime is headed for oblivion. The ace up their sleeve is a even more deadly Korean War. 





Nuke begets nuke 


If Pyongyang builds a bomb, others will follow 





By Tai Ming Cheung in Tokyo - 


apanese intelligence analysts were 
given a rare look at detailed US satel- 


lite pictures of North Korea's sus- 
pected nuclear weapons facilities in Sep- 
tember 1990. They were stunned. "We had 
not taken the issue seriously, but the pho- 
tographs were conclusive. Almost over- 
night, nuclear proliferation became our top 
security concern," an intelligence official 
admits. 

These worries are shared by security 
planners across the region, who view the 
potential spread of nuclear arms as one of 
the most serious threats to Asia's security 
in the coming years. 

Is Asia's nuclear future inevitable? The 
main concern at present comes from North 
Korea's — and other developing countries' 
— apparent ease in circumventing existing 
arrangements for checking proliferation. 
Although Pyongyang signed the Non-Pro- 
liferation Treaty in 1985, it only recently 
accepted a safeguards agreement which 
allows the International Atomic Energy 
Agency (IAEA) to inspect facilities. 

The IAEA sent its first inspectors to 
North Korea in late May, but the results 
were being discounted in advance by 
Western analysts. Under its present regu- 
lations, the IAEA will only be allowed to 


inspect those facilities the North chooses to 
open for inspection. It will also be obliged 
to accept at face value any claims the North 
makes that its facilities are for peaceful 
purposes. 

If Pyongyang does go nuclear, "the 
pressure for Seoul to follow will be in- 
tense," says Leonard Spector, a nuclear 
proliferation specialist at the Carnegie En- 
dowment for International Peace in Wash- 
ington. Spector, however, believes that a 
South Korean nuclear decision is not a for- 





North Korea may look to Scuds. 
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gone conclusion. "There are other element 
in the equation, including the possibilit 
that the US could return its nuclear wee 
pons to the Korean peninsula." 

Such a view is supported by Iwa 
Kitahara, director of intelligence analysi 
at the Japanese Defence Agency. "With th 
US umbrella, there is no need for Sout 
Korea to have nuclear arms, even if Nort 
Korea possesses such a capability." 

A North Korean bomb is a frightenin, 
prospect for Japanese defence planners, e: 
pecially as Pyongyang is also developin 
long-range missiles. Lieut-Gen. Richar 
Hawley, commander of US forces in Japar 
believes that while a North Korea equip 
ped with nuclear missiles would be 
source of great concern to its neighbour: 
"it would not give them the capability t 
significantly alter the regional military bal 
ance.” Nonetheless, he points out, “it doe 
give them a terrorist weapon to threatei 
surrounding countries, including Japan." 

Other observers see Japan as a prim 
target for these missiles. If war were t 
break out on the Korean peninsula, U! 
bases in Japan would be important stagin; 
posts for ferrying troops to the frontline 
This would make them targets for th 
North's Scud missiles, which are notori 
ously inaccurate and many US facilities ar 
located near urban centres. 

Even though the US intelligence com 
munity estimates that Pyongyang could b 
within months of becoming a nuclea 
power, Tokyo refuses to consider such ; 
possibility publicly. "We are concentratin; 
all our efforts on stopping North Korea' 
nuclear programme. We are not yet think 
ing of worst case scenarios," says one sen 
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ior foreign ministry official. 

Privately though, policymakers have 
begun to consider seriously how to cope 
with an actual North Korean nuclear 
threat. One of the biggest worries the coun- 
try has is that South Korea may have inde- 
pendent nuclear ambitions which might 
force Tokyo to reconsider its non-nuclear 
Status. 

“If South Korea had the bomb, Japan 
would be the only country in Northeast 
Asia without nuclear weapons,” says 
Katsuichi Tsukamoto, director of the Re- 
search Institute for Peace and Security. A 
Japanese intelligence official is even more 
blunt. “If South Korea has nuclear wea- 
pons, then Japan has to have such arms 
too.” 

Japan's bomb-making capacity is not in 
doubt. One Japanese intelligence official 
estimates that a nuclear device could be 
assembled within a few months, an assess- 
ment shared by foreign military attaches. 
‘The shockwaves this would cause in the 
rest of Asia would be far greater than over 
North Korea. A nuclear Japan would al- 
most certainly set off a stampede to acquire 
the bomb among states already distrustful 
of Japan's long-term strategic intentions. 

"Pyongyang is not even a regional 
power. Even if it were to build nuclear 
weapons, it could probably only assemble 
a small arsenal of a few bombs. But Japan 
has the capability to build thousands of 
nuclear weapons," says Tomohisa Saka- 
naka, a defence specialist at Aoyama Ga- 
kuin University. 

Tokyo's potentially enormous bomb- 
making capability has become the source 
of considerable international anxiety fol- 
lowing the Japanese Government's plans 
to establish a huge stockpile of plutonium 
to fuel its nuclear power plants. Although 
the Japanese have promised to put the plu- 
tonium under tight international supervi- 
sion, neighbouring countries have voiced 
concern that it gives Tokyo a readily acces- 
sible source of material that 
could quickly be converted for 
military use. 

There are less threatening 
ways in which Japan could 
deal with a regional nuclear 
threat. One option would be 
to join a proposed US scheme 
to set up an ambitious anti- 
missile defence system, 
known as the Global Protec- 
tion Against Limited Strikes. 

In order to pre-empt these military de- 
velopments diplomatic moves are now 
underway to strengthen the IAEA's powers 
by allowing it to carry out surprise inspec- 
dons of suspected facilities. But the IAEA 
can do nothing to combat the spread of 
indigenous technology which has put a 
number of Asian states, including Japan, 
south Korea and Taiwan, within easy 
reach of making a bomb. 
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Bomb and 
bombast — p.24 


Don t try this at 


home — p.24 
Ready for 
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The South Asian states, which have 
been actively developing a weapons capa- 
bility for the past couple of decades, have 
all the necessary components to assemble 
bombs within weeks. But they have held 
off from actual production so far for fear of 
starting a Subcontinental arms race. 

There are various other reasons why 
Asian states have not realised their nuclear 
potential. Most important has been the role 
of the US in thwarting their ambitions. 
When there were indications in the 1970s 
that South Korea was pursuing a nuclear 
weapons programme, the US threatened 
economic and other sanctions if it did not 
halt its activities. 

Although its security ties with Taiwan 
are less formal, Washington still has 
enough clout to make Taipei think care- 
fully about going nuclear. The US is Tai- 
wan's most important trading partner and 
supplies the country with most of its wea- 
pons and military technology. Any Tai- 
wanese decision on proliferation would se- 
riously jeopardise this relationship. 

Nonetheless, when Col Chang Hsien- 
yi, a deputy head of Taiwan's 
Nuclear Energy Research In- 
stitute (NERI), a part of the is- 
land's defence-industrial com- 
plex, defected to the US in 
1988, it sparked fears that Tai- 
wan was secretly engaged in 
nuclear weapons-related re- 
search. NERI has a small 40- 
MW research reactor which 
runs on natural uranium and 
heavy water, and analysts say 
there could be sufficient plutonium to pro- 
duce a bomb if Taiwanese scientists were 
able to reprocess the spent fuel. 

While US nuclear policy towards South 
Korea has gradually become murky, there 
is no ambiguity in the US nuclear commit- 
ment towards Japan. The US-Japan secu- 
rity alliance has been the bedrock of Ja- 
pan's post-1945 defence policy and has al- 
lowed Tokyo to keep its military capabili- 


rar rà mmm Fo 68d 8 ac; M ~ oe o m 





ties at a modest level. 

Even without the US nuclear guarantee, 
Japanese policy makers would find it ex- 
tremely difficult to consider acquiring nu- 
clear arms because of deeply held anti-nu- 
clear sentiments among the public. The 
devastation caused by the atomic bombs 
dropped on Hiroshima and Nagasaki at 
the end of World War II has left a deep 
mark on the national consciousness. 

One of the ways South Korea tried to 
acquire a nuclear bomb-making capacity 
was to import technology ostensibly for its 
nuclear energy programme, which could 
then be exploited for military uses. It dis- 
cussed acquiring a plutonium processing 
plant from France, but the US strongly 
pressured the French and other potential 
sellers, including the then Soviet Union 
and Canada, not to go ahead with the deal 

But with the rise of new nuclear export- 
ers such as China and Russia, the US’ abi- 
lity to block such deals has been signifi- 
cantly reduced. For example, China signed 
a US$500 million contract at the end of last 
year to build a nuclear power plant for 
Pakistan despite US efforts to stop the ex- 
port of such technology. The Russians, an- 
xious for foreign currency to prop up their 
bankrupt economy, have also begun to of- 
fer nuclear expertise to Asian states 

If Asian allies decide that the US may 
drop its nuclear guarantees, then "all cur- 
rent premises go out of the window,” says 
a Western military attache. Last Septem- 
ber, President George Bush announced that 
the US would withdraw all of its nuclear 
artillery shells, short-range ballistic missile 
warheads and ship-based tactical nuclear 
weapons from frontline service, effectively 
ending the deployment of US nuclear arms 
in the region. 

Seoul and Tokyo publicly welcomed the 
removal of these weapons, in particular as 
it helped their negotiations with North 
Korea. At the same time, however, they 
were also seeking assurances from Wash- 
ington of continued nuclear protection. N 
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Bomb and bombast 


North Korea's nuclear ambitions, one 

question is seldom posed: is Pyong- 
yang justified in developing nuclear 
weapons? 

To policymakers in Washington, Tokyo, 
Moscow and many other capitals, the reply 
is a firm no. But the response from the 
developing world is equivocal. Indeed, 
there are probably quite a few Third World 
leaders who are quietly applauding North 


I the continuing controversy over 


| Korea's defiant stance against the super- 


powers’ nuclear hegemony. 

There are compelling reasons for 
Pyongyang to have nuclear weapons. Most 
obviously, it is still in a state of undeclared 


_ war with South Korea, which is backed by 


a sizeable US military presence. Although 


| Washington withdrew all its overseas- 


based tactical nuclear weapons last year, it 
has hinted that these weapons can quickly 
be returned to South Korea in a crisis. 

This security imperative will only grow 
stronger as the military balance on the pe- 
ninsula swings steadily in South Korea's 
favour. With military spending estimated 
to account for at least 25% — and probably 
considerably more — of North Korea's 
GNP, the country's near-bankrupt economy 
looks increasingly unable to support such 
a crushing burden. Nuclear weapons 
would be relatively inexpensive to de- 
velop. According to some estimates, a 
credible nuclear capability that would 
swiftly redress the military balance in 
Pyongyang's favour could be assembled 
for several hundred million dollars. 

Some of the diplomatic spin-offs for 
building — or appearing to build — an 
atomic bomb are also enticing. They in- 
clude giving Pyongyang a major bargain- 
ing lever in its negotiations on reunification 
with South Korea and the normalisation of 
relations with Japan and the US. Another 
factor is the prestige a nuclear weapons 
capability would confer on North Korea. 
This was one of the key rationales for 
China's decision to build an atomic bomb 
in the 1950s. 

It would also be a face-saving gesture 
of superiority by the North against its more 
prosperous southern nemesis. Ko Young 
Hwan, a senior North Korean diplomat 
who defected to Seoul last year, said North 


| Korean policymakers’ attitudes towards 


South Korea were that “no matter what 
you have now and how well you live, we 
have the weapons to destroy you.” 

The economic benefits are also consi- 


| derable. A nuclear weapons programme 
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Kim keeps world guessing over nuclear arms 


can lay the foundations for developmer 
of nuclear energy. For North Korea, whic 
has long depended on increasingly unce! 
tain oil and coal imports from the forme 
Soviet Union and China to meet much « 
its energy requirements, nuclear power ha 
now assumed a greater urgency. 

Pyongyang’s diplomatic gambit couk 
however, easily backfire if it overplays i! 
hand. Although the North Koreans ma 
open their nuclear facilities for inspectio 
the US, Japan and South Korea may ni 
believe Pyongyang’s claims that it is 
peaceful programme. This could forc 
Pyongyang to allow more intrusive ir 
spections of its secretive military establis! 
ment. 

Although North Korea may win tł 
admiration of some Third World countrie 
the vast majority of the international con 
munity are opposed to North Korea's nt 
clear programme. The US and its Asia 
allies are preparing to ask the UN Securi! 
Council to impose wide-ranging sanctior 
against North Korea if international ij 
spections prove to be unsatisfactory in d 
termining its nuclear programme. Th 
would virtually cut off the country's ê 
ready extremely limited external ties wi! 
the rest of the world. 

Further, many observers believe that 
there were conclusive proof that the Nor 
Koreans had finally began producing n 
clear weapons it would deal a fatal blow 
the reunification process now tentative 
under way. m Tai Ming Cheur 
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Ready for 
inspection 


t the heart of concerns over nuclear 

proliferation is a widespread belief 

that present international monitor- 
ing and verification arrangements are in- 
adequate and outdated. As a result, efforts 
are under way to tackle these shortcomings 
by strengthening the inspection powers of 
supra-national watchdog bodies such as 
the International Atomic Energy Agency 
(IAEA). There are also proposals to estab- 
lish new organisations equipped with their 
own satellites, aircraft and other advanced 
monitoring equipment. 

But not all states are enthusiastic about 
the need for greater transparency. Deve- 
loping countries fear it would give Western 
states the right to spy on them, while ma- 
jor powers such as the US and Russia op- 
pose the need for international informa- 
tion-gathering agencies. 

The Vienna-based IAEA is the primary 
international organisation responsible for 
preventing nuclear proliferation. More 
than 110 countries are members of the 
IAEA, including several — notably Pakistan 
and India — who are not signatories of the 
1968 Nuclear Non-Proliferation Treaty 
(NPT) and are therefore not subject to the 
IAEA's scrutiny. 

The IAEA's main verification powers are 
contained in a safeguards agreement 
drawn up in the early 1970s that requires 
states to open their nuclear facilities for in- 
spection. However, there are numerous 
ambiguities in the regulations that could 
allow states to conceal their nuclear wea- 


following resources: indigenous uranium 
deposits, metallurgists, large amounts of 
cement, steel and electricity, nitric acid, 
nuclear graphite, chemical and nuclear 
engineers, physicists, electronics and ex- 
plosives specialists. Most of these materi- 
als and personnel are already available, 
or could be easily adapted for a nuclear 
project. For example, any country en- 
gaged in oil refining and coal processing 
could easily modify their production fa- 
cilities to make nuclear graphite. 
Training nuclear scientists and en- 
gineers is also relatively simple, as many 
universities in the advanced countries of- 
fer courses on nuclear physics and en- 
gineering that are open to almost any- 
one. Specialists estimate that as few as a 
dozen nuclear, chemical and various 
other industrial engineers could manage 
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Suspected nuclear facilities of Yongbyon in North Korea. 


pons programmes. 


A major hurdle to effective verification 
is that the IAEA has to give advance notice 


of their inspectors' visits, allowing states 
with secret bomb-making projects time to 
hide any incriminating evidence. In addi- 
tion, the IAEA can only inspect nuclear fa- 
cilities which a host country admits to 
possessing. Inspectors are also hamstrung 
as to what they can report, in particular on 
commercially sensitive information. 

With these and other limitations, it is 
not surprising that Iraq, North Korea and 
other states with nuclear ambitions could 
easily conduct nuclear weapons research 


a nuclear weapons p mme. 

A nuclear bomb can either be based 
on plutonium or the relatively rare iso- 
tope uranium-235. As plutonium can be 
produced by refining it from the more 
abundant uranium-238, this is the usual 
way countries produce their nuclear 
weapons. To achieve such a capability, a 
country needs to have a production reac- 
tor and a plutonium reprocessing plant. 

Detailed information on how to build 
such facilities is publicly available. AI- 
though their construction is a major engi- 
neering undertaking, it would present 
few problems to countries with steel, 
chemical, petroleum and cement indus- 
tries. For example, building and operat- 
ing a plutonium reprocessing plant is 
more of a chemical than a nuclear en- 


gineering task. m Tai Ming Cheung 
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despite IAEA scrutiny. 

Aware of the IAEA's flawed 
Seoul has been pushing for much tougher 
inspection rights in its negotiations with 
Pyongyang over the establishment of a bi- 
lateral nuclear monitoring regime. This in- 
cludes “challenge” powers that give in 
spectors the authority to randomly check 
installations not necessarily included in a 
list of declared nuclear facilities. 


DOWVeTSs, 


NOt sur- 
prisingly, the North Koreans have rejected 
the proposal. 

A general review of the NPT and the 
sateguards agreement is scheduled by 
1995, and there are moves to provide the 
IAEA with more teeth then. The proposals 
for new powers include the 
rights and the installation of on-site moni- 
toring equipment. 

There are also calls for the creation of 
global and regional satellite monitoring or- 
ganisations that would provide open, 
timely and comprehensive coverage of nu- 
clear activities, as well as other arms con- 
trol and crisis monitoring functions. At 
present, only a handful of the major pow- 
ers — notably the US and the former Soviet 
Union — have reconnaissance 


"challenge" 


e satellites ca- 


pable of monitoring such activity. How- 
ever, the information provided by them is 
classified. 

There are a few commercial satellites 
which, while far less capable than the US 
military models, do indicate the monitor- 
ing powers an international satellite agency 


could provide. In 1989, a French SPOT sat- 
ellite image offered the first public evi- 
dence of North Korea's nuclear facilities at 
Yongbyon. a Tai Ming Cheung 
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Traveller s Tales 


he old lady with a toothless grin 

beckoned with her scrawny bare 

arms, which were moving grace- 

fully to the rhythm of a beating 
gong. “Dance first, drink later,” she said 
through a ball of chewing tobacco. I ap- 
peared to have no choice, and met her 
glazed but mischievous eyes in an awk- 
ward shuffle on the bamboo floor of the 
drinking stall. 

May is Harvest Festival time for the 
Kadazan-Dusun people, who are the pre- 
dominant indigenous people of Sabah. The 
festival, known to the Kadazans as Tadau 
Kaamatan, celebrates the end of the rice 
harvest and in its original form revolved 
around the worship of Bambaazon, the 
spirit of the rice paddy. 

Dancing, singing and the imbibing of 
hefty quantities of potent rice-spirit ac- 
company the celebrations, which are nor- 
mally capped by a beauty contest. But 
modern Kaamatan is fast becoming like 
Christmas to this mainly Christian peo- 
ple; its spiritual essence enveloped and 
eventually overcome by more material 
trends. 

At a district-level celebration in the 
town of Tambunan, traditional bobolian, 
or spirit mediums were hard to identify. 
In any case, they were easily outnum- 
bered by more earthly mediums in the 
shapely form of cigarette and beer-pro- 
motion girls. Consequently, the young 
bucks thronged the beer stalls, sporting 
the modern aluminium substitute for 
the traditional bamboo rice-wine cup. 

The older generation still prefers the 
local brew. My dancing partner would 
not let me go until every variety of 
liquor on offer had passed my lips. 
"Don't sit down," I was advised, "you 
might not get up." At the risk of offend- 
ing my congenial village hosts, I begged 
for a respite. "Sabah is so friendly," 
someone said. "Sabah needs a health 


` warning," I thought to myself. 


Yet behind the traditional merriment 
and fun lies a more purposeful, contem- 
porary sub-theme to the festival. For the 
Kadazans, Kaamatan has assumed ethnic 
overtones, and has become a ritual asser- 
tion of their identity in an increasingly po- 
larised political and ethnic environment. 

Local politicians point out that before 
independence, there was less specific em- 
phasis on Kadazan language and culture. 
This began to emerge more consciously af- 
ter the formation of Malaysia in 1963, when 
many of Sabah's 55-odd linguistic and 
ethnic groups formed political parties of 


their own. "Even the term Kadazan was 
born of politics," remarked a local journal- 
ist. Known before as the Dusun people 
(Dusun is Malay for village), Kadazan was 
adopted to help define themselves in more 
ethnic terms. 

Tambunan is the Kadazan heartland, 
nestled in a valley just beyond the Crocker 
Range mountains which run between the 
state capital, Kota Kinabalu, and the inte- 
rior. Here, legend has it, some two centu- 
ries ago a chieftain called a meeting of all 
the tribes to settle their differences and 
bring about an end to centuries of sense- 
less head-hunting and tribal warfare. 

More recently, Tambunan has thrown 
up another paramount chief for the 
Kadazans. He is Sabah's chief minister, 
Datuk Joseph Pairin Kitingan, who came 
to power after abandoning the Berjaya state 
government led by former chief minister 





Asserting Kadazan identity at harvest festival. 


Datuk Harris Salleh, and winning a land- 
slide victory in 1985 with a new multi- 
racial party, the Parti Bersatu Sabah (PBs). 

Pairin’s leadership of the state has given 
still more impetus to Kadazan cultural ex- 
pression, local observers say. A language 
which was languishing through lack of use 
has been revived and is increasingly em- 
ployed by political speech-makers. Now 
there are attempts to encourage the 
younger generation to learn the language 
in a more systematic fashion. 

Noticeable is the nexus between Pairin's 
leadership of the state and Kadazan collec- 
tive self-esteem. Throughout May, the dis- 
trict harvest festivals are used by state poli- 
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ticians to make speeches and "press the 
flesh" in their constituencies. At the end of 
the month, a larger, more elaborate festival 
is held at the Kadazan cultural centre in 
Kota Kinabalu. Politics and culture are 
carefully blended to strengthen the party's 
grassroots organisation and rally popular 
support. 

“Some of us think this is going too far 
at the expense of other groups," said one 
PBS official. Some fear the implications of 
over-emphasising Christian Kadazan lead- 
ership in the face of growing uneasiness in 
federal government circles about the fact 
that Sabah is no longer led by a Muslim. 

These fears have grown more palpable 
in the wake of the 1990 election. Shortly 
before the election PBS quit the ruling Na- 
tional Front coalition and joined forces with 
the opposition. Subsequently there has 
been pressure from Kuala Lumpur on 
Pairin to resign. His brother, Jeffery 
Kitingan, languishes under detention, 
and Pairin himself is on trial for corrup- 
tion. 

Pairin's popularity among the 
Kadazans was very evident at the 
Tambunan festival. Villagers greeted 
him with genuine emotion as he was 
swept from one stall to another to join 
each community in a drink and some 
local delicacies. 

The ethnic statement made by 
Kadazans at the harvest festival was 
hard to miss. The case made by West- 
ern social activists for the preservation 
of Borneo's tribes in their environmen- 
tal setting has only limited bearing on 
the situation. For here is a case of a triba! 
group, fully adapted to and thriving in 
a modern setting, but clinging nonethe- 
less to the symbols of ethnicity. 

Their underlying fear is Malay cul- 
tural encroachment. Watching the 
beauty contest, with its smiling contest- 
ants from all over Tambunan district pa- 
rading on a stage before a panel of judges 
I was told that some peninsular Malay: 
frown on this sort of activity. 

Whatever for, I asked, pointing out tha! 
the Chinese and Indian communities ir 
Kuala Lumpur are not prevented fror 
holding beauty pageants. Then I was re- 
minded that the Kadazans are considerec 
bumiputras or sons of the soil, and distinc! 
from the Chinese in Malaysia's officia 
classification of racial groups. Yet, being 
mainly Christian, the Kadazan fit awk 
wardly into this category. A local Kadazar 
politician put it this way: "They woulc 
rather make Malays out of us." J 
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I. THE HEART OF MANILA, 
THERE IS ERMITA. 


One district in Manila pulsates with the life of the city. Ermita. 
Where rare antiques speak of Manila's glorious past. Where 
great bargains tempt from every corner. Where spectacular 


sunsets and walks in the park soothe the senses, and where 
bright lights and endless nights enliven them 


AND IN THE HEART OF ERMITA, 
THERE IS THE 
MANILA PAVILION HOTEL. 


One hotel opens its doors right into the attractions of Ermita. 
The Manila Pavilion. 







Ready to welcome you with de luxe accommodation, 
delectable cuisine and complete business and convention 
facilities. 







Keep in touch with the beat of Ermita at 
the Manila Pavilion Hotel. 
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ehind the veil, again 


Kabul's women don chadors and wonder about Islamic rule 


: By Ahmed Rashid i in Kabul - 


hen rockets lit up the sky and 
there was no escaping the 
thunder of artillery shells, 
women were the first to dis- 
appear from the narrow, winding streets 
of Kabul as mujahideen guerilla factions 
last month battled for victory. Then came 
this month's ceasefire, and Kabul's bazaars 
and offices and shops opened again. But 
the women have not returned. 
. Perhaps the most dramatic but under- 
stated effect of the recent turmoil in Kabul 
as been what it means for women in Af- 
hanistan. In Kabul these are troubled days 
for educated, professional women who 
wonder whether they will be able to con- 
tinue studying and working. Their appre- 
hension is a pressing political and social 
problem for the loose coalition of guerilla 
commanders and religious leaders who 
took the reins of power. And as the new 
Islamic government attempts to exert con- 
trol after 14 years of war, women inter- 





viewed in Kabul say they are waiting to 
see what changes are in store for women 
throughout the country. 

Even as the fighting continued in Ka- 
bul, one of the first edicts the new muja- 
hideen government passed was that all 
women had to cover their heads in public 
and wear the traditional shalwar kameez or 
baggy trousers and long shirt. 

When the former education minister 
and renowned feminist Masouma Ismat 
Wardak, arrived for a meeting with Presi- 
dent Sibghatullah Mujadedi, dressed in a 
long skirt and a scarf that covered her 
head, she was turned away by his body 
guards and told to come back "after hav- 
ing dressed properly." 

“I do not know what the future holds 
for women. It worries me more than any- 
thing else at the moment," she said in an 
interview. "Will women be allowed to 
continue going to university and apply for 
jobs," she asked. 

Kabul's young women were suddenly 
dusting off their mother's old chadors, and 


the handful of women on the streets were 
fully veiled, hiding their skirts and high 
heels under billows of cloth reaching from 
their head to their ankles. Several secre- 
taries said they had donned a full-length 
chador because they could not afford to 
replace their skirts with new shalwar 
kameez. The price of a chador shot up from 
Afs 20,000 (US$40) to Afs 60,000 and the 
market ran out of them. Pathan truck driv- 
ers in Pakistan began a roaring business 
importing readymade chadors from Pesha- 
war. 

Outside Aziz Gul’s dyeing shop, hun- 
dreds of chadors in all shades of blue were 
hanging out to dry after they had been re- 
paired, washed and dyed. “Many women 
have brought out their old family chadors 
which they have never worn and want 
them dyed in brighter colours. There is a 
huge demand and my shop is running 24 
hours at the moment,” he said. 

When the new government asked civil 
servants to return to work, many offices 
remained half empty because 40% of lower 
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paid jobs in government offices 
are staffed by women, who are 
still fearful of returning to work. 
When schools were officially 
reopened, more than half the 
students and most teachers, 
who are women, did not turn 
up either. 

Those who did were wit- 
nesses to the destruction and 
looting of books, paper and 
even desks, chairs and black- 
boards by the various militias 
patrolling the city. Outside 
most schools heavily armed 
mujahideen guards were sta- 
tioned, checking that the girls 
were properly dressed. The end 





of the war has only exacerbated All heads are covered in Kabul these days. 


the enormous problems in Af- 
ghanistan's education system, ranging 
from a chronic shortage of schools to an 
already low rate of female literacy. 

Kabul University, which has 10,000 
students, still has not opened and poses 
an even bigger problem for the govern- 
ment, because it has always been co-edu- 
cational, with young boys mixing freely 
with girls who once wore tight jeans and 
short skirts. 

At a girl's medical hostel, which houses 
students who could not return to their 
homes in the war-torn interior of the coun- 
try, the hostel superintendent locked the 
gates and confined the girls to their rooms. 
“We don't know what is going to happen 
at the university but if the mujahideen 
want us to wear the veil we will," said 


ter Rajiv Gandhi. While the paanwallah 
says he cannot divulge the names of high- 
level officials who frequent the stall these 
days — terrorists, he fears, might force 
him to lace his paan with poison — he 
concedes one juicy tidbit: Gandhi took 
simple paan. _ 

_ Pandey insists that his father's (and 
now his) expertise in spreading lime and 
kethchu onto the betel leaf ac- 
counts for the shop's popularity. 
“If some paanwallahs don't make 
good paan, it's because they don't 
e these ingredients prop- 


e EERE Lalwani, however, 
who is 70 years old and has served 

share of luminaries, puts more 
stress on the quality of ingredients 
and. presentation. Each succulent 
paan made at his polished chrome 
Stand is wrapped in a cocoon of 
multicoloured paper — a visual as 
well as a gastronomical sensation. 
Whatever | the secret to a successful 
paan shop, both men maintain sol- 
emnly that “paan is art." 
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Aziza Sadiq, a medical student. 

For the tens of thousands of young ru- 
ral women who will be returning from the 
Afghan refugee camps in Pakistan and 
Iran, it will be the first time they see their 
country. Rural existence, in which days are 
filled shepherding flocks, working the 
land, cutting wood and providing enough 
food and clean water for the family, is an 
alien one to many of these young women. 
Along with relearning the skills of their 
mothers, they will face the extra hazard of 
working in the midst of minefields. The 
war has left some 10 million mines scat- 
tered across the country. 

During the war, women in the refugee 
camps, especially those under the control 
of hardline fundamentalists, led circum- 


Art it may be, but paan chewing has 
some drawbacks. For one, it colours the 
saliva red, staining the lips, teeth and 
tongue of habitual chewers. And because 
tobacco paan should not be swallowed, 
amoeba-shaped marks bearing an un- 
canny resemblance to blood dot 
sidewalks, roads and the occasional office 
floor. 
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scribed lives l'he were not al 


lowed to studv, since girls 
schools which taught anything 
other than the Koran were 
closed down. And women in 
these camps were not allowed 
to work outside the camps or 
even see male doctors 

And as these women leaw 
the camps and return to thi 
villages they will often live 
side-by-side with the families 
of former officials from the 
Watan party, who sent their 
families out of Kabul as the 


mujahideen approached. The 
returning refugee women and 
the women who helped th« 
communist regime will have 
major problems in adjusting 
to each other. 

Apart from passing edicts on the proper 
Islamic appearance of women in public, the 
government has done or said little to guar- 


antee women's political rights. There ar 
no women in the 36-man mujahideen cab- 
inet, and some fundamentalis! P arties ar 
insisting that if elections are held, women 
should not be eligible to \ 

Defining the role of women in Afghan 
society is bound to fuel further infighting 
among the mujahideen factions. Debate 
over the proper Islamic policies towards 
women — who are the most politicalh 
vulnerable — could easily become a rally- 
ing point as liberals and fundamentalists 
square off for long-term power in Afghani 
stan. LI 


The tobacco variety is also highly ad- 
dictive. One paanwallah confessed to 
chewing 20 a day. "The moment I stop, 1 
feel uneasy," he admits as red fluid bub- 
bled from the corner of his mouth. 

Paanwallahs meanwhile are at pains 
to dispel the numerous myths that sur- 
round their art. Although rumours 
abound about paan selling for exorbitant 
prices, mainly because cocaine or 
other drugs have been mixed in, 
legitimate paanwallahs maintain 
that these preparations are not 
paan. “Paan is a cheap product 
that should cost between Rs 1-4 
[less than 15 US cents],” says 
Pandey. 

Paanwallahs, moreover, deride 
the notion that paan is an aphro- 
disiac, despite its usage as such in 
ancient times and the contempo- 
rary tradition of offering it to 
grooms on their wedding night. 
According to Pandey, "paan 
heightens a man's sexual prowess 
only insofar as it helps his ^ 
tion." 
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Through a lens brilliantly 


The World of Satyajit Ray by Bidyut Sarkar. 
LIBSPD, New Delhi. Rs 1 125 (US$4.85). 


That creative genius is prone to the 
scorn of time, the law’s delay and the inso- 
lence of office is universal, perhaps more 
so in India than elsewhere. But genius 
overcomes these obstacles and, in India, 
falls prey to the petrifaction of hagiolatory. 
Having failed to stifle gen- 
ius with unbenign neglect, 
India then shoves it on to a 
pedestal and turns it into a 
marmorealised fossil 
which can be spoken of 
only in the empty rhetoric 
of reverence. 

Satyajit Ray suffered 
both these fates. The trials 
and tribulations he faced 
when making Pather Pan- 
chali; the tirade launched 
against him by the Bombay 
film star turned parlimen- 
tarian, Nergis Dutt, for 
having divulged India’s 
best kept state secret that it was in fact a 
poor country; the grudging acquittal 
awarded to him at home following the in- 
ternational verdict on the merit of his work 
— are the ingredients of the martyrological 
formaldehyde in which his countrymen 
have sought to pickle him. 

Recalling the unseemly public wrangle 
_ with Chidanand Das Gupta, some might 
say that latterly Ray reflected this belief in 
his own infallibility, thereby becoming an 
acquiescent victim of the legend created in 
his image. Ray's departure has signalled 
the ceremonious opening of a reliquary 
seeking to cash in on his name, a subver- 
sive commercialisation which the fastidi- 
ous artist would have abhorred. Fortu- 
nately, Bidyut Sarkar's timely book does 
not fall into this category as it so easily 
might have done. This in itself makes it a 
noteworthy work. 

Sarkar was a close acquaintance of 
Ray's for some 45 years, though never a 
part of Ray's inner circle. But even this lim- 
ited proximity could have raised doubts 
about the validity of opinions authenti- 
cated by "insider" information. Sarkar 
adroitly avoids this pitfall. On the few oc- 
casions on which the text alludes to the 
author's personal interaction with the 
cineaste, the reference highlights an aspect 
of Ray's persona rather than boosting the 
narrator's importance. Describing how 
Ray, on a trip to the US to coincide with 
the release of Pather Panchali, accepted an 
invitation to stay in the author's New York 
flat, Sarkar writes: "And he really wel- 





comed the gorgeous view of Central Park 

. But the park seemed to magically van- 
ish from his horizon when he would look 
out and conjure up in sketches the se- 
quences and striking settings of his next 
film set in Bengal." 

It is such small touches that impart im- 
mediacy to a book which, as Sarkar says, is 
neither a critique of the auteur's oeuvre, nor 
a full-length biography à la 
Marie Seton or Andrew 
Robinson, but a “portrait in 
words" depicting the "life, 
work and world-view of a 
most remarkable man of 
our times." The advantage 
of this small-screen ap- 
proach (which Ray became 
reconciled to in the latter 
part of his career) is the 
accessibility it affords to 
the subject. Sarkar's pres- 
entation reveals meticulous 
research and a balance of 
praise and critical ap- 
praisal. An outline of the 
family background ("The family is the 
source of Satyajit Ray's artistry and crea- 
tivity") is followed by an evocative play 
back of Ray's childhood: "He would spend 
hours standing in front of a door which 
had a hole. With a piece of glass he would 
catch the reflection of people moving out- 
side on the street." Intimations of the win- 
dow scene in Charulata? 

There is a jump-cut sequence of reac- 
tions to Pather Panchali, from 
Bosley Crowther of The New 
York Times — who first 
panned it but later listed it 
among the best foreign films 
of the year — to Kerala’s 
film-maker Adoor Gopa- 
lakrishnan, who saw it 
without sub-titles or knowl- 
edge of Bengali — "Here 
was radiant truth, poetic 
and simple." 

Forty years after the 
filming of Pather Panchali 
began, Sarkar notes, Ray 
was still a controversial fig- 
ure, but the controversy was 
now attempting to turn the 
creative artist into an ideological icon: “In 
India revolutionists turned "filmilitants" 
and wished Ray would wave the flag for 
them ... An American reviewer suggested 
that Ray’s film on the 1943 famine should 
have ended with a message on birth con- 
trol as the answer to the problem." Al- 
though the Washington Post critic writing 
on Pratidwandi remarked on how "won- 
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derfully ironic” it was that an Indian direc- 
tor should make the first relevant “youth 
movie” of the 1970s, the irony went deeper 
than the commentator suspected. For in 
India there was already an attempt to 
translate the enigma of his artistry into an 
easily identifiable social or political cause, 
the first skein in the cocoon of eventual 
mummification. 

The human touches in Ray's works, 
more than his virtuosity, will redeem him 
from this fate. And similar touches in 
Sarkar's book bring into focus the man be- 
hind the legend. The book is generally well 
illustrated, partly in colour. The sketches 
in the margins, many by Ray himself, are 
apt visual annotations. The appendix pro- 
vides a bibliography of writings on and by 
Ray and a chronological compendium of 
his films and their music. Sarkar's treat- 
ment contains an element of the under- 
statement that was the hallmark — some- 
times misunderstood — of Ray's work. Of 
Ray's aptitude as a writer of English, the 
author quotes an editor who remarked that 
Ray employed "the kind of civilised prose 
very few in this country write." Sarkar 
demonstrates that he himself belongs to 
that select minority. m Jug Suraiya 





Dacoit of the 
dunes 


India’s Bandit Queen: The True Story of 
Phoolan Devi by Mala Sen. Harper Collins, 
London. £15 (US$27). 


The battered twin 
wooden doors of her house 
in the village were carelessly 
ajar. There was nothing left 
to protect. Kusuma had 
been raped, her lover beaten 
and dishonoured. Poverty 
and the decaying feudal or- 
der had claimed another 
victim. Rage and despera- 
tion forced Kusuma into the 
ravines, the badlands of 
dacoit country, Phoolan 
Devi's last refuge. 

That door dominates 
Anil Karanjia's painting 
"Kusuma's Door," and 
beneath it the yellow mud 
curves sensuously, vulva-shaped, evoca- 
tively suggesting the tragic anguish, 
brutalization and sexual mystique of the 
woman dacoit. 

Phoolan Devi was the co-leader of one 
of the most dreaded gangs that ravaged 
the Chambal valley in central India in the 
early 1980s. In her attempt to humanise the 
Devi legend, author Mala Sen reduces her 
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to a passive victim of feudal injustice and 
sexual oppression, despite the fact that 
when we meet Phoolan on the eve of her 
conditional surrender, she is presented as 
unpredictable, swinging from violent rage 
to feverish despair. Twelve years earlier at 
the age of 11, Phoolan had defied and 
physically assaulted her powerful cousin, 
who had dispossessed the family of their 
land. This was a young woman capable of 
goading a dacoit gang into killing 22 high- 
caste Thakurs in an act of vengeance. 

Mala Sen suggests that Phoolan was not 
responsible for this massacre, but she also 
overlooks the character traits that made 
Phoolan a gang leader rather than a hap- 
less gangster’s wife. There are descriptions 
of her being forced to marry an old man 
who beats and starves her, being kid- 
napped by dacoits, and being urged not to 
be subservient. The stubbornness and grit 
she displays when splitting up her gang 
and claiming to be co-leader with her new 
lover is not touched upon. 

In the barren ravines of the Chambal 
valley, the tradition of the dacoit or baghi 
(rebel) goes back centuries. It is a tradition 
of avenging injustice, which makes the 
powerless reach for the gun. Indeed, Sen's 
strength lies in her emphasis on the socio- 
economic pressures that created individu- 
als like Phoolan Devi. But Sen cannot resist 
glorifying Phoolan’s story and alludes to 
the legend of Man Singh, a dacoit Robin 
Hood (who built schools) and of Putli Bai, 
an earlier dacoit queen. 

If this were not enough to excite the 
non-Indian reader's sensibilities, we are 
treated to gleanings from William (Thugee) 
Sleeman’s book, The Yellow Scarf, which 
describes the criminal tribes that practised 
the art of thugee — assassination and rob- 
bery as a holy vocation. Why the Phoolan 
story must bear the intellectual burden of 
her foray into thugee, Sen fails to illuminate. 

In compiling the “true story” of Phoolan 
Devi, London-based Mala Sen met her 
once in a Gwalior jail, and then drawing 
upon a diary dictated to visiting family 
members, interviews with the police and 
Phoolan’s family, and news clippings, 
pieced together a filmscript that eventually 
became this book. The theme of the legen- 
dary dacoits of the Chambal continues to 
inspire filmmakers and writers and has 
become almost a cottage industry in the 
area. In her book, Sen makes use of much 
of the recent writing on the subject, espe- 
cially that on the dacoit queen. 

Phoolan is the living symbol of the 
ceremonial surrender by some of the big- 
gest gangs in the Chambal valley to the 
then chief minister of Madhya Pradesh, an 
act that was turned into a media extrava- 
ganza, but which also brought a temporary 
peace to a region where at one time there 
were more than 230 gangs ravaging the 
ravines. According to the conditions of her 
surrender, Phoolan’s prison term ended in 
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February 1991. 

Sen's book provides a rare look at 
Phoolan's world after her surrender. There 
is her ironic demand that her young 
brother Shiv Narain be inducted into the 
police force, and the poignancy of her be- 
ing punished in prison for having tried to 
smuggle her prison rations to her starving 
family outside. 

But the power of Sen's storytelling is 
often lost in her superficial disquisitions on 
custodial rape and the political upheavals 
of the time which serve as a backdrop to 
Phoolan's life. The accompanying photo- 
graphs of the world of the ravines and the 
dacoits by photo-journalists like Prashant 
Panjiar are highpoints in this book. 

u Rita Manchanda 





Open door, 
by the book 


Foreign Investment Laws of Vietnam 
translated by the State Committee for 
Cooperation and Investment and Phillips 
Fox. The Law Printer, Melbourne. US$295. 


Foreign businessmen dying to under- 
stand Vietnamese laws for investors need 
wait no longer. An Australian law firm and 
Hanoi's State Committee for Cooperation 
and Investment (scci) have finally pub- 
lished an official English translation of 
Vietnam's foreign investment regulations. 

This 900-page volume, completed in 
time for a foreign investment exhibition or- 
ganised in the Vietnamese capital in Feb- 





The gang's all here. 


ruary, publishes the 80 key pieces of legis- 
lation promulgated since the country's for- 
eign investment law was approved in late 
1987. Roughly half of the items are avail- 
able here in English for the first time. 
Publication of this book also marks the 
first time much of this legislation has been 
compiled in one place. In the past, a poten- 
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tial investor often had to contact scci, the 
Ministry of Justice, or specialised economic 
ministries to get specific items, even in 
Vietnamese. 

Foreign Investment Laws of Vietnam is 
divided by topic — listing together all leg- 
islation applying to such subjects as estab- 
lishing representative offices, leasing 
property, hiring Vietnamese labour, taxa- 
tion, royalties, import and export duties, 
banking, customs, accounting, technology 
transfer, arbitration and contracts. An in- 
dex assists readers in locating legislation 
relating to a particular question 

The preface to the book also provides 
foreign businessmen with helpful defini- 
tions and distinctions of the often confus- 
ing different types of legislation applying 
to investors. For example, the editors point 
out that “laws” originate in the national 
assembly and “ordinances” are passed by 
the State Council, while the Council of 
Ministers is responsible for “decrees” and 
individual ministries put out “circulars.” 

But the book will solve only part of a 
foreign businessman's potential legal 
headaches in Vietnam. Although Hanoi 
has passed over 90 pieces of legislation (10 
pieces have already been repealed and five 
others suspended), large gaps remain in 
the legal system applying to foreign in- 
vestors. For instance, Vietnam still has no 
laws governing bankruptcy. The question 
of how legal disputes involving foreign 
companies would be resolved is still far 
from clear. 

Other problems include the country’s 
shortage of lawyers to interpret the already 
existing legislation and jurisdiction dis- 
putes between different government bo- 
dies. Foreign businessmen working in 
Vietnam complain that competing govern- 
ment agencies often 
produce widely differ- 
ing — if not contradic 
tory — interpretations 
of existing laws and 
regulations. 

The Australian part- 
ner in publishing the 
book is Phillips Fox, an 
Australian law firm 
which advises Japanese, 
Australian and Thai 
companies looking at 
investment opportuni- 
ties in mining, industry, 
tourism and oil explo- 
ration in Vietnam 
Work on the book was 
headed by Nguyen Tan 
Hai, an Australian-Vietnamese who stud- 
ied law at the University of Saigon during 
the war with the US. 

All buyers of this hefty, expensive book 
are promised free English copies of all 
relevant investment legislation promul- 
gated by Hanoi until the end of 1992. 

@ Murray Hiebert 
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networks and cellular phone systems. 
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And why not? 

After all, we've been developing 
them for decades. 

But what you want most is less 
tangible, yet no less important: under- 
standing. Good old-fashioned under- 
standing of your unique problem. 

Why? o M ad 

Because only by understanding a 





customer's unique position. can a tele- 2 





com supplier create solutions best suit- 
ed to your individual needs. | 

Which can be anything from system 
design to revenue generation to net- 
work trouble-shooting. 

Given this revelation, it will come 
as no surprise that we strive to under- - 
stand customers' problems, before we 
put our highly-skilled technicians and 
engineers into action. 

À So, sit down and 

; ] give us the facts. We'll 
/ listen carefully and 
discuss them in a sen- 
sible manner. 

See for yourself. 

If you happen to be in Singapore for - 
Communicasia 92, drop in and tell us 
your story. | 

We listen carefully. 
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Calling the world 


New technology and regulations break down national borders 


By Michael Westlake in Hongkong 


or the businessman or visitor in Tokyo, Hongkong or Sin- 

gapore, there is no problem calling or sending facsimile 

messages to many parts of the world. For the rural resi- 

dent in many parts of Asia's less-developed countries, it is 

not even possible to call someone on the other side of the village. 

This contrast vividly illustrates the differences between tele- 

communications markets — for both equipment and for services 

— in Asia, the US and Europe. It also explains the scramble by the 

developed world's telecommunications equipment manufactur- 
ers and service providers to jump into the 


sic telephone systems. 


Lurking in the background, but not for Leaders ............-- 
much longer, is the fact that the rules and Video phones ...... 
assumptions which have for years governed Development....... 
telecommunications are collapsing. In the Technology .......... 
developed world, telephone operating com- EIS Sic 
panies are seeking alliances with each other aial | 
to globalise their systems, seeking to breach ( h na Xe sai 


the national barriers which complicate in- 
ternational traffic. 
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In Asia, the pace is slower with government 


in Japan — apparently reluctant to let go o! 
technology — particularly in radio-based 
cellular telephones — is rendering many ol 
vant. Such devices are no longer the provinc 
niche market — the technology is beginning | 
the revenue base broadens and costs are redu: 


unit costs falling, there are increasing calls for 
cularly for international services 


With roaming agTi 
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so, and are taking the first steps — however tentative — towards 
acquiring the partnerships and the basic equipment. 

Early this year, McGraw Hill subsidiary Datapro, an informa- 
tion technology research company, estimated the size of the East 
Asian market — excluding Japan and Indochina — by 1997 to be 
almost US$50 billion, two-and-a-half times the size of the market 
in 1991. 

Of these real and projected totals, equipment makes up roughly 
25%. Not surprisingly, in view of the shortage of basic telephone 
services, figures for equipment and services for domestic public 
services for the eight countries surveyed amounted to more than 
60% of the totals, representing annual growth of about 20%. 

According to 1990 figures from the World Bank's International 
Finance Corp., China, India and Indonesia combined then had 
more than 2 billion people, or 40% of the world's population — 
but only 20 million telephones between them. Providing “univer- 
sal" service, as in the developed world — i.e., to virtually every 
household and business — in these three countries alone ^would 
require a tripling of the world's telecommunications infrastruc- 
ture." 

The political key to closing the still widening gap between 
telephone penetration in 
the developed and deve- 
loping countries is pres- 
sure from business on gov- 
ernment telecommunica- 
tions monopolies. This, in 
turn, has forced govern- 
ments to realise that in- 
creased access to telecom- 
munications is essential to 
economic development. 

The technological key is 
the development of digital 
systems, which combined 
with either optical-fibre ca- 
bles or radio transmission, 
provide hugely greater ca- 
pacity than the older, ana- 
logue signal systems. This 
has reduced the installa- 
tion and operating cost 
per subscriber as well as 
speeding up the spread of 
more sophisticated services 
such as high-speed data, facsimile and cellular radio systems. 

Both keys combined have led to the spread of, if not deregula- 
tion, at least a form of liberalisation in which governments are 
gradually easing their previously iron grip on telecommunica- 
tions. Experience is showing that new technology operated by 
"corporatised" or private entities generates huge profits by re- 
sponding more rapidly to markets than ponderous government 
departments have been able to. 

Virtually all the major manufacturers from the developed 
world have partnerships, joint ventures or subsidiaries in Asia 
making parts under licence or building entire systems. Eventu- 
ally, as with Singapore, Hongkong, South Korea, Taiwan, Malay- 
sia and especially Japan, this leads, in turn, to developing export 
markets for components, whole units or even whole systems. Ja- 
pan is even more of a special case because it is now offering 
systems in the US which it has not yet started to operate at home. 

Liberalisation in telecommunications operations is also pro- 
ceeding, though so far only at the top end of the spectrum. So- 
called Value-Added Network Services (VANS) are now provided 
in many countries by companies offering data transmission and 
cellular radio both domestically and internationally. 

VANS companies are not merely cream-skimming operations 
taking potentially valuable business away from national telephone 
companies. [n most cases, they contribute large revenues to net- 
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Hongkong earth station: subsidy for local calls. 


work operators by leasing lines and paying for access to interna- 
tional telephone gateways. But they provide an invaluable com- 
petitive spur by giving an incentive to the local network operator 
to offer similar services, thereby bringing about lower prices. 

The major difficulties with liberalising operations come with 
basic domestic and international services. Each territory's prob- 
lems vary either in nature or degree, but even taking what might 
be regarded as a simple case — that of Hongkong — brings many 
of the hurdles to light. 

Hongkong's relatively small area means that its network is 
comparatively simple. The domestic telephone system is governed 
by the terms of an exclusive 25-year franchise held by Hongkong 
Telecommunications (HKT), and which expires in 1995. The fran- 
chise obligates HKT to provide basic voice services throughout 
Hongkong. First problem: how to level the playing field so as to 
induce any potential competitor to build a network which would 
provide services to relatively remote areas rather than just taking 
the easy approach of covering the intensely populated major ur- 
ban areas? 

There was also à scheme of control, which expired in 1991, 
limiting returns from domestic services to 16% of shareholders’ 
funds. This is in effect still 
operating while alterna- 
tives, such as a cap on 
price increases, are dis- 
cussed. There has thus 
been an incentive to invest 
excess profits in upgrading 
the system, which is a ma- 
jor reason for Hongkong’s 
network being one of the 
best in the world. Second 
problem: bringing in a 
competitor means splitting 
the potential pie, so how 
can high levels of invest- 
ment in new technology be 
maintained in either com- 
pany? 

As a means of making 
basic telephones widely af- 
fordable in Hongkong, 
there is no charge for do- 
mestic calls — only low 
rentals for lines are pay- 
able. Domestic operations are cross-subsidised by international 
calls, which are governed by a franchise running until 2006. No 
one but a lunatic would therefore take on domestic operations 
alone. 

Because of the cross-subsidy, international call charges are in 
no way related to costs. International callers are thus being over- 
charged, but allowing direct competition in international services 
means killing the franchise as well as creating a need to impose 
charges for local calls. 

In addition, charging for local calls would mean extra capital 
investment in a domestic computer billing system, a cost which 
would be passed on to the consumer. So would the consumer 
benefit overall? 

These are only some of the problems now being addressed by 
the Hongkong Government, which is expected to come to a deci- 
sion in the next few months on new rules to control the shape of 
the territory's telecommunications industry. Virtually none of the 
problems are unique — they illustrate the difficulties being en- 
countered in many countries, not just in Asia. 

If any country's commercial playing field of basic telecommu- 
nications is to be levelled, it has to be done in one move, because 
there is no way that an incremental or gradualist approach can be 
fair to all parties involved — a monopoly operator, potential com- 
petitors or consumers. D 


3800H 42018 3HL'OHYHIO 03H90 


4 JUNE 1992 


Or How AT&TS Outside Plant Systems 
Solutions Can Help You Do A SuperJob 
On Service Enhancement. 

As a total systems supplier, AT&T offers unmatched 
expertise in end-to-end, fiber-based or copper- 
based solutions. Thanks to AT&T Bell Laboratories’ 
innovative technologies, we have solutions for virtu- 
ally every environment, every application. And cable 
products that offer superior transmission perfor- 
mance and maximum protection against moisture, 
rodents and lightning. Our fiber cable is durable, 
bendable and easy to install and maintain. And our 
copper cable is available with flat metal or corru- 
gated sheaths, and many core options. AT&T also 
offers complete engineering and technical support. 
For more about our system enhancement capabili- 
ties and our fiber and copper cable and connection 
products, contact AT&T Asia Pacific Inc., 24 F Three 
Exchange Square, 8 Connaught Place, Central Hong 
Kong. Tel: 852 846 2688. 
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S Reports by Bob Johnstone in Tokyo, Mark Clifford in Seoul and Julian 
- Baum in Taipei. 


(WC t might be expected that the booming markets for telecommu- 
nications equipment in northeast Asia would provide bases 
. on which to create domestic industries which could leap into 
. Worldwide export markets. To some extent this has indeed hap- 
pened — Japanese telecoms makers have spread their wings 
widely, and are even breaking into the highest of high-technology 
markets in the US. 
< Bu in broader terms, acquisition of technical knowhow takes 
ime, money and trained staff. And following that up with the 
ion of original products — rather than just being a low-cost 
el of other people's designs — takes still more time, 
E | training. 
5 South Korea and Taiwan will need more time to follow 
lead into the world's high-technology telecommunications 
tkets, s, and for the moment must be content with pulling their 
y pue ladder through partnerships with foreign e 




















; osie technology brings with 
histicated levels of demand 
- but only after the market 
to appreciate the benefits that 
-hnology can bring. In this 
even. the financial dynamos of 
east Asia still lag behind their West- 
rn counterparts, particularly the US. 
This has now led to an apparent 
aly in Japan, where telecoms equip- 
makers have been exporting gear of 
gher level than they have sold at home 
- though the home market is set to catch 
p shortly. 
. While after privatisation and deregula- 
tion Nippon Telegraph & Telephone (NTT) 
sno longer the unquestioned master of the 
apanese industry, the giant corporation 
. Still retains the power to dominate the di- 
: -rection of the domestic market. 
- -+ Meanwhile in the US, Japanese telecoms 
-equipment suppliers are working closely with the regional Bell 
. Operating companies to provide the advanced services that US 
_ customers demand. Firms such as Fujitsu and NEC reckon that 
- experience gained in the US will stand them in good stead when 
_ it comes to selling state-of-the-art switches in other markets, such 
s Hongkong and Singapore. 
-. The contrast between NTI's “we know what's good for you" 
pproach and the American "give the market what it wants" line 
ould hardly be greater. But there is no disagreement as to the 
eneral direction in which telecoms technology is headed. 
The first big change, now in progress, is the switch from ana- 
to digital. NTT plans to complete this in Japan by 1997. 
lisation i in itself is very nice, because it enables all forms of 
ation — especially voice, data or video — to be treated 
ut to take full advantage of the power of digital systems, 
y (broadband) ‘systems are needed. These are based 
co ventional copper cable, but on E fibre that can 




















































carry vastly greater. amounts of data. —— = > | Sd 

NTT hopes to run optical fibre into every Japanese olie fac- 
tory and home by 2015. This of course will require a massi 'e 
investment in infrastructure, one that it is by no means. clear NTT 
will be able to afford — given the corporation’s poor perfor 
and the current state of the Japanese economy. - 

Another thing that is not clear is what the Japanese will do 
with all that capacity when they get it. NTT has had a tough 
enough time persuading customers to sign up for the first batch of 
its digital services, known collectively in industry jargon as 
narrowband Integrated Services Digital Network (ISDN). Since ISDN 
was introduced in Japan five years ago, it has attracted a mere 
70,000 subscribers. High-speed digital fax seems to be virtually 
the only digital service that Japanese companies are interested in. 

Why such a lack of enthusiasm? One problem is poor market- 
ing. Another is a relatively unsophisticated market for telecoms 
services, whereas North America, for a variety of historical, geo- 
graphical and cultural reasons, is reckoned to be the most ad- 
vanced telecoms services market in the world. Japanese telecoms 
executives concede that the US is at least two or three years ahead 
of Japan. And it is on this attractive market — traditionally the 
preserve of domestic equipment-makers AT&T and Northern 
Telecom — that Japanese switch-makers have set their sights. — 

American users, for example, want high-speed data links: to 
connect up their supercomputers, and to back up and recover 
their data centres. Industry research estimates that annual demand 
for such switched multi-megabit data services is approaching 
US$1 billion. 

Of the seven Japanese companies that formerly made up NTT's 
"family" of equipment suppliers, Fujitsu and NEC are the two that 
have made the biggest inroads into the US market. The area that 
z both firms are concentrating on for the fu- 
ture is a new generation of switches which 
employ something called asynchronous 
transfer mode (ATM) technology. 

ATM is a method of packet switching 
based on a compromise between the very 
different requirements for data (which is 
sent in large quantities) and for voice and. 
video (which are sent in real time). ATM 
switches will form the core of the 
broadband networks that the telephone 
companies plan to introduce during the lat- 
ter half of the decade. 

Fujitsu has been particularly aggressive 
in pursuing ATM related opportunities in 
the US. For the past year it has been work- 
ing with four out of the seven regional Bell 
operating companies — including Bell 
South, US West and Nynex — on field 
trials of its ATM switches. (Back in Japan, 
by contrast, the company has only just be- 
gun shipments of ATM equipment to NTT, and trials are not ex- 
pected to begin until later this year.) Much of Fujitsu's edge over 
its North American rivals derives from its high-speed chip tech- 
nology. 

For its part, NEC is the first firm to deploy commercial equip- 
ment that provides switched multi-megabit data services based 
on ATM hardware. The company has won a major contract to 
supply eight ATM switches to WilTel Communications of Tulsa, 
Oklahoma, a fast-growing new long-haul carrier. 

In addition to providing state-of-the-art hardware, NEC is also 
determined to offer world-class software with its switches. In late 
1990, the company set up a new Advanced Switching Laboratory 
in Dallas, Texas, specifically to develop telecoms software. The 
facility is staffed by more than 100 engineers. They are reported to 
be developing a broadband switching subsystem to enable the 
simultaneous transmission of voice, video and data through the 
public switched telephone network. 
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South Korea's teleconmunications idi is, like so many 

areas of its economy, Asia's second biggest after Japan. An- 

ual sales in the domestic telecoms sector run to more than US$5 
lion. 

- While South Korea's telecoms equipment makers still lag far 

behind their rivals in more developed nations, they have big hopes 

for becoming significant global players. As the domestic market 
. opens to foreign competitors, however, domestic telecoms makers 
-> will be hard-pressed to hold their own at home. 
5. The biggest spur to upgrading domestic telecommunications 
technology is a second mobile telephone network. The first net- 
- work, operated by the Korea Mobile Telecommunications Corp., 
is a subsidiary of the state telecommunications company, Korea 
_ Telecom. Although it is well on its way to becoming one of the 
- world's biggest mobile telecommunications networks since it 
_. Started service only four years ago, Korea Mobile Telecom cannot 
keep up with booming demand for car telephones. As traffic con- 
_ ditions in Seoul worsen, car phones are becoming a necessity for 
business executives. 

.. A decision on the second mobile telecom system, which is 
estimated to cost Won 500 billion (US$642 million), was sche- 
duled to be made in June, but with the project tangled up in 
bureaucratic infighting, bids have yet to be solicited. While the 
Ministry of Communications is pressing ahead with the project, 
the Ministry of Trade and Industry is more concerned about the 
ort-term effect of telecoms equipment on the trade deficit and 
v would like to delay the second network. 
= The second mobile telecoms project is intended to upgrade 
lean industry by forcing foreign companies to tie ii with local 
partners and ensure a generous technology 
transfer programme. Domestic companies 
hope that by the mid-to-late 1990s they can 
gin exporting cellular products. 
Although there has been a significant 
iey and research effort to localise dig- 
cellular technology, uncertainty over 
ch of two competing digital standards 
dopt is complicating the decision. 
While the second mobile telecoms sys- 
lem isa major spur to upgrading local tech- 
logy, it is not the only one. The first 
uth Korean communications satellite is 
t to be put into orbit in 1995 and ISDN is 
heduled for introduction in 1996, 
uth Korean manufacturers will have 
r work cut out trying to remain com- 
tive in a local market that is being 
ised open by the US. After several years 
of often bitter talks, the US and South Ko- 
rea have reached an agreement that will give foreign vendors 
_ more opportunities to sell into the South Korean market, by cut- 
_ ting tariffs, liberalising procurement and allowing larger foreign 
D equity shares in value-added networks. 
> If the South Korean Government truly opens up the market, 
d domestic makers are going to have to scramble to adapt. To date, 
* they have flourished in a hothouse environment where business 
- has simply been allocated by government fiat. International com- 
-petitors estimate that Korea Telecom pays two to three times 
“world prices for much of its equipment because of this. Korea 

Telecom is supposed to open up procurement to include foreign 
< vendors at the beginning of 1993. 
. So far, South Korean telecoms makers have largely concen- 
_ trated on the low end of the market. Production — and exports — 
are concentrated on telephone sets and private exchange systems. 
One area of some success has been the development of a digital 
witching system, which has been exported to Iran and the Philip- 
‘ines. 
The telecommunications equipment industry suffers from the 
same problems that beset other technology-intensive industries: a 
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shortage of trained manpower; high interest rates (which discour- 
age long-term investment, particularly in research and develop- 
ment); inflexible mass production systems, and poor component 
supplies. 

Rivalry between the Ministry of Communications and the Min- 
istry of Trade and Industry for control of telecommunications 
policy has also slowed the development ofan internationally com- 
petitive industry. But slowly, change is coming. Korea Telecom, 
the state-owned telecommunications monopoly, plans to spend 
just over Won 200 billion, or 4.2% of its estimated. turnover, on 
research and development this year, a figure which it intends to 
raise to 6% by the year 2001. 

Samsung Electronics, Goldstar and Daewoo Telecom are the 
only three companies in the country with any claim to interna- 
tional telecommunications skills. Daewoo's most notable achieve- 
ment in the export market was the installation of a 20,000-line 
digital switching system in Iran. 

The industry is largely driven by government policies. The 
Electronics and Telecommunications Research Institute (ETRI is a 
key technology centre, with a 1991 research budget of US$130 
million. ETRI's work is not strictly limited to telecommunications, 
however, for it coordinated a government-led consortium to de- 
velop semiconductor chips. 

In Taiwan, with high demand forecasts for telecommunica- 
tions services, the Directorate General of Telecommunications 
(GT) has proposed US$5.7 billion in expansion plans under the 
government's Six-Year Plan from 1991-96. Unlike other parts of 
the controversial national construction programme which have 
fallen behind schedule, the timetable for telecommunications 
projects has been accelerated as demand is 
growing faster than expected, especially 
from financial institutions. 

Already this year, the state-run mo- 
nopoly has let out contracts for a third- 
phase expansion of its cellular ‘phone and 
paging networks. Biddin among interna- 
tional telecommunications companies has 
been highly competitive. 

Sweden's Ericsson won a US$66 mil- 
lion contract to expand the island’s cellu- 
lar telephone network with US Motorola 
associate Motorola Electronics Taiwan, Inc. 
providing software services for an addi- 
tional US$14 million. Motorola also won a 
US$34 million contract to install equip- 
ment and services for 1.2 million addi- 
tional paging units using Chinese charac- 
ter displays. The equipment will be in- 
stalled by the end of 1993 and will almost 
double current capacity to 2,465,000 lines. Britain’s Cable and 
Wireless won an US$8 million bid for support services. 

More such spending on both radio and landline expansion of 
telecommunications is expected throughout the 1990s, including 
packet switching and videotex services. Much of the expansion is 
designed to aid the government's goal of making Taiwan a re- 
gional financial centre, with the fast growth in banking and finan- 
cial sectors requiring the application of optical fibre technology 
for both domestic and international communications links. 

Other expansion plans include increasing the domestic digital 
telephone network to 3.2 million lines by 1993. By that time, the 
DGT projects that 9276 of Taiwanese households will have tele- 
phone service. As of 1992, there are 34 telephones installed for 
every 100 people. 

The growth in demand has made DGT one of the most profit- 
able state-run corporations, with operating revenues of NT$87 
billion (US$3.5 billion) in 1991 exceeding operating expenses of 
NT$56 billion by 32%. The company's improved customer service 
has reduced long waiting lists for telephone installations from 
several months to only. a few days. = 
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VIDEO PHONES 


Here's looking 
at you, kid 


hat are the two fastest moving areas in telephone tech- 

nology? Clearly, number one has got to be mobility. 

Number two, not far behind, is video. What is not so 
iclear, however, is how the market for video phones will develop. 
Until very recently, it seemed that business and professional users 
would drive demand. 

In this scenario, digital video conferencing systems would 
shrink in size and price through several well-defined stages. That 
is, from studio (US$200,000), to rollaround (US$20,000), and fi- 
nally to desktop (US$2,000). Consumer applications would fol- 
low, but much later. 

Two new products announced in the first quarter of the year 
turn this scenario on its head. Aggressively priced at around 
US$1,500 and US$800, they are analog video phones aimed di- 
rectly at the consumer market. But they too are gunning for the 
desktop. 

50, which is it to be? Analog, digital — or both? 

For the moment, at any rate, digital remains the focus of most 
of the action. During the Gulf War, 
firms advising their executives not to 
fly, discovered video conferencing as a 
substitute for being there. The reces- 
sion has kept up the momentum. 
Video conferencing systems are still 
expensive, but they are a lot cheaper 
and less time-consuming than air 
travel. However, though growing at 
around 30% a year, the video con- 
ferencing market is still very small: it 
was worth around US$150 million in 
1991. And, as yet, there are fewer than 
10,000 systems in use worldwide. 

Future growth in this market will 
come through three factors. The first is 
a decrease in the cost of hardware. This 
will drop as a result of greater chip in- 
tegration — that is fewer components 
— and economies of scale. Industry 
pundits predict that US$2,000 is the 
magic number required to produce ex- 
plosive growth. At present, however, 
Hitachi's US$14,000 system is probably 
the cheapest one around. 

The second factor is an increase in 
he availability of high speed digital 
ines. To get a decent picture, at present you need a line capacity 
X at least 384,000 bits per second, and preferably four times that. 
As yet, however, such lines are relatively few in number and 
omewhat expensive to use. 

Finally, improvements are required in the clever compression 
oftware used to eliminate redundant information from digital 
"ictures before sending them. To give an idea of the magnitude of 
his problem, a colour picture encoded in digital format consists 
Ý well over a million pieces of information. To achieve smooth 
notion requires that the frame be changed at least 30 times a 
econd. 

If the capacity of your phone line is just 384 thousands bits a 
econd, then you are going to have to lose a lot of the original 
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information. But take away too much from a single frame and the 
picture turns grainy. The alternative is to drop whole frames, in 
which case motion becomes jerky. 

Much depends on what you want to do. After all, a video 
conference is not an action movie, nor does a small ^window" on 
a personal computer need the resolution of a large screen Tv. New 
compression chips expected shortly from Intel, Integrated Infor- 
mation Technology and several other firms should offer good 
enough resolution to meet most business and professional require- 
ments. 

The products that use these chips will rely on the spread of the 
digital telecoms infrastructure. For the moment, however, digital 
lines represent a relatively small fraction of the overall telecoms 
network. And it is into the existing — analog — network that two 
new and relatively inexpensive video phones are intended to plug. 

The first, announced by AT&T in January, sells for just under 
US$1,500. The second, announced by British Telecom (BT) in 
March, will be even cheaper — around US$800 — when it arrives 
on the market later in the year. The new videophones plug into 
ordinary telephone wall sockets. Calls made on them cost the 
same as a regular call. 

Although incompatible, both phones are functionally identi- 
cal. They use similar components — Japanese-made one-chip 
cameras and 3-inch colour liquid crystal display screens. (The dif- 
ference in price is due largely to the fact that the Br phone is a 
more advanced design in the sense that it uses fewer chips.) Both 
transmit pictures at the same rate — 10 frames a second — with 
the Br phone needing slightly less capacity (14,400 bits a second) 
than the AT&T one (16,200 kpbs). 

In fact, the BT phone Was designed 
and manufactured by a British com- 
pany, GEC-Marconi. Formerly an elec- 
tronic warfare specialist, the firm has 
latterly been redeploving its skills to 
meet the needs of the commercial mar- 
ketplace. Now GEC-Marconi is out to 
dominate the analog video phone mar- 
ket by establishing its version as the 
world standard. 

In addition to BT, the company has 
already sold its video phone (or the 
chips which make up the guts of the 
phone) to several other customers. 
They include Deutsche Bundespost 
Telekom and UK retailer Amstrad. In 
addition to phone companies and 
chain stores, the company is also talk- 
ing to personal computer makers who 
want to put video phone boards into 
their machines. 

The initial market that AT&T is tar- 
geting for video phones is well-heeled 
grandparents who would like to see 
more than the occasional snapshot of 
their grandchildren. BT has also come 
up with some novel marketing strate- 
gies. For British residents with relatives in Australia, the company 
plans — in conjunction with Australia Telecom — to offer simul- 
taneous delivery of video phones in both countries. 

British and US firms taking the initiative in a consumer market 
has come as a shock to the Japanese, who had been concentrating 
their development efforts on digital systems for the business mar- 
ket. But the Japanese also question whether fussy consumers will 
be persuaded by the considerably-less-than-television-quality pic- 
tures that the new video phones offer. 

Engineers who understand the technical achievement embod- 
ied in the phones are enraptured. But grannies could not care less 
about high technology — all they want is a good look at their 
grandchildren. = Bob Johnstone 
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DEVELOPMENT 


Home before 


abroad 


- Reports from Doug Tsuruoka, Kuala Lumpur, Paul Handley, Bangkok, 
Rigoberto Tiglao, Manila, Adam Schwarz, Jakarta, Sucheta Dalal, New 
- Delhi and Michael Westlake. 


oint ventures between Asian companies and foreign sup- 

pliers of equipment are the name of the game in several of 

Asia's developing countries, creating jobs locally and aiming 
to upgrade national levels of technology over time. 

But while this pattern of development of a local industry to 
feed a local market obviously saves the foreign exchange that 
direct purchases of equipment would require, is there a spin-off in 
terms of being able to serve export markets as well? 

The answer seems to be yes, but it takes time. And setting up 
lines for products for a home mar- 
ket which is expanding rapidly may 
only be suitable for export markets 
at a similar stage of development — 
because elsewhere technology will 
already have moved on. The result 
is an uneven spread of capabilities, 
created by an uneven spread of do- 
mestic requirements at different 
stages of development. 


Malaysia 

Years of licensing agreements 
with foreign partners have fed a 
thriving market for Malaysian- 
made telecommunications equip- 
ment, allowing the country to inch 
ahead of Thailand in the race to 
cultivate new export markets over- 
seas. 

Sapura Holdings — the parent 
company of Uniphone and Ma- 
laysia's premier maker of tele- 
communications terminal equip- 
ment — markets a variety of 
telecoms products. These include 
no-frills push-button telephones, sophisticated phones, pay 
phones, cellular phones, facsimile machines and pagers under 
franchise agreements with European, North American and Asian 
companies. 

Sapura is also an exclusive vendor of subscriber and other 
telephone sets to the privatised national telecommunications pro- 
vider, Telekom Malaysia. This has enabled the company to capture 
a 409» share of the domestic market. 

Its dominant position has also allowed Sapura a running start 
in exporting its products to the US, Japan, Germany, France, Italy 
and Vietnam. Preparations are also under way to export to Paki- 
stan, Singapore and Indonesia. 

But Malaysia's beach-head in these markets is still microscopic 
by major producers' standards. Sapura, for instance, had sold only 
5,000 phone units in the US and 1,500 units in Japan by July 1991. 
A major Malaysian complaint is that its telecoms equipment has 
trouble passing tough product specification codes in advanced 
countries. 

A campaign is under way, however, to find buyers closer to 
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home. Much of the current effort centres on Vietnam, where 
Sapura is already assembling several thousand telephone sets. It 
has signed a deal with the Ho Chi Minh City post and telecom- 
munications authorities to install 50 pre-paid card phones in a 
pilot project and has installed another 800 public phones in Hanoi. 
Sapura also operates a manufacturing plant for telephones in 
Bangladesh. 

The stress on joint manufacturing projects outside Malaysia, 
however, ensures that any new jobs created will be largely con- 
fined to host countries. This may be unavoidable given stiff rules 
on foreign investment which have been adopted by countries such 
as Vietnam, which are still emerging from virtual isolation. But 
Malaysian labour costs are rising, making it cheaper to rely on the 
untapped labour in less-developed countries. 

The potential direct benefit to Malaysia from export sales al- 
ready appears to have been limited by stiff requirements for local 
content, as well as the relatively depressed state of still emerging 
economies, as in Indochina. 

Protectionism by some Asean countries is also creating trouble 
for Malaysian telecommunications companies seeking to enter 
other markets in the region. A case in point is a recent decision by 
Indonesia's government to corporatise some state-run telecom- 
munications companies, which has upset plans by Telekom Ma- 
laysia to join in the privatisation of Indonesia’s telecommunica- 
tions sector. 

The competitive threat posed by 
Malaysia’s small but relatively ad- 
vanced telecoms industry could 
prompt similar reactions from other 
Asean states, though there have 
been increased calls for multilateral 
agreements within the group to 
lower such barriers in the interests 
of regional economic unity. 

Eliminating such barriers will be 
important if there is to be increased 
trade for Malaysia in the more fash- 
ionable telecoms products such as 
cellular telephones. 

Malaysian-made hand-held 
phones such as Sapura’s Nomad and 
Panther lines can be made more 
cheaply than their foreign counter- 
parts. But protective import tariffs 
are still impeding intra-Asean trade 
in such items. 

Looking to the future, Malaysia 
is still many years away from pro- 
ducing more advanced telecommu- 
nications equipment. An example of 
this is a recently signed deal with five foreign suppliers to provide 
Telekom Malaysia with a state-of-the-art digital telecommunica- 
tions system. 

Although the five contractors, including Japan’s NEC and Fu- 
jitsu, have teamed up with local firms, virtually all the hardware 
and technical know-how associated with the project — which will 
provide up to 4 million digital-exchange lines over the next five 
years — will come from foreign partners, 

Local firms will reap shared profits from such joint ventures. 
But they are unlikely to absorb much in the way of significant 
technology, which is still jealously guarded by foreign patent- 
holders. 

Another obstacle is the still relatively backward state of Ma- 
laysia's infrastructure for manufacturing advanced telecommuni- 
cations parts. Local manufacturing of telecoms products is still, to 
some extent, only an assembly-based operation, in which micro- 
chips and other complex parts are shipped in from advanced 
countries. 

There are encouraging signs that Malaysian companies are 
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eginning to break out of this mould. Some companies, including 
japura, are branching out into the production of more advanced 
'ommunications gear such as military radios and personal com- 
»uters through a series of co-production agreements with foreign 
irms. 


Thailand 
The opening up of the Thai telecommunications business to 
he private sector over the past five years has proved a boon to 
nanufacturers. Having access to the local market has encouraged 
1umerous producers of telephones and related consumer equip- 
nent to set up in the country; many of them have moved their 
»roduction bases from places such as Hongkong and Taiwan. 

Thailand has now got its own producer of satellite dishes: 
jamart Engineering. The company has prised open the local 
narket for satellite dishes, previously tightly restricted by over 
security-conscious government agencies. To keep its volumes up 
igainst the entry of other dish dealers, Samart has also begun 
porting their dishes around the region. 

But the award of a 2-million line telephone concession to the 
-haroen Pokphand group's new TelecomAsia Co. one year ago 
yas set the stage for some sizeable investment in local equipment 
nanufacturing. It ultimately could give Thailand the potential of 
»ecoming a supplier of telephone switching equipment to its 
Yeighbours as they begin to develop their communications net- 
works. 

TelecomAsia's 30-year concession to install the phone lines in 
irban Bangkok stipulates a significant amount of local content 
ind so suppliers of switching equipment — likely to be Germa- 
Y's Siemens and Japan's NEC — 
ire expected to make investment in 
ocal production-assembly facilities. 
[heir local market will be guaran- 
eed with long-term supply agree- 
nents with, and probably equity in, 
l'elecomAsia. The investment is ex- 
»ected to run to US$10-30 million. 

Exact plans have not been re- 
realed yet, however. One reason is 
hat a second mega-concession, to 
nstall another 1 million telephone 
ines in rural Thailand, is on the 
rerge of being awarded to one of 
our contenders. 


?hilippines 

A huge market for foreign suppliers could open up in the 
*hilippine telecommunications industry if the new government 
'an manage to jump-start the economy. But that, of course, is a big 
ac" 

Demand for telecommunication services is tremendous. In 
Manila, the backlog for telephones is estimated at 300,000, with 
he metropolis accounting for 69% of all the country's telephone 
ines. Even the booming Cebu area in the Visayas region for in- 
itance — which has become an export and tourism centre — has 
mly 7% of lines. The government's National Telecommunications 
Jevelopment Plan estimates that to raise the country's telephone 
lensity from 1.5 per 100 people to 3.5 by 2010, US$8.8 billion 
vould be needed. 

But the new government will have to untangle a complicated 
«not — resulting from a combination of past politically motivated 
»olicies and companies' quite natural desire for profit — to spur 
he country's telecommunications sector. 

The Philippine Long Distance Telephone Co. (PLDT) — in terms 
X assets P36 billion (US$1.4 billion) in 1990 the biggest private 
irm in the country — dominates the industry, with a near mo- 
'opoly ing for 94% of lines in the country. PLDT’s net 
»rofits in 1991, a bad year for the country, were P4.7 billion, 48% 
ip on the previous year. 
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And the company seems determined to block, with govern- 
ment assistance, any competition, especially in metropolitan Ma- 
nila. A new company, Digital Telecommunications Inc. (Digitel), 
claims that PLDT is so determined to entrench its monopoly that it 
is trying to prevent the firm's efforts to take over and develop 
currently government-owned and inefficient telephone systems in 
other provinces in Luzon. 

PLDT is allegedly also trying to undermine Digitel's plans to 
develop the telephone system in the under-serviced provincial 
areas outside Manila by planning to expand into the provinces 
itself. 

PLDT's justification for its moves is survival — claiming that 
the Marcos government, fearing a backlash from the people 
against higher rates, artificially held down the price of local tel- 
ephone calls — a policy the Corazon Aquino government has 
continued. 

As a result, it claims, at least 70% of its profits are generated 
from international calls, with its domestic operations actually 
showing a loss. In the past year, the threat to PLDT increased when 
its monopoly on international calls was broken when the govern- 
ment allowed two other companies, Philippine Global Communi- 
cations and Eastern Telecommunications Philippines, Inc., to open 
their own international services. 

PLDT claims that the two companies have much lower capital 
investments to recover, as the calls pass through PLDT’s systems 
in Manila. For PLDT, the only way to assure its long-term sur- 
vival would be to extend its control of telephone networks — 
through which international calls have to pass all over the coun- 
try, at the expense of new competitors. 

The situation is blocking the 
; growth of the country’s telecommu- 
= nications system. For instance, al- 
leged lobbying by PLDT successfully 
to block Digitel’s winning of a bid to 
purchase government-owned tele- 
phone systems in Luzon has torpe- 
doed the new company’s plans to 
invest more than US$1.5 billion for 
the new network. As a result, the 
entire project has been put on hold, 
waiting for Digitel’s suit against the 
government, for rejecting its bid, to 
be resolved (REVIEW, 27 Feb.). 
Ironically, the slow chipping 
away at PLDT's monopoly — even if 
so far ineffective — appears to be the result of the intense compe- 
tition among world telecommunications firms. PLDT's main tech- 
nical partner is AT&T, though it now gets its telephone sets mainly 
from Siemens of Germany. Digitel's foreign partner, on the other 
hand, is the British Cable and Wireless which has the legal limit of 
40% equity. It has the same share in Eastern Telecommunications 
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Philippines, Inc., which is involved in international com- - 


munications. 


Indonesia 

While the Jakarta government is spending heavily to improve 
its telecommunications systems, local Indonesian manufacturing 
outfits are still some distance away from being able to compete in 
overseas markets, industry analysts say. 

Most of Indonesia's modern telephone networks are supplied 
by one of three foreign companies. The first one in was Siemens of 
Germany. In 1985, Siemens was awarded the equipment contract 
for the Indonesian Digital Telecommunications System, known as 
STDI-1. Siemens' local partner is state-owned PT Inti. Industry 
officials say the Siemens equipment is expensive by international 
standards and would not be competitive if manufactured locally 
for export markets. 

In November 1990, Indonesia awarded a hotly contested fol- 
low-up contract, known as STDI-2, to two firms: NEC of Japan and 
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IT'S EASY TO UNDERSTAND THE ADVANTAGES — 
OF HAVING YOUR HUB IN AUSTRALIA WITH OTC. 


The continuing effectiveness of your communi- It would also make sense to be in a county 









cations network in the Asia Pacific region depends that will remain politically and socially stable for 
entirely on your choice of carrier. the foreseeable future. 
You need more than just leading edge technology OTC, Australia's worldwide communications 


tailored to your needs. You need a company with the company, meets all these criteria and more. 


resources to provide ongoing support once that Australia s communications market is also 
technology is in place. deregulated so we're highly competitive. 
And that means a carrier who can guide you So when it comes to locating your Asia Pacific 


through relocation issues as diverse as government hub, the reasons for choosing OTC l l l OTC) | 
regulations, immigration, housing and education. Australia are easy to understand. 





the US AT&T. Originally, STDI-2 was supposed to be for the instal- 
lation of 350,000 lines. Under severe pressure from both Tokyo 
and Washington, as well as from well-connected local firms, the 
contract was doubled and each of the two foreign firms was 
awarded a contract for 350,000 lines. 

The local manufacturing partner assigned to work with NEC is 
Elektrindo Nusantara (EN), 45% owned by the Bimantara Group. 
EN also makes ground stations for Indonesia's Palapa satellite sys- 
tem as well as small-capacity switching equipment. AT&T was 
appointed to work with Citra Telekomunikasi Indonesia to manu- 
facture equipment. 

Under the terms of the STDI-2 contract, both NEC and AT&T 
were permitted to import ready-made equipment for 200,000 lines, 
but required to build equipment for the other 150,000 lines locally. 
Industry sources say neither firm has yet begun manufacturing 
locally. 

These analysts say the low volume of production in Indonesia 
plus the high cost of credit in local financial markets results in 
high production costs, effectively pricing Indonesian manufac- 
turers out of export markets. 

But the cellular phone market is growing in Indonesia, at least 
in major urban areas, but volumes are still too small for local firms 
to be able to compete overseas. Cellular phones made by Philips, 
Motorola, Nokia, Ericsson and Dancall are imported into Indo- 
nesia but there is no local manufacture. 


India 

New Delhi is at present more concerned with a massive up- 
grading of telecommunications at home than with potential export 
markets. The government plans to spend Rs 400 billion (US$15.5 
billion) on telecoms infrastructure over the next five years, four 
times the spending level of the past five years. 

As much as 60% of the money is to be spent on new-technology 
automatic exchange equipment. This has until now been the pre- 
serve of state-owned Indian Telephone Industries (Iri). But now, 
manufacture of exchanges with more than 10,000 lines is being 
thrown open to the private sector. 

The smaller exchanges will continue to be supplied by ITI and 
other Indian producers licensed to produce them using technology 
developed by the Centre for Development of Telematics. 

A major reason for calling in foreign companies is that ITI has 
been unable to use advances in technology to help cut down the 
queue of those waiting for additional telephone lines. Part of the 
huge planned investment involves adding 12.5 million lines over 
the next five years, as well as converting a large portion of the 
national network to digital equipment. 

The target is to install a million extra lines during the next year, 
rising to 5 million lines a year by the end of the 1990s. rr! is only 
able to add 500,000 lines a year. 

Many of the world's big names in telecommunications equip- 
ment are vying for the new business in large exchanges. Some, 
such as Alcatel, Ericsson and Fujitsu already have Indian joint 
ventures which were set up to make such equipment, and Siemens 
— which owns 51% of Siemens India — is also a strong contender. 
Others seeking contracts with the Department of Telecommuni- 
cations include Lucky-Goldstar, NEC and Britain's GPT. 

While the government is privatising manufacture of equip- 
ment, it does not intend doing the same with telephone-operating 
companies — except for value-added services such as mobile, 
cellular and paging systems. A list of 30 companies bidding for a 
Rs 4 billion contract to run cellular networks in New Delhi, 
Bombay, Madras and Calcutta has been winnowed down to a 
shortlist of 15. 

The contenders are required to be companies registered in In- 
dia, and Indian companies are working out partnership agree- 
ments with such foreign entities as Alcatel, Ericsson, Finland's 
Nokia, the US' Motorola, Britain's Cable and Wireless and 
Vodafone, Singapore Telecom, Telkom Malaysia, Bell Canada and 
Hongkong's Hutchison Telecommunications. * 
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Magic of erbium makes sure calls get through. 


TECHNOLOGY 


The ‘more for 
less’ solution 


I f you want a good example of how the marketplace drives 





the development of new technology, look no further than 

lightwave communications. Telecoms traffic between North 
America, Europe, and Asia continues to grow on average between 
20-3096 a year. This growth has been enabled by one key factor in 
particular — the rapid improvement in the call carrying capacity 
of submarine optical fibre cables. 

In just 10 years, this technology has gone through three gene- 
rations. The first — exemplified by TPC-3, the initial trans-Pacific 
digital optical fibre cable, which went into service in 1989 — car 
transmit information at 280 megabits per second. That is, it car 
simultaneously handle around 16,500 telephone calls. 

The second generation — exemplified by TPC-4, which is 
scheduled to go into service this October — will double that ca- 
pacity, thanks largely to improvements in the quality of the silica 
glass fibre. TPC-4 connects the US and Canada with Japan, whence 
it will link next year to China and on down through Asia tc 
Taiwan, Hongkong and Malaysia. 

The third generation — exemplified by TPC-5/6, which is be- 
ing jointly developed by AT&T and Japan's Kokusai Denshir 
Denwa (KDD) for deployment across the Pacific in 1995 — wil 
ultimately offer around 10 times the capacity of TPC-4. That is, ii 
will be able to handle simultaneously around 300,000 calls. 

Such a huge increase in capacity is the result of a revolution ir 
telecoms technology. What makes this even more remarkable i: 
that, as well as being able to handle more calls, TPC-5/6 will alsc 
be simpler in construction than its predecessors, hence cheaper tc 
manufacture, deploy and maintain. 

The secret of how to get more for less is contained within the 
fibre itself, in the form of a new and radically different method o 
amplifying signals. Optical signals are staccato on/off pulses o 
light squirted out by a microchip laser. As they travel through tht 
fibre, the signals loose their sharp edges and weaken as the ligh 
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disperses due to impurities in the glass. This means that the sig- 
nals must be periodically regenerated. 
Conventionally, this is done by first converting them into elec- 


trical pulses. In this form they can be boosted, then converted 
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derive from the fact that solitons can be 


. support at least five channels and could 


back into light again for onward transmission. The complex de- 


vices that perform these functions are called repeaters. They must 
be strung out along a cable, like pearls on a necklace, at intervals 
of around 150 km. A trans-Pacific cable like TPC-4 thus needs 
more than 30 repeaters. 

Five years or so ago, it seemed that optical fibre technology 
was reaching its peak. All that could be expected were incremen- 
tal improvements. Then, in the mid-1980s, researchers at the 
University of Southampton, Britain, resuscitated an old idea that 
had been abandoned as impracticable 20 years earlier. 

In essence, what the researchers found was that, by adding a 
tiny amount of an optically active rare earth element called er- 
bium to the silica glass core, they could turn optical fibres into 
optical amplifiers. The trick is to use an infra-red microchip laser 
to pump energy into a short — typically 15-cm — section of er- 
bium-doped fibre. The energy excites the erbium atoms. When a 
weakened signal enters the treated section, the excited atoms 
transfer their energy to it, thus boosting the signal. 

Amplification by fibre happily turns out to be much more 

werful than amplification by the conventional, opto-electric 
method. This means that the intervals between amplifiers can be 
longer — the current goal is 200-300 km. Because they have fewer 
components, fibre amplifiers are relatively simple to build. 

The Southampton group's results set off a revolution in optical 
fibre research and development around the world. Since 1987, 
three teams in particular — one at AT&T Bell Laboratories in the 
US, the other two in Japan at Nippon Telegraph & Telephone 
Corp. and KDD — have been vying with each other to set new 
records for capacity and distance. 

The result of all this activity is that optical fibre amplifier based 

are now on the verge of commercial applications. Will 


- such systems, then, be the last word in optical communications 


technology? 

Not a bit of it: Bell Laboratories, having dramatically improved 
the performance of fibres, are now attempting to do the same for 
the pulses that travel through them. Since 1988, they have been 
working on a type of pulse known as a soliton. 

The attraction of solitons is that, unlike 
conventional pulses, they do not broaden, 
lose their shape, or weaken as they travel 
through the fibre. In theory, this makes 
them ideal for application to long-distance 
communications. In practice, the techniques 
for generating, modulating, and detecting 
solitons are still in the development stage. 

But results thus far are very encourag- 
ing. A Bell Laboratories team has succeeded 
in transmitting solitons at a speed of 5 giga 
(billion) bits per second over a distance of 
15400 km, and at 10 gigabits per sécond 
over 11,000 km. Such prodigious capacities 







very close together — just 10 tril- Distance (000 km) 


ing into one another. 
Even larger numbers are in the offing. A 
soliton-based system could realistically 


therefore carry an amazing 25 giga bits of 
information per second. In the light of such 
figures, Bell Laboratories scientists are un- 
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Radio vs fibre 


as way to go 





By Salamat Ali in Islamabad and S. Kamaluddin in Dhaka 

uperficially, it may seem that Pakistan and Bangladesh are 
= ideally placed to leapfrog wire-based telecommunications 
technology and head straight for the radio systems which 
have become fashionable elsewhere. Advocates of microwave and 
cellular systems have long pointed out that radio-based techno- 
logy is cheaper and quicker to install than long distances of cable, 
as well as having the advantage of mobility. 

In practice, the approaches adopted by both countries — 
though apparently diametrically opposed — demonstrate the need 
for different systems to meet different requirements. The choice of 
optical-fibre cable, microwave radio or satellite relays for trunk 
lines is dictated by geographical constraints as well as demand fos 
capacity, with the choice of end-unit — a fixed “plain old tele- 
phone” or a hand-held cellular unit — set by price and the poten- 
tial size of the market. 

Both countries are pushing hard to improve telecommunica- 
tions infrastructure as a stimulus to economic growth, and both 
have found that the cable-versus-radio argument is largely mythi- 
cal. Real life shows that the systems are complementary, and that 
a mixture of systems is necessary to cover different applications 
In both cases, pent-up demand for even a basic telephone service 
is a major problem at the lower end of the economy, while re 
stricted access to overseas lines, data and other more sophisticatec 
services are serious constraints on business. 

But improvements are on the way — and fast. Judging by 
official targets as well as work actually in progress, Pakistan is 
undergoing a telecommunications revolution, with an average o 
one new telephone line being installed every minute. By early 
1993, Pakistan aims to be one of the few Asian countries wit? 
effectively no backlog of demand and a: 
near as possible to zero waiting time for i 
č new connection. 

Under its policy to deregulate and pri 
vatising the economy to stimulate growth 
the government has assigned the highes 
priority to development of badly neglectec 
infrastructure, especially that in telecom 
munications. 

The erstwhile Telephone and Tele 
graph Department's plan only to clear the 
backlog in demand by the year 2003, lec 
to its demise. Instant approval was giver 
in late 1990 by the then newly elected gov 
ernment to a longstanding proposal t 
make the department an autonomou 
corporation in the public sector. Th 
reultant Pakistan Telecommunication 
Corp. (PTC) was ordered to meet all th 
targets of the previous plan by 31 Marc 
1993. 

It was granted full autonomy in deci 
sion-making, including new planning, an 
was told to work on purely commercia 













derstandably confident that the combina- à d ber ui lines. In addition, the government an 
tion of optical amplifiers and solitons could Number of telephone circuits ('000) nounced its willingness to bow out of an) 
well prove to be the transmission system | | 22 Akae segment of telecommunications opera 
for the 21st century. m Bob Johnstone = tions where the private sector was willin; 
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Some companies search the four 


corners of the world for the most advanced 


telecommunications technology. 





Curious, isn't it, when so many leading 
corporations and most major telephone 


companies have already found it. 
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Technology the world calls on. 





to step in. 

The results so far have been positive. The domestic telephone 
network jumped from having 1.1 million lines at the end of the 
last fiscal year in June 1991 to a total of 1.4 million over the next 
few months, with a target of 2.2 million by March 1993. 

Pakistan’s three international exchanges increased capacity 
from 1,610 to 2,550 circuits by the end of June 1991. To match 
expansion in the gateway exchanges, the satellite earth stations at 
Islamabad and Karachi also acquired more circuits. Conversion of 
all telex exchanges from analogue to digital systems was com- 
pleted by April this year. 

Secretary of Communications Salman Farooqi said that despite 
larger than ever amounts of income being ploughed back into the 
telecommunications sector, the PTC expects to earn net profit of 
Rs 6-7 billion (US$240-280 million) during the current fiscal year. 
In addition, over the same period, the government will have net- 
ted some Rs 3 billion in customs duty on the PTC's imports of 
equipment. 

As a result, despite the big outlays on expansion, the PTC re- 
mains the biggest profit-earner of all the public sector enterprises. 

The PTC's plans now being implemented include a 2,036 km 
optical-fibre km digital trunk link between Karachi and Islamabad, 
being set up by Australia's OTC. This line is just about to be 
commissioned. The PTC is soon to call for international tenders for 
extending this arterial line up to Peshawar and for laying a 
trunk line parallel to the Karachi-Islamabad link, west of the 
Indus river. 

Around 70% of all trunk lines will use digital signals on opti- 
cal-fibre cables by the end of March 
1993, with the remaining copper 
wires to be replaced gradually un- 
der a phased programme over the 
next couple of years. 

The PTC has signed contracts for 
400,000 new lines to be installed by 
Alcatel of France, Ericsson of Swe- 
den, Germany's Siemens and South 
Korea's Daewoo. Total cost will be 
US$500 million. 

The upgrading of the interna- 
tional gateway exchanges is aimed 
at giving all telephone subscribers 
the facility for worldwide dialling, 
something which is highly re- 
stricted at present. 

Both Farooqi and PTC chairman 
Mian Mohammed Javed said that 
they find optical fibre systems more 
cost effective than satellite transmission, and in no way less effi- 
cient. 

Javed also said that cellular telephones introduced to Pakistan 
by two foreign companies were massively more expensive than 
his telephones. Although research was constantly reducing, the 
cost of cellular telephones, developments in optical fibre were 
doing the same. The time to compare the cost effectiveness and 
efficiency of the two transmission media would be seven to 10 

» years from now, he said. 

Not that the top end of the market is being neglected. Farooqi 
said video-phones would begin appearing in cities towards the 
end of this year. Also, a third company is to be licensed for cellu- 
lar telephones in addition to the two which have been operating 
for the past year. 

Unlike Pakistan, Bangladesh, with flood problems and starting 
with less existing telecommunications infrastructure which can be 
upgraded, finds radio-based systems a more attractive proposi- 
tion. However, it has not yet taken the plunge, though plans are in 
hand to do so. 


Floods the enemy of fibre. 


There are only 260,000 telephone lines in the country at the 


moment, of which all but 26,000 lines use the old analogue elec- 





FAR EASTERN ECONOMIC REVIEW 


remaining 10,000. 

Worldwide tenders will be called for soon, with suppliers 
credit and technology transfer being sought. The government is 
still deciding whether it should go for build, operate and transfer 
or build, lease and transfer schemes. The whole programme i: 
expected to cost in the region of Taka 11 billion (US$289 million) 

More immediately, the government has agreed to make fund: 
available for installing another 100,000 new lines during fisca 
1992-93, beginning in July, with a projected cost of US$200 mil 
lion. Plans are also being finalised to ensure the installation of ¿ 
further one million new lines by the year 2000 to keep pace witl 
increased demand. This would call for an investment of well ove 
US$2 billion. 

To give the whole nation direct dialling, digital exchange radic 
links are to be installed this year. In addition, some 1,000 loca 
trade union branch offices have been selected as the growth cen 
tres where fixed radio public call offices will be established in the 
next fiscal year. 

The previous government had agreed to allow a local privat 
company — Bangladesh Telecommunications Limited (BTL) — tc 
market cellular telephones in major cities, such as Dhaka anc 
Chittagong, using the publically owned Telephone and Telegrapl 

ud Board (TTB) infrastructure. Official: 

==: say that the plan collapsed following 

the overthrow of the regime of H 

: M. Ershad, the new governmen 

cancelled the agreement. BTL ha: 

filed a writ challenging the cancella 
tion. 

But plans for radio systems an 
still in hand, and on a bigger scale. / 
TTB expert said that radio suit 
Bangladesh better than cables, bein; 
far cheaper to install, avoiding th 
need for cable network planning 
and being easier to repair anı 
maintain. 

On cost, for instance, in Dhak: 
investment of Taka 30,000 is neede 
per subscriber for wired-based tele 
phones in densely populated area: 
The cost is prohibitive in low densit 
areas. Therefore, the expert said, the key to speedy developmer 
of telecommunications in rural areas is radio. 

This option was neglected by the previous government, whic 
avoided taking any major decisions about the introduction of nev 
technology or technology transfer. Instead, it favoured purchase 
of ready-made equipment. 

The Ershad government rejected offers from Germany fc 
modernising the country’s telecommunications through grant: 
first in 1984 and again in 1987. On both occasions, the governmer 
preferred to buy exchanges from Japan with funds provided b 
the Japanese Government. The Japanese deals did not offer an 
technology transfer or standardisation of the telephone system. 

Nevertheless, the telecommunication sector is extremely profi 
able and the TTB has been making a steady net profit of Taka 3-3. 
billion a year. With better technology, the sector's profitabilit 
could be further improved. 

Besides improving the domestic network, the government : 
also talking to potential suppliers of a third satellite earth statio 
in Dhaka. The 450 international lines provided by the two existin 
stations are already insufficient, and another 800 lines will b 
needed by 1995. 
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AUSTRALIA 


Downunder 
looks to Asia 


By Alan Deans in Sydney 


he goal of OTC Australia is crystal-clear in the mind of its 

new head, Frank Blount — it is to pursue a global expan- 

sion strategy designed to position the group as the pre- 
eminent player in the Asian region. 

The former AT&T group president has weighed up the options 
and decided to press ahead with a programme began by OTC's 
predecessor more than 10 years ago. 

Blount, who was the surprise choice last year as chief executive 
for Australian and Overseas Telecommunications Corp. (AOTC) — 
orc Australia’s parent company — has embraced the idea that the 
only way for his organisation to offset the potential loss of market 
share within Australia, after the introduction this year of new 
players, is to continue the offshore push. 

Blount believes that the Asia Pacific telecommunications mar- 
kets will grow from US$60 billion in 1990 to more than US$200 
billion by the turn of the century as countries deregulate and 
modernise their phone systems. OTC already has a firm foothold 
in Asian markets including Indochina, Hongkong, Thailand, the 
Philippines and Kazakhstan and it has ambitions to push into 
Indonesia, China, Taiwan, South Korea, Malaysia and even Japan. 

orc Australia is responsible international operations. It was 
formed from the combination of OTC International and Telecom 
Australia International when the two parent companies (OTC and 
Telecom) merged in February. It is backed by a parent with annual 
revenues of around US$7 billion, assets of US$17 billion and 
profits of US$1.5 billion. 

AOTC is the sixth-largest user of the Intelset communications 
system and the third-largest owner of submarine communications 
cables. Its global network connects 218 distinations in 185 coun- 
tries. The company argues that this makes it uniquely placed to 
provide a one-stop service for a country, rather than negotiate 
individual agreements with each of these areas. 

Blount may talk big, but there is no reason to believe that his 
words are hollow. OTC already has operations of one description 
or another in more than 40 countries. 

Telecommunications expert with the Australian Government's 
export agency Austrade, Peter Higgins, says that the spread of 
interests is too broad. OTC agrees, and says that its core focus of 
activities will become mainland Asia. 

But why should a comparative newcomer from Australia suc- 
ceed when it is up against tough global carriers from Hongkong, 
France and the US? 

There are several factors which have allowed OTC to establish a 
strong foothold in the region. Those factors should continue to 
benefit the organisation. The first is AOTC's strong domestic base. 

Almost all of AOTC's assets are concentrated in a monopoly 
home market. That gives it the ability to fund offshore moves in 
comparative comfort, at least until later this year when its licensed 
competitor, Optus Communications (a consortium made up of 
Bell South, Cable and Wireless, Mayne Nickless and institutional 
investors) starts up and another mobile telephone licence is is- 
sued. 

A second factor is the nature of AOTC's home market. The 
company has to operate on a continent in conditions which range 
from large cities, such as Sydney, to remote cold climates such as 
the Snowy Mountains and to the heat of the outback, giving it 
experience of challenging environments. 
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A third factor is the stringent conditions AOTC has enforced on 
its equipment suppliers. The organisation has been at the fore- 
front of telecommunications technology, witnessed by the fact that 
world leaders such as Philips, Alcatel and Ericsson have large 
manufacturing operations in Australia. It also has poured its own 
funds into research and development projects, and succeeded with 
products such as call switching. 

Higgins says that another factor is the growing number of 
Asian migrants in Australia. They form a natural base load ir 
cases where international telecommunications links are being 
formed between, say, Indochina, Australia and the rest of the 
world. People, who not so many years ago were forced to flee 
their homeland, now can pick up the telephone and call home oi 
relatives who fled elsewhere. 

This year has been a big one for the company. It commissioned 
in February a satellite earth station in the Kazakhstan capital ol 
Alma Ata to provide a minimum 60 international telephone cir- 
cuits. An agreement was negotiated in March to provide a similai 
service in the Sakhalin capital, Yuhzo-Sakhalinsk. Calls are chan 
nelled through Sydney, and then the world, using OTC's network 
In Pakistan, OTC is installing a 2,000-km optical-fibre trunk link 
between Karachi and Islamabad. 

A business office was opened in Jakarta in April coinciding 
with the announcement that Australia would co-finance the Asiar 
Development Bank's US$350 million telecommunications projec' 
in Indonesia. OTC is very keen on getting into Indonesia, and Prime 
Minister Paul Keating recently announced it was having talks 
with PT Telkom and Indosat about developing an optical-fibre 
network for domestic and international telephone links. There i: 





Vietnamese, call home. 


an estimated demand for up to 5 million phone lines in Indonesia 
ever the next five years. 

One of OTC's more successful ventures has been in Vietnam. | 
established earth stations in Ho Chi Minh City and Hanoi to han 
dle international calls, and has boosted traffic from 800,000 min 
utes annually to more than 13 million. A fibre-optic cable is being 
laid between the two cities and a mobile network established. 

The group is now expanding its reach into Cambodia, and ha: 
built an earth station in Phnom Penh. There is a 10-year busines: 
plan to established a network of exchanges. OTC also has taken th« 
unusual step of teaming up with Indonesia to bid for a satellite 
communications system for the UN forces overseeing the estab 
lishment of a transitional government in Cambodia. The multina 
tional initiative has been taken, according to OTC's Indonesiar 
regional manager John Malcolm, because of Indonesian experi 
ence with technology which allows satellite circuits to be used as 
demand requires, rather than maintaining permanent circuits. The 
network would be designed to service 22,000 UN personnel, in 
cluding Australians. 
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_ By Lincoln Kaye in Peking 

or a supposedly planned economy, China puts up with a 
woefully eclectic hodgepodge of a telecommunications 
i system. Public switching systems (SPCs, or “stored-pro- 
|. gramme-control" exchanges) are provided by as many as eight 
.. suppliers from six different countries. 

^. Part of the reason is historical; western telecommunications 
*- vendors, following the flags of imperialism, first penetrated the 
Chinese market well over a century ago. 

. Alongside the main public network run by the ministry of post 
and telecommunications (MPT), organisations such as the railway 
1inistry and the military each maintained their own proprietary 
etworks. Even the ministry of energy resources (formerly the 
petroleum ministry) runs a network of satellite earth stations. 

. This hardly mattered when the telephone network was spread 
o thin that the only way to be sure of getting a line was to build 
me's own network. But such scattered efforts will not do in a 
ecade when double-digit industrial growth and rapidly rising 
rsonal incomes are producing a huge jump in demand for tele- 




































ommunications services. 
In the course of the current Five 
ear Plan (running to 1995), China's 
witching capacity is scheduled to 
ncrease by 75%, to 35 million lines. 
"xed asset investment in telecom- 
munications totalled Rmb 20 billion 
US$3.65 billion) over the last (1986- 
90) plan period, and increased last 
year to over 6 billion Rmb with no 
‘let-up in increasing demand in sight 
for years to come. 

Operating and maintaining such 
à variety of systems compounds the 
¿expense and reduces the efficiency 
of China's telecommunications. Im- 
porters and manufacturers forgo 
economies of scale, localisation 
timetables become harder to meet, 
-—. while service and software support suffer. 

- China is starting to learn the lesson of the costs of failure to 
unify its systems. The State Council last year granted the MPT 
authority over all of China's telecommunications networks, 
_ whether in the regions or in other warrens of the bureaucracy. 
«| Such is the MPT’s monopoly power that it has become China’s 
-.. sole government regulatory body, telephone network owner and 
- "main telecommunications equipment manufacturer, all in one. 

Strategy, as well as economics, prompts China to buck the global 
“trend of telecoms deregulation and privatisation. Premier Li Peng, 
who rose to power through the planning bureaucracy, pro- 
“nounced back in the mid-1980s that telecommunications — and 
particularly domestic and international long-distance lines — were 
“too important to national security to allow out of government 
control. 
At the same time that it beefed up the MPT, the State Council 
limited to three the number of Sino-foreign joint ventures allowed 
^to manufacture SPCs, the mainstay of China's telecommunications 
expansion to date. The three beneficiaries have already been cho- 
thai Bell (an affiliate of France's Alcatel), a Peking joint 
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venture by Siemens of Germany and one with Japan's NEC in 
Tianjin. mE | 

So future long-term prospects look dim for such other foreign 
suppliers as Fujitsu, the US' AT&T, Canada's Northern Telecom 
(NT) and Sweden's Ericsson, despite the fact that at the moment: 
Fujitsu and Ericsson have 16.5% and 15.8% of market share Te 
spectively, behind only Alcatel with 25.7% and NEC with 23.3%. 
But supply of sPCs will still fall far short of demand for at least the 
next five years, leaving a niche for the also-rans. | 

Forward-looking companies are also homing in on promising 
new growth areas aside from SPCs. Ericsson and Motorola, be- 
tween them, share the burgeoning market for cellular mobile 
phones, with ability to provide such a service to nearly a quarter- 
million customers in major centres. 

Other promising areas include optical-fibre cables and other 
transmission media — such as microwave equipment — to hook 
China's more far-flung areas into the network. By the end of the 
decade, according to MPT minister Yang Taifang, China hopes to 
be well along the road towards developing an integrated services 
digital network which can handle voice, data, text and image 
transmission simultaneously. 

Meanwhile sPCs remain the name of the telecommunications 
game in China, and the three chosen joint-venture partners are in 
a position to widen their edge. Of the three, Alcatel is by far the 
most formidable, with a 30% market share in line capacity al- 
ready. Part of its advantage is inherited: when the parent company 
acquired Belgium Bell in 1989, it automatically took over its con- 
trolling interest in Shanghai Bell. 

Since then, however, Shanghai Bell has more than trebled its 
original designed capacity of 300,000 lines per year. It means tc 

! ama 2 grow by another 50% to 1.5 millior 
-lines a year within the current Plar 
and to reach the 2 million mark by 
the end of the century. A subsidiary 
plant in Guangdong will start pro- 
ducing by the end of this year anc 
another is planned for the Pudong 
industrial zone. 

By stealing a march on the com 
petition with aggressive investment 
Alcatel has managed to build up i 
formidable sales and service net 
work and stabilise the software fo 
its S-1240 system, its main produc 
in China. The system deals espe 
cially well with peak loads, per 
forming creditably even when 955 
of its lines are in use — a not un 
common occurrence in China. 

Alcatel has not been exactly shy about offering attractive term 
on foreign-exchange loans. France is China's second-largest bilat 
eral aid donor, and has been generous with concessionary financ 
ing for telecommunications purchases. 

Alcatel subsidiaries elsewhere in Europe have tapped their ow! 
governments for soft loans to breach the China market. Its Span 
ish subsidiary, for instance, got nearly US$50 million from Madri 
to sell sPCs in Sichuan and Shanxi. 

Concessionary finance has also been a key to Japan's success i 
selling telecommunications to China. During the second round c 
Japanese loans to China (starting in 1985), Tokyo forked up mor 
than Y35 billion (about US$250 million) for telecommunication 
equipment. | 

[Industry sources say that far more is under negotiation now 
with third-batch loans targeted at Guangdong, Shanghai, Jiangst 
Tianjin and Shenyang. Such largesse helped Fujitsu to become th 
first foreign company to sell modern sPCs to China (in Fujian i 
1982), while NEC is tightening its grip on the industrial northeas 
Sweden and Canada have also provided long-term, low-intere: 
loans to China for telecommunications. 
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Cost of a crisis 


Thailand can bandage economic wounds of military crackdown 





By Jonathan Friedland in Bangkok 


hailand’s economy has been 

bruised, but not battered, by the 

violent crackdown on demonstra- 

tors demanding the overthrow 
of unelected prime minister Suchinda 
Kraprayoon. The eventual price Thailand 
will have to pay to restore confidence 
hinges on an orderly and timely resolution 
of the current crisis. 

The most immediate economic conse- 
quence of the bloodshed of 18-20 May has 
been to bludgeon tourism revenues, Thai- 
land’s single biggest source of foreign ex- 
change, and to traumatise the country’s 
workforce. Business in Bangkok slowed to 
a crawl during the week of turmoil. Fears 
of further violence and uncertainty over the 
nation’s future sapped productivity. 

The longer-term impact is still hard to 
gauge. But barring any more violence, 
most observers believe the damage to the 
economy will be limited. “In the long run, 
I think this will be a pause without signi- 
ficant impact,” says David Hendrix, the 
head of Citicorp’s Thai operations. “Thai- 
land may have to work harder to attract 
capital given the overall global situation, 
but even with the events of the last week it 
is still a very attractive destination.” 

Thai borrowers are nonetheless con- 
cerned that they will not be able to secure 
offshore financing as easily or as cheaply 
as in the past. This is a particular worry at 
a time when the country’s dominant com- 
mercial creditors, Japanese banks, are al- 
ready curtailing their lending activity. The 
lenders’ fears were heightened on 21 May 
when rating agency Standard & Poor's put 
Thailand's sovereign debt on its watch list 
for possible future downgrading. 

“Margins might go up because overseas 
lenders want to have higher margins any- 
way," says Tri Kanchanadul, Bangkok rep- 
resentative of Manufacturers Hanover 
Trust Bank. 

Blue-chip borrowers have not yet been 
affected, says Vichit Suraphongchai, senior 
executive vice-president of Bangkok Bank, 
Thailand's largest lender. Twenty-four for- 
eign banks signed a US$125 million Bang- 
kok Bank floating rate note three days be- 
fore the crackdown "without any hesita- 
tion," he points out. Thai Farmers Bank, 
which is seeking to raise US$75 million, 
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Business in Bangkok sient 4 a crawl. 


also says it does not expect a negative revi- 
sion of its terms. 

Ministry of Finance officials told the 
REVIEW, however, that several second-tier 
Thai banks were facing a reluctance by 
overseas correspondent banks to provide 
short-term financing until the political un- 
certainty was resolved. 

The decline in private investment, al- 
ready apparent since early 1990, is likely to 
be prolonged. This could stall a slate of 


Tourists stay 
away in droves 


For the first time in anyone’s memory, 
the doyen of Bangkok hotels, the Orien- 
tal, slashed its room rates for preferred 
customers in an attempt to make the best 
of what is shaping up to be a disaster for 
Thailand’s tourism industry. More than 
in any other part of the business commu- 
nity, the soldiers’ fusillades are echoing 
loudest in the empty lobbies of the capi- 
tal's hotels. 

"Tourism will be devastated for the 
remainder of the year, maybe even next 
year too," says ind ent Thai econo- 
mist, Chesada Loha-unchit. Adds Chanin 
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long-delayed infrastructure projects that 
require substantial offshore financing. 

Privately owned projects already under 
construction, such as the Baht 10 billion 
(US$390 million) Don Muang Tollway and 
the Baht 17 billion second stage of the 
Bangkok expressway, are unlikely to be 
affected. Bigger question marks hang over 
Hopewell Holdings’ Baht 80 billion Bang- 
kok urban transport scheme and the Baht 
65 billion Lavalin Skytrain project. 


Donavanik, executive director of Thai- 
land’s hotel company, Dusit Thani 
Hotels: “We had been seeing a month- 
by-month improvement during the early 
part of the year, but that has been blown 
away now.” 

The to Thailand's image as 
the “Land of Smiles” has nasty implica- 
tions for the economy. Tourism receipts 
account for about 5% of GDP and are the 
country’s single biggest 
earner. Theni ee poda ie 
lihood for hundreds of thousands of 
workers. 

In the immediate aftermath of the 
military crackdown, hoteliers and tour 
operators said they suffered widespread 
cancellations, both by domestic and for- 
eign travellers. one! i AA rates at five- 
star hotels dropped from an aici 


A IIINE 12023 





Thai technocrats are intent on forging 
mhead with negotiations on other badly 
needed projects in transport, power and 
Kelecommunications, particularly those in 
which the government has a dominant 
»ownership role. But "private investors 
aren't going to be in any hurry to sign 
[new] agreements," admits Niphat Bhuk- 
kanasut, director-general of the Ministry of 
Finance's Fiscal Policy Office. 

Many economists guess that the aggre- 
gate result of the crisis to date will be to 
"trim about one percentage point off the GDP 

wth rate in 1992. Government estimates 

or GDP growth had been about 8%, though 
according to prominent economist Chesa- 
«da Loha-unchit even a drop to 6% “would 
allow the economy to keep its head up.” 

During previous periods of serious po- 
litical instability, consumers have tended 
to save more and spend less, particularly 
on more expensive durables and on prop- 
erty. “People will not stop buying deter- 
gent or noodles as a result of what hap- 
pened,” points out Mark Greenwood, busi- 
ness development manager at First Asia 
Securities. “If things settle down, they will 
continue to buy cars and houses as well.” 

Nonetheless, most brokerage houses are 
revising downwards their corporate earn- 
ings estimates for the year, albeit from a 
healthy overall level of around 11%. Ana- 
lysts expect hotel companies, industrial 
and commercial property firms and insur- 
ance companies to fare the worst. 

On the external side, the crisis is having 
1 negative, though so far modulated, im- 
pact on Thailand's efforts to curb a persist- 
ent current-account deficit, a side-effect of 
growth rates that have topped 8% annu- 
ally since 1987. 

Bangkok has been making good 
progress in whittling away the current-ac- 
count deficit. It fell 43% to Baht 32 billion 
in the first three months of 1992 on a year- 


anaemic 60% to 20-30%. The losses in the 
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led to 4.8 million as a result of attractive 
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Thailand’s external account 


Total: Baht 49 billiont 
-resident accounts 
29.2 
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on-year basis, largely as a result of lower 
import growth, modestly improving export 
demand and buoyant tourism receipts. 

The financing of the deficit has been of 
particular concern to the BOT and to Fi- 
nance Minister Suthee Singhasaneh. About 
two thirds of the imbalance is financed by 
short-term borrowings, a sizeable portion 
of which flows through non-resident baht 
bank accounts. 

The fear is that "guys sitting in Hong- 
kong and Singapore might decide that the 
couple of points they can arbitrage on Thai 
interest rates just isn't worth it anymore," 
points out Scott Klimo, an analyst at Smith 


Arrivals in 1990 and fell by 
2.4% in 1991, hurt by the Gulf War, reces- 
sions in the US and Australia, higher 
room rates, fears over AIDS and com- 
plaints over increasing pollution at re- 
sorts 


Hoteliers had been hoping that the 
growth of arrivals in early 1992 would 
give them a respite from the strains that 
came with a 40% increase in deluxe Bang- 
kok hotel rooms in 1991, 

Another deluxe room glut is on the 
horizon for 1993-94, when one hotel alone 
— the Imperial Queen's Park — will add 
another 1,400 rooms to the market. In- 
stead of a period of firming room rates, 
the expectation now is that “hotels will be 
even more willing to cut their prices," 
says Dusit Thani's Chanin. 

The Tourism Authority of Thailand 
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New Court in Bangkok. 

Evidence of substantial capital flight 
has, however been sparse. This has pro- 
duced an audible sigh of relief from gov- 
ernment technocrats, who have worked 
hard to ensure the stability of the financial 
markets during the crisis. 

They have sought to limit the possibi- 
lity of raising the prime interest rate in de- 
fence of the baht by injecting a modest 
amount of the US$19.5 billion in official 
reserves into the banking system. The hope 
is that domestic interest rates, which have 
dropped steadily since early 1990, will not 
deter a revival in investment. 

The Thai Government entered the crisis 
in a strong financial position. To supple- 
ment domestic tax revenues, which ac- 
count for about 80% of its budgetary needs, 
the government embarked on a U5$2.5 bil- 
lion borrowing programme in the fiscal 
year starting last September. The bulk of 
the funds were deliberately raised prior to 
the February elections. 

Niphat suggests that a decline in the 
services surplus, half of which is accounted 
for by tourism revenues, could mean a rise 
in the current-account deficit from an esti- 
mated 8.1% of 1992 GDP to 9%. This could, 
however, be offset by reduced demand for 
imports, the bulk of which are intermedi- 
ate and capital goods. 

In the worst-case scenario, merchandise 
receipts would collapse along with tour- 
ism income, and economic sanctions 
would be imposed by bilateral and multi- 
lateral donors. Even then, says Niphat, 
“We are capable of tiding ourselves over 
for 18 months.” 

This is unlikely to happen. But it is pa- 
tently clear to the government's economic 
advisers, many of whom are holdovers 
from the previous government of Anand 
Panyarachun, that an active effort has to be 
made to restore confidence in the Thai 


(TAT), which had been pinning its 1992 
marketing efforts on “Thai Woman's 


Year" and on its 


to refurbish 


eyesores like Pattaya, is scrambling to 
control the damage. TAT governor 


Dharmnoon Prachuabmoh convened a 


meeting with private tour operators and 
other industry executives on 22 May to 
draw up a strategy for luring tourists back 
to the country. 


A TAT statement argued that the po- 


litical situation had returned to normal 
and it urged tour operators to inform 
their clients they would "be able to 
travel as before without any problem." 
But the television images of 


minds 


protesters 
shot are likely to linger in the 
of vacationers longer than even 


the most expert TAT campaign. 


@ Jonathan Friedland 
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economy. “The big issue here is an intangi- 
ble on the country’s balance sheet,” says 
one of the advisers. “And that is goodwill.” 

Businessmen looking for a silver lining 
to the cloudy political situation say that 
Suthee may be able to turn the turmoil to 
his advantage on at least two fronts. One is 
to push through market-oriented policy 
reforms that might otherwise be stalled by 
partisan political jockeying. The other is to 
use this period, when the government is 
under intense scrutiny, to rush through a 
bidding regime on government-related in- 
frastructure projects that is less open to cor- 
ruption. 


One sign of this latter window of op- 
portunity came on 19 May. Only hours af- 
ter scores of protesters were killed by the 
military in Bangkok's city centre, the Tele- 
phone Organisation of Thailand named the 
consortium that would have first crack at 
negotiating a Baht 35-40 billion rural tele- 
phone project. The opening of the financial 
proposals had been delayed several times, 
and officials confirmed that they decided 
to go ahead on the 19th to send a positive 
signal to the business community. 

Officials also take comfort in the fact 
that the lion’s share of foreign investment 
in Thailand emanates from Japan, Taiwan 
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Making waves 


South Korea’s new central banker pushes reforms 





By Mark Clifford in Seoul - 


ank of Korea governors are seen but 
not heard. Newly appointed Cho 
Soon, an outspoken advocate for 
more competition in South Korea’s back- 
ward financial markets, wants to change 
that. The new head of the central bank 
might just succeed. 

The Bank of Korea has been a subordi- 
nate to the Ministry of Finance, but Cho's 
previous stints as deputy prime minister 
for economic affairs and as planning min- 
ister give him a higher rank in the govern- 
ment than Finance Minister Rhee Yong 
Man. Moreover, Cho's ties to President 
Roh Tae Woo — he taught Roh economics 
at Seoul National University — bolster his 

ition. 

Nonetheless, Cho's blunt style is not al- 
ways welcome in South Korea's conserva- 
tive bureaucracy. A debate about three ail- 
ing investment-trust companies — Daehan 
Investment Trust, Korea Investment Trust 
and Citizen's Investment Trust — is shap- 
ing up as the first test of the central bank- 
er's clout. 

The companies, which have a com- 
bined negative net worth of more than 
Won 500 billion (US$640 million), want to 
refinance Won 2.9 trillion in loans at 
concessional interest rates. The companies 
took out the loans at the end of 1989 as 
part of an ill-fated government-sponsored 
plan to support a sluggish stockmarket. 

The Finance Ministry wants the Bank of 
Korea to refinance the loans at a 3% annual 
interest rate. Cho, however, is resisting this 
quick-fix plan because of the effect it would 
have on cutting the central bank's profit 
and because of the likely political fallout. 
He wants the National Assembly to ap- 
prove a rescue package for the investment- 








trust sector financed by 
government revenue rather 
than by cutting a deal that 
would be open to opposi- 
tion criticism. 

In his first interview 
since taking office in Feb- 
ruary, Cho said policy- 
makers would continue to 
pursue restrictive monetary 
policies in an effort to 
cool the country's over- 
heated economy. Annual 
GNP growth slowed to 7.6% 
in the first quarter of 1992, 
compared with 8.4% for all 
of 1991. 

“The rate of increase of 
consumption spending is 
still running at a pretty 
high level,” Cho said, “and 
construction is still vigor- 
ous, claiming resources in- 
cluding manpower away from the manu- 
facturing sector. Even though the macro- 
performance has improved a little bit from 
what it was last year, we are not totally 
happy about the current situation.” 

The local news media have played up 
the increased number of bankruptcies 
this year in South Korea as evidence of 
fundamental economic trouble. Cho dis- 
missed these complaints, saying bankrupt- 
cies are “simply a normal business pheno- 
menon." 

Cho also criticised the local press for 
exaggerating the bankruptcy issue. He said 
most companies that are insolvent have 
“spent a lot of money [on] speculation." A 
looser monetary policy, he said, would bail 
out many of those companies but at an 
unacceptably high cost in inflation. These 
remarks are unusual in a country where 
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Cho wants liberalisation. 


and South Korea. Entrepreneurs from these 
countries are likely to be less skittish about 
political instability than their European or 
American counterparts. 

Yukiharu Asami, president of Japanese 
joint venture Teijin Polyester (Thailand), 
told the REVIEW that construction of a Baht 
4 billion synthetic fibre plant would go 
ahead regardless of the turmoil. “Teijin still 
believes that Thailand has a hopeful fu 
ture,” he says, echoing the view of other 
Asian foreign investors. "If other com: 
panies decide to go to Malaysia or Indone- 
sia instead, it will be a very good opportu: 
nity for us.” a 


bankruptcy is a criminal offence. 

Cho pointed to improvements in the 
country’s economic outlook during the 
early part of 1992 as evidence that the gov 
ernment's attempts to slow the economy 
are having an effect. But he is still con 
cerned about inflation and the country’: 
high external deficit. 

In the first quarter o 
1992, the increase in con 
sumer prices slowed t 
about 3%, compared witl 
4.8% a year earlier. “Thi 
[external deficit] is still ver 
large,” Cho said, "and a 35 
price increase since the enc 
of last year cannot be con 
sidered as a very stabl 
price level." 

Cho, who is dissatisfie 
with South Korea's prim 
tive monetary-manag« 
ment tools, expressed hor 
that lower inflation coul 
pave the way to a mor 
rapid deregulation of th 
financial sector. “We hav 
to liberalise interest rate 
liberalise the money and ! 
nance sector in order to in 
prove the method of mo 
etary management," I 
said. “The South Korean financial sect 
has reached the stage [where] we shou! 
accelerate [and] pursue a fairly rapid polit 
of liberalisation." 

But given the resistance to change « 
the part of many financial institutions, Cl 
said it would be an accomplishment sir 
ply to carry through the governmen 
announced schedule for interest-rate libe 
alisation that promises to free up mc 
lending rates and a significant chunk 
deposit rates by 1994. "Even though th 
programme cannot be considered sat 
factory or rapid enough on the part 
many economists or foreign observers, 
[it] is carried out as announced we will 
very happy," Cho said. A virtually iden 
cal plan, which began at the end of 19! 
was scrapped after protests from borro 
ers. 
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né half of the 1,600 com- 
e Tokyo Stock Exchange 
eported their 1991-92 results 
| M verage decline in recurring 
ofits v was around 10.5%. By the time all 
ults are in, this average will probably 

mise to around 12%, says analyst Michael 
msemington at S. G. Warburg in Tokyo, but 


‘this is still better than the 15-16% decline | 


analysts predicted. Profits fell by 7.5% in 
" e previous year. 

. However, the averages mask big differ- 
‘ences in performance. The hardest hit have 
‘een Japanese securities brokers, whose 
bles are directly linked to the stock 
Nozomu Kunishige of Kleinwort 
national says the top 11 bro- 
saw % decline in recurring prof- 

ie year to 31 March, with only 

Kokusai showing a profit. 
| consumer electronics has 
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caped donee’ is b y ing. According to the 
Ministry of Finance, Japan’ s 11 city banks 
will show an average 25% improvement in 
operating profits when they report their 
figures on 28 May. 

The improvement is largely illusory, 
however, as Japanese banks do not have to 
classify loans as non-performing until at 
least six months after they have ceased 
yielding interest. Thus the full impact of 
recent bankruptcies and problems with 
real-estate loans in Japan is unlikely to 
show through until 1993's results. 

One bright spot for manufacturers is 
that overseas demand —- notably in the US 
where imports have recently surged again 
— appears to be increasing. 

What seems to be having a positive in- 
fluence on corporate forecasts in 1992-93 is 
cost savings. Companies have cut back on 
overtime working and bonus payments 
and some female workers have been laid 
off. This may temper the satisfaction the 
paoe Government M otherwise de- 
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This announcement appears as a matter of record only 
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rive from the latest batch of compan 
sults. An improved outlook for corp 
profits may relieve some of the pre 
for an economic stimulus. But against 
there will be a need to stimulate flagg 
capital investment. E 

Another factor which may have put à 
better gloss on last vear's corporate results j 
is that some judicious "padding" may have _ 
taken place. Many companies have contin- 
ued carrying stockmarket investments at - 
book value rather than realise losses caused - 
by the collapse of the stockmarket, * 

Meanwhile, the major problems faced | 
by many Japanese companies in refinanc- 
ing debt linked to warrant bond issues | 
during the Tokyo bull market are: : 
apparent. Toyota plans to raise U 
in the biggest-ever offer by any compa 
in the international bond market, n 

Toyota has US$800 million worth: 
warrant bonds in issue, and only 
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Like huge lungs that work in op- 
position to the human respiration 
cycle, forests consume carbon di- 
oxide and expire oxygen. De- 
forestation removes their cleans- 
| ing effect and releases the smoke 
_ of wood burned for fuel or clearance. As a 
||. result, destruction of the forests contributes 
|. about a fifth of the carbon pollution that is 
(thought to be a major factor in global 
| 5 warming. 

Forests are valuable for other reasons, 
.too. They represent a huge genetic store- 
- house (tropical rainforests, for example, 
support more than 50% of all the world's 
: species). They are also home to aboriginal 
' groups and protect watersheds. And they 
“provide employment and export earnings. 
. But they are increasingly under threat as 
population pressures create more need of 
timber for fuel and land for cultivation, and 
as short-term commercial instincts drive 
indiscriminate logging. 

The wood-producing countries of the 


South and the consuming nations in the 
North both have interests in slowing the 
loss of forests. But can the North — source 
of 80% of the "greenhouse" carbon emis- 
sions that are polluting the atmosphere — 
fairly ask the South to reduce timber-cut- 
ting without providing something in re- 
turn? 

To a country like Indonesia, the answer 
is clearly no. Its sales of wood products 
such as plywood, sawn timber and furni- 
ture earned almost US$4 billion last year. 
That made the forests its second-highest 
source of foreign exchange, af- 
ter oil and gas. For Indonesia, 
as for other wood producers, 
the problem is how to slow its 
deforestation while maintain- 
ing these earnings. 

What the South wants is a 
deal that would enable it to 
add value to the timber it ex- 
ports. The trouble is that the 
North's tariff structure often 
works in the opposite way, 
keeping developing countries 
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in the business of exporting raw material: 
Logs enter Japan duty-free, for exampk 
but plywood carries a tariff of 15% becaus 
Japan is concerned to protect its own ph 
wood workers. 

If the differential in tariffs was remove 
— or if the tariffs were eliminated — e 
porting countries would be given an ince 
tive to process timber themselves. Asa r 
sult, their export revenue would increas 
fewer trees would need to be felled ar 
more money would be available for co 
servation. 

For some countries in Asia, any agre 
ment will be too late. Thailand's forests a 
so depleted that it now imports timb 
(chiefly from Burma, Cambodia and Lao 
and the Philippines is heading towards 
similar situation. Malaysia is cutting ba 
its logging, though its policies continue 
attract criticism. Indonesia, home to pi 
haps as much as 10% of t 
world's tropical rainforest, t 
lieves it can maintain its f 
ests at viable levels; some € 
vironmentalists and forest: 
are not so sure. 

Indonesia considers 1 
million ha, or about 75% of 
total land area, to be fore 
About 49 million ha are 
aside as nature reserves a 
protected areas, 64 million 
are designated as producti 
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rests where logging is allowed, and 31 
iullion ha are earmarked for clearance so 
Ye land can be put to other agricultural 
ses. 

On the ground, however, the picture 
Oks somewhat different. Some areas 
lassed as forest clearly are not. In other 
ases, land-use classifications issued by dif- 
rent ministries overlap and conflict. “We 
arted exploiting our forests 20 years be- 
xe we began an inventory of what we 
ad,” says Soeyitno Soedirman, dean of the 
wrestry faculty at Mulawarman University 
1 Samarinda, East Kalimantan. 

Herman Haeruman, a forestry expert at 
1e National Planning Agency, estimates 
idonesia’s actual forests at 98 million ha. 
f that, he says, only about 35 million ha is 
t production forests. Indonesia's goal, 
(aeruman says, is a "sustainable forest" of 
13 million ha. 

While the government retains owner- 
up of the forests, their exploitation is car- 
ed out mostly by private logging firms. 
he government has granted 20-year con- 
'ssions, known as HPHs, to 546 companies. 
ringent rules apply, including a require- 
ient that operators replant forest they 
ive felled. 

But rules are not the problem; enforce- 
ent is. Forests cover vast spaces in 
alimantan, Sumatra, the Moluccas and 
ian Jaya. Many concessions are in remote 
eas rarely visited by inspectors. More- 





over, most concessionaires sub-contract at 
least some logging to smaller firms whom 
environmentalists accuse of abusing felling 
rules. A 1990 report by Wahli, Indonesia’s 
largest environmental organisation, stated 
that only 22 HPHs have fully complied with 
the government's regulations. 

Reliable estimates on rates of deforesta- 
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tion are hard to come by. In 1988, 
World Bank said Indonesia was 
million ha of forests annually, Muc! 
land is cleared by government design un- 
der its land conversion programme, OF the 
rest, perhaps around 250,000 ha is burned 
by "shifting cultivators," dips groups 
who clear forests for two to four vears of 
crop-growing before moving on. And per- 
haps another 200,000 ha of forest is lost 
annually to poor logging practices and vio- 
lations of felling rules. “Actual exploitation 
levels are believed to be sul bstantially 
above reported levels," the World Bank 
Says. 

Loggers and many government officials 
contend that shifting cultivators — of 
which Indonesia has an estimated 2 mil 
lion — pose the greatest threat. They fol- 
low the loggers, clearing land for several 
hundred metres either síde of the new ac- 
cess roads. 

Among its remedies, the Indonesian 
Government now requires logging firms to 
assist indigenous groups living near their 
concessions. This includes technical ne Da in 
crop growing, provision of seeds and mar- 
keting support. The government is also 
aiming to plant 1.5 million | ha of forest from 
1989-94 under an industrial tree estate (HTI) 
programme aimed at providing permanent 
jobs for shifting cultivators and reducing 
pressure on natural forests. 


But environmentalists and others say 
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: m a ii N firms have T local 

^^ inhabitants, while the HTIs ultimately may 

= do more damage than the HPH system. 

^ “The temptation is for HPH owners to let 

== "their forests degrade to the point where 
they can be reclassified as HTIs,” one West- 
ern environmentalist notes. 

"The HTI idea is a good one," says 
Lukman Sutrisno, a professor at Gajah 
Mada University in Yogyakarta, central 
Java. "But lots of good ideas in Indonesia 
turn into disasters because of lack of funds 





and poor enforcement of rules." 

The government foresees using timber 
grown on HTIS to supply pulp and paper 
mills, thereby increasing foreign-exchange 
revenues. Fast-growing trees like acacia 
and eucalyptus can also be used to fill the 
core in plywood, saving more valuable 
trees for plywood exteriors. 

Indonesia is the largest hardwood ply- 
wood exporter in the world and supplies 

more than two thirds of US tropical timber 
imports. It banned the export of raw logs 
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in the early 1980s, arguing that the shif 


downstream will increase the value of the 
forests and lessen demand for wood. Envi 
ronmentalists, however, are not convinced 

HPH owners had to spend heavily ox 
new plant and equipment after the log bax 
and have been accused of extensively over 
felling i in order to recoup their investment 

"Another argument is that loggers begin te 

treat the forest as a function of mill capa 
city, not the sustainable yield of trees," say: 
Chris Elliott of the Worldwide Fund to: 
Nature in Geneva. 

Indonesia's plywood and sawn-timbe 
mills need 44 million m? of wood a year ir 
order to operate at 80% utilisation, accord 
ing to Wahli. But the government s s felling 
limit is 31 million n’. So mills are eithe: 
operating well below capacity, or (as man 
environmentalists suspect) felling far ex 
ceeds reported levels. 

There are no easy solutions to over-log 
ging. Some Western countries have experi 
mented with trade bans on tropical timbe 
products, but most environmentalists be 
lieve bans are counter-productive. "I 
would be tragic if trade stopped. The for 
ests would become less valuable and ther 
would be less incentive to protect them,’ 
says Alastair Fraser, a Briton attached t 
Indonesia's Ministry of Forestry. 

If wood-producing countries succeed ii 
extracting concessions on trade from th 
consuming countries, they will have to im 
prove their policymaking and enforcement 
“If more transparency is the cost of savin; 
our future, then we can do it," says Indc 
nesia’s top environment official, Env 
Salim. 

But others are less open. Late last yea: 
a trial forestry inspection contract wa 
granted to Reid, Collins of Canada to mon: 
tor felling in three provinces. Many forestr 
officials are uncomfortable with the ide 
"[Reid, Collins] is not here to inspect; the 
will just evaluate the systems in place. Th 
government must inspect the forests," say 
Lukito Daryadi, an adviser to Forestr 
Minister Hasjrul Harahap. 

Indonesia must also deal with criticisr 
that wealth from the forests is falling int 
too few hands. The government was etr 
barrassed last year by a study whic 
showed it receives less than one fifth of th 
value realised from its forest resources. Pr 
vate concessionaires took the rest, in shar 
contrast to the oil sector, where the stal 
receives about 85% of the revenues gene 
ated. 

Bob Hasan, who heads a number « 
powerful Indonesian wood-related trad 
associations, says the study is flawed bx 
cause it ignores the jobs created by ph 
wood makers or the infrastructure built b 
HPH owners in remote areas. Many off 
cials, though, say Indonesia will have t 
ensure that more forestry revenues go inl 
the public purse if it is to defend loggir 
on national-development grounds. 
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From green to brown 


burmese plunder 


1angoon unleashes an onslaught of logging 


ly Bertil Lintner in Bangkok 

Until only a few years ago, 
Burma was endowed with some 
of the richest forests in Southeast 
Asia. Today, its deforestation rate 
is among the world’s highest, 
thanks to an explosion of logging 
ctivity triggered by a military regime that 
adly needs hard currency. Experts predict 
nat the country's forests will be exhausted 
y the turn of the century. 

Among the chief beneficiaries of this 
xploitation have been logging firms from 
hailand, whose own forests have been 
epleted by poorly controlled felling. 

A 1990 report by Philippines-based sci- 
ntists said "the radical increase in logging 
ctivities since 1989 is the result of agree- 
vents made between the Thai Government 
icting on behalf of Thai logging compa- 
ies) and the Burmese Government.” 

The report, by the Environmental Re- 
earch Division of the Manila Observatory, 
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said that at the time of writing, 46 contracts 
had been signed, with more than 1.2 mil- 
lion m° of logs to be extracted annually for 
the next two to three years. “This stagger- 
ing increase accounts for nearly a 100% in- 
crease in total annual logging in the whole 
country,” the study added. 

Burma reported official timber exports 
of just 0.36 m° in 1988, the study says. But 
it also notes that Forestry Minister Lieut- 
Gen. Chit Swee was quoted as saying last 
October that Burma has the capacity to 
produce up to 8 million m! a year. Part of 
the disparity may be due to formerly illegal 
extraction in rebel-held areas coming into 
the official figures. 

Refugee Participation Network, a group 
based in Oxford, Britain, that coordinates 
international relief aid, calls Burma's de- 
forestation "an emerging regional disas- 
ter," noting that "extensive clear-cutting is 
commonly followed by immediate and 
long-lasting effects, including flash floods 
and drownings." 
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In a report released in February, the 
group claimed the Thai military is deeply 
involved in Burmese logging. Recalling 
that Thailand banned logging in its own 
forests following a fatal flood, the group 
says that “just days after the ban took ef- 
fect, Thai Gen. Chaovalit Yongchaiyut 
[then Supreme Commander] flew to Ran- 
goon. Under pressure from the unpopular 
ban from many Thai military leaders who 
own logging firms, he secured concessions 
for... Thai companies to remove Burmese 
teak at an estimated US$112 million for the 
following year.” 

Along the Sino-Burmese border in the 
north, however, perhaps even more devas- 
tating export is taking place: every day 100- 
200 trucks laden with all kinds of timber 
leave the frontier for Kunming, capital of 
China's Yunnan province. 

Little attempt is made to control log- 
gers. A Burmese forestry official stationed 
in Mae Hong Son, northwest Thailand, 
says: "The only thing we're supposed to 
do is weigh the timber coming across the 
border and then issue tax certificates to the 
Thai logging companies. These have to be 
paid in US dollars to the Burmese Embassy 
in Bangkok. 

"We're not supposed to check the size 
of the logs, or to inspect the cutting across 
the border inside Burma. Our onlv job is to 
collect fees." * 









By Jon Liden and Murray Hiebert 
in Phnom Penh 


As the guns of war fall silent, the 
scream of chainsaws is filling the 
air in Cambodia's forests — or 
what is left of them. The toll of 20 
years of conflict, a growing need 
for firewood and slash-and-burn 
farms can only be guessed at. 

But past ravages may pale alongside the 
full-fledged attack on the forests now 
^5 planned by the country's four once-war- 
—. ring factions. Each needs funds to prepare 
for next May's election of a national gov- 
„ernment, and the forests provide an easy 
answer. 
^ The advance is being led by foreign log- 
gers — mine-clearing equipment at the 
ready — who are already marching into 
: faction-controlled forest areas. The United 
Nations Development Programme (UNDP) 
-estimates that as much as 1.2 million m3 of 
“logs may be cut this year, probably three to 
ur times last year's level. This is also sev- 
| times the amount considered sustain- 
able by both the UNDP and Phnom Penh’s 
own forestry experts. 
© Uk Sokhonn, deputy director of the 
. Forestry Department, says forests covered 
. 132 million ha, or 739; of the country's 
. land area, in 1969. Although no recent sat- 
.ellite surveys have been made, a UNDP 
. Study last April estimated that forest cover 

had fallen to as little as 40% 
People in the southern Kampot prov- 
ince told the UNDP that 70% of the prov- 
. ince's forests had been felled since 1979, 
leaving large areas "as bald as a monk's 
.head." The UNDP concluded that defor- 
_estation was threatening the whole basis of 
Cambodia’ s economic development. 
. The UN Transitional Authority in Cam- 
|. bodia, set up to monitor last October's 
^s. peace treaty, warned the four factions in 
= early May that uncontrolled logging 
threatens severe environmental destruc- 
“tion. UN officials say they may try to con- 
"trol these abuses under their mandate to 
oversee the faction's pre-election revenue- 
raising activities. 
. There are several reasons for the log- 
ging drive. The Phnom Penh government 
is dangerously close to economic break- 
down, having lost its former Soviet aid and 
trade, and badly needs export revenues. 
The Khmer Rouge faction, meanwhile, has 
lost much of its Chinese support and has 
turned to logging and gem mining near 
the western town of Pailin to raise money. 
































odian assault 


Loggers are quick to exploit the peace 


As central authority breaks down, local 
governments are also striking deals on 
their own with foreign (mostly Thai) com- 
panies. 

Moreover, the dislocating effects of war 
and the mining of large areas of the coun- 
try have forced many groups of inhabit- 
ants into itinerant lifestyles, cutting trees 
for firewood and to clear areas for cultiva- 
tion. These problems were compounded by 
flooding last August in Kompong Speu 
and Kampot provinces which caused an 
estimated US$150 million damage. 

Forestry was adopted as one of four 

“economic spearheads” in 1985 by Cambo- 
dia’s ruling party. Logging in that year was 
officially estimated at 97,000 m’. In 1991, 
according to a UNDP tally, timber exports 
totalled 320,000 m, though this is disputed 
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by Sokhonn of the Forestry Department 
who says only 110,000 m? was exportec 
from Phnom Penh-controlled areas ir 
1991. Most exported timber is round logs 
because Cambodia's saw mills are few anc 
poorly equipped. 

Phnom Penh currently controls abou 
85-90% of the country. Without foreign aid 
and with a virtually non-existent tax sys 
tem, it relies on logging and a small trad 
in rubber to keep itself afloat. Sokhonn say: 
the government is offering foreign firm: 
concessions to cut and export 280,000 m? o 
timber this year. So far, contracts to cu 
about three quarters of this amount have 
been signed with six firms. 

Between January and early May, how 
ever, exports from government-controlle 
areas totalled only 58,000 nv, according t 
Sokhonn. This may reflect the difficultie 
of operating in Cambodia. Thailand, fo 
example, officially imported only 65,000 m 
of timber from Cambodia in 1991, com 
pared with more than 1.2 million m fron 
Burma. (Some Thai industry sources, how 
ever, claim that 40% of all logs importe 
from Vietnam and Laos originate in Cam 
bodia; in that case, 165,000 m? must be 
added to the 1991 figure.) 

In addition to logging in government 
controlled areas, however, there is a hugs 
timber trade in zones controlled by ths 
factions. The Khmer Rouge is well organ 
ised and, according to one source, a mon 
reliable partner than the government. "I 
you have a contract to buy logs from th 
Khmer Rouge, you are reasonably sure tha 
if you don't get the logs, you will at leas 
get some of your money back," the sourc 
Says. 

The UNDP also reports that illegal log 
ging is widespread. Rosewood and othe 
high-value timber is being felled in a 20 
km zone along the border with Laos, fo 
shipment to Thailand, it says. | 
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se be war 


3overnment hits back at its critics 


Malaysia has declared open sea- 
son on its critics after a wave of 
negative publicity about its log- 
ging practices. “We will win this 
war against the so-called envi- 
ronmentalists,” the country’s pri- 
lary ; industries minister, Datuk Seri Lim 
eng Yaik, said on a recent European tour. 

The stakes are high; campaigns against 
ne use of tropical wood have cut Malay- 

ia's timber exports to Europe by 11%, ac- 
ording to Lim. His message to the timber 
mporters and environmental groups he 
net on his tour was simple: "Commercial 
ogging does not destroy the forest, but 
DV does." | 

- Malaysia is nevertheless planning to re- 
luce its timber-felling drastically, to about 
5 million n? annually in the next two 
ears, compared with roughly 23 million 
n? in 1990. This is still higher, however, 
han a World Bank estimate that the sus- 
ainable yield of Malaysia's forests is 11 
nillion m? a year. The lowered targets, 
noreover, do not reflect the ravages of ille- 
ral loggers. 

Malaysia’s forestry resources are con- 
entrated in the East Malaysian states of 
abah and Sarawak. Sabah exported an 
iverage 11.7 million m° of timber annually 
rom 1971-89. [ts timber rovalties exceeded 
4$1 billion (US$390 million) in 1988, help- 
ng to make it the richest state in the fed- 
ration. Neighbouring Sarawak exported 
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15.3 million nv last year. 


Both states plan large cutbacks in tim- |. 
ber production. Sabah's state government | 
has curtailed exports of raw logs and is | 


diverting more timber into downstream 


processing. Timber industry sources pre- 


dict that output will barely exceed 6 million 


m? this year, with royalty receipts falling to : 
M$540 million — only half the level of four | 


years ago. 
In Sarawak, state officials are making 
similar efforts to increase value-added op- 


erations, and plan to cut log exports to 9.2 | 


million m? annually by 1994. 
Driving these considerable reductions 


are a combination of economic, environ- - 
mental and international pressures. In — 
Sabah, timber industry sources say, export - 


royalties demanded by the state are driv- 


ing up prices, making timber products - 


harder to sell. The state government, 
meanwhile, admits that concerns about 


how to preserve forest resources are forc- - 


ing it to moderate exploitation. 

“We can cut down all our timber and 
put the money in fixed deposits," 
Sabah State Minister Datuk Joseph Pairin 
Kitingan. "But a responsible attitude is to 
take steps towards ensuring a sustainable 
yield." The state government aims to hold 
timber output at an average of 6 million 
m? over the next five years, with exports 
restricted to half this amount at most. 

While admitting to high logging rates 
in the past, Sabah officials deny they have 
managed the forests irresponsibly. 

Tengku D. Z. Adlin, deputy director of 
the Sabah Foundation, which is affiliated 


to the state government, points out that - 
clear-felling of the forest has never been - 


practical in a region where topography de- 
feats even the hardiest bulldozer. The 
practice is to cut 12-15 trees per hectare. 
“The bottom line is that Sabah is still 60- 
70% under forest cover," Adlin says. 


A World Bank survey last year was less - 


sanguine, however. In a draft report which 


the government is still sensitive about, it | 


concluded that Malaysian forestry is at risk 


of becoming a sunset industry. At present 


rates, the report predicted, forests in Pe- 


ninsula Malaysia and Sabah will be prac- _ 


tically exhausted by the mid-1990s, with 
Sarawak not far behind. 

The report cited "institutional weak- 
nesses," a poorly structured concession 
system and "private incentives which fa- 
vour unsustainable approaches" — a eu- 
phemism for corruption — as the principal 


obstacles to alae forestry. a | 


Says | 
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Seeds of revolution 


south Korean steel firm pioneers hi-tech farm 





By Mark Cli Mark Clifford in Kwangyang 
- teel companies are normally not in 





the business of growing tomatoes 

and carnations. But then South Ko- 
rea's Pohang Iron and Steel Co. (Posco) and 
chairman Park Tae Joon are hardly typical, 
either. 

Like most South Koreans of his genera- 
tion, the 64-year-old Park spent his first 
years on a farm, and he worries about the 
country's dwindling stock of farmers. Un- 
like most people, however, he is in a 
unique position to do something about it. 

The steelmaker wants to let a million 
flowers bloom in a 12-ha hi-tech green- 
house next to the firm's Kwangyang steel 
mill on the southern tip of the Korean pe- 
ninsula. Park hopes that the glasshouse 
will serve as a model for South Korean 
farmers struggling to cope with the 
problems of import liberalisation. 

Park got the idea while watching 
a television programme about the 
Netherlands' successful greenhouse 
technology. The former general, who 
runs one of the most militarised 
companies in the country, decided 
that this system should be adapted 
for South Korea. 

Four of Posco's steelworkers left 
the blast furnace for the computer- 
controlled growing fields, and in 
March, carnations and tomatoes 
were planted in the Won 1.5 billion 
(US$1.9 million) computer-control- 
led glasshouse, which was built by a 
Dutch company. Outside the semi- 
tropical greenhouse huge columns 
of flames spiral into the air from the 
nearby steel mill, providing a surre- 
alistic backdrop to one of the world's more 
unusual agricultural enterprises. 

It is fitting that South Korea is looking 
to the Netherlands for a way to solve its 
agricultural dilemma, for after World War 
II Dutch farmers faced many of the same 
problems now familiar to South Korean 
farmers. Plots were small and inefficient. 
Largely thanks to glasshouse technology, 
agriculture has been revolutionised and 
flowers have emerged as one of the Ne- 
therlands' largest export products. 

South Korea faces another problem, 
however, which the computerised glass- 
houses appear well-suited to solve. Farm- 
ers have been finding it increasingly diffi- 
cult to hire workers as young people shun 
what Koreans call the "3 Ds": work that is 
dirty, difficult and dangerous. Farmers 


"cannot farm because they cannot get the 
labour, says Lee Choong Il, formerly a 
professor of horticulture at the University 
of California, who returned from the US 
last September to take charge of Posco's 
budding agricultural efforts. 

Glasshouses, which require much less 
labour, are a way around this worker 
shortage. Computer sensors, which moni- 
tor temperature and humidity, automati- 
cally open and close the 1,560 windows on 
the specially designed glasshouse. Com- 
puters take care of most of the feeding and 
watering of the plants as well. 

"Glasshouses are one of the best exam- 
ples of high-technology agriculture," says 
Lee Sang Mu, Director-General of the 
Structural Policy Bureau at the Ministry of 
Agriculture, Forestry and Fisheries. “We 
are working to make Korean agriculture 





Lee Choong Il: fewer farmers, more glasshouses. 


more competitive with high-technology, 
high-value products. This is the future di- 
rection of Korean agriculture." 

The greenhouse, which attracted 1,000 
farmers, educators and agricultural experts 
during its first month of operation, will 
produce an estimated 250-300 tonnes of 
tomatoes this year and up to 1 million 
stems of carnations. Lee Choong Il expects 
to produce around 17 times as many toma- 
toes per square metre than the typical 
South Korean farmer. 

The carnation varieties were planted to 
the specifications of Japanese buyers and 
are intended almost exclusively for export 
to Japan, where prices are more than twice 
the South Korean level. Lee Choong Il pre- 
dicts total revenues of Won 500-700 mil- 
lion and gross profit (before counting capi- 
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tal costs) of Won 300-400 million. 

The problem for individual farmers wil 
be to finance the heavy initial outlays foi 
the glasshouses. Some sort of targetec 
lending programme will be needed t 
make glasshouses more than an agricul: 
tural curiosity. 

Lee Choong Il says that Posco is target 
ing a cost of US$100 a square metre, ex 
cluding land costs, to make the project é 
commercial success. The typical size is ex 
pected to be between 3,000 m? and 12,006 
m’. One way to realise these economies oi 
scale is through group efforts. Three fami- 
lies have pooled their resources and plar 
to build the first privately owned glass- 
house near Kwangyang. 

South Korean policymakers hope tha! 
glasshouse technology will help them crack 
the lucrative Japanese market. South Koree 
runs a huge and growing trade deficit-with 
Japan, which totalled a record US$8.8 bil- 
lion (on a customs-clearance basis) last yea: 
and accounted for 90% of South Korea's 
overall trade deficit. 

If Posco's plan to introduce hi-tech 
farming to South Korea bears fruit, the 
state-owned steel company may have 
found an unusual way to reduce South 
Korea's stubbornly large trade defi- 
cit with Japan and at the same time 
improve the lot of South Korea's 
ageing and beleaguered farmers. 
About two thirds of South Korea's 
total agricultural exports (which in- 
clude fish) go to Japan, with which 
South Korea ran a surplus on agri- 
cultural exports of nearly US$1.8 
billion in 1991. 

About one quarter of Japan’s to- 
tal imports are agricultural pro- 
ducts. Because of South Korea's 
lower land and labour costs, this 
seems like a natural market to tap 
and a recently announced agricul- 
tural export promotion plan aims to 
do just that. 

"In [terms of] amounts and dol- 
lars it's not that big," Lee Sang Mu 
says of expected exports to Japan. 
But increased exports to that country 
would constitute "a kind of symbolic aid 
and comfort to farmers who are now so 
pessimistic" about their ability to survive. 

If anyone can lure South Korean farm- 
ers along this path, it is Park Tae Joon. In 
addition to chairing Posco, Park is also the 
co-chairman of the ruling Democratic Lib- 
eral Party and one of the country's most 
powerful political figures. 

Park almost single-handedly directed 
the development of South Korea's steel in- 
dustry, confounding sceptics from the 
World Bank who insisted that the country 
had no comparative advantage. Posco is 
now the world's third-largest steelmaker, 
and when expansion is completed at the 
Kwangyang integrated mill, the facility e 
be the world's largest. 
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alayas 


lepal liberalises 
rade — 


he Nepalese Government is taking 
the bellows to the kingdom's 
cobwebbed trade regime. It an- 
ounced in mid-May a set of measures to 
dolish restrictions on most imports and 
«ports, while encouraging domestic pri- 
industries to win new markets and 
1 lopsided trade profile. 
il's trade deficit in the nine months 
! 15. April, the first three quarters of the 
nancial year, amounted to Rs 13.5 billion 
J5$318 million), an 18% year-on-year rise. 
- The kingdom's unequal economic rela- 
onship with India is of particular concern 
' policymakers. Exports by Indian pro- 








ucers amounted to Rs 9.9 billion in the - 


ine-month period, leaving a two-way | 


*ficit of Rs 8 billion. 


Under the new trade regime, only 44 


ems will still be subject to licensing re- 
rictions. Previously, all but five products 
quired a special licence before they could 
' imported or exported. 

To encourage overseas sales, a nominal 
ity of 1% on exports replaces the archaic 
censing system. The government is 
itting the onus on private-sector com- 
inies to identify and develop new pro- 
icts for sale in foreign markets. As well 
reducing the trade imbalance, this drive 
r an export-led economic resurgence is 
med at creating more employment op- 
tunities for the nation’s youngsters. 

The president of the Nepal Foreign 
ade Association, Gajananda Agrawal, 
id the main obstacles to the trade initia- 
res being successfully implemented 
ould be the hidebound attitude of the 
ngdom's banks. These, according to 
xrawal, display a risk-averse approach to 
ide finance, a fondness for excessive pa- 
rwork and a disdainful attitude to small 
trepreneurs and traders. Senior execu- 
‘es of the banks are former government 
‘icials. 

But Agrawal was confident that the 
w policy would help to loosen the grip 

¿trade held by the big business houses in 
»pal. And he added, it contained encour- 
ing portents: "This was the first time the 
əpalese Government has taken private 
trepreneurs [and their representative 
ganisations] i in full confidence before an- 
ung a anew trade Ree s 
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he spectre of recession seems to 
be stalking the Singapore eco- 
nomy. Economic growth for the 
first quarter of 1992 is reminiscent 
of 1986, when the country’s economy went 
into its only period of contraction since in- 
dependence in 1965. 

As in 1986, the three key sectors — 
manufacturing, financial services and com- 
merce — are posting anaemic growth rates 
or declines, while the economy is being 
propped up by the construction sector. The 
consensus among analysts, however, is that 
despite the similarities, the situation is dif- 
ferent this time. They predict the economy 
will end 1992 with a GDP growth rate of 
between 5% and 6%, nothing like the 1.6% 
decline it suffered in 1986. 

The initial positive reaction on seeing a 
GDP growth rate of 5.1% for the first quar- 
ter soon evaporated when it became clear 
that the three key sectors contributed nd 
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0.9% to growth. Commerce grew by 1.9%, 
finance and business services rose only 
2.8%, and manufacturing. declined 0. 8%. 
The construction sector, egged on by gov- 
ernment pump-priming through public 
projects, grew a whopping 22.8%, and the 
transport industry, assisted by the increase 
in tourist arrivals, grew 11%. 

But as Rodney Jones, an economist with 
Kim Eng Securities in Singapore, points 


out, if the high growth of construction and 


transport is excluded, GDP grew by only 
2.8%, This lacklustre growth is even less 
impressive when it is remembered that the 
economy in the same quarter last year was 
ties associated 


still suffering from unce rta ir 
with the Gulf War. — 
Analysts offer tw: 


asons for their 
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view that the economy will not slip into 
recession. First, the US, which is th 
trading partner of Singapore, is ali 
tain to see a gradual economic re 
this year. Second, the broad. oney st 
in Singapore is growing, unlike in 195 
when it was contracting. Analysts estima 
M2 grew 12.5% in the first quarter of this 
year, after a feeble rise of 4.6% in the la 
quarter of 1991. 
Manufacturers, which account 
nearly a quarter of the economy an 
their first output decline since 1986, 
have hit bottom. On a seasonally ad 
basis, and compared with the last quin 
of 1991, manufacturing output was up T 
in the first quarter of this vear. | 
Jones also points out that there was 
increase in imports of capital goods t 
the US in the latest quarter and that in: 
past Singapore's economy has been set 
tive to the US capital- spending cycle t 
way that is not the case with the rest 
East Asia. Singapore exports a higher pr 
portion of capital goods to the US than 
other East Asian countries. | 
Because of the weakness of manui 
turing production, Singapore’ s non-o 
ports grew by only 2.2% in the first à 
ter. If the recovery in the manufac 
sector materialises, domestic exports c 
also be expected to pick up sharply. 
One worrisome feature is that the à f 
cial and business services sector, why 
held its own in the 1986 recession, dd £ 
weak growth rate of 2.8%. The main-< 
cline was in the offshore market of tf 
Asian Currency Unit (ACU) sector. 
The Singapore dollar, the strength 
which manufacturers like to blame f 
lack of competitiveness, has dec 
about 1.8% on a trade-weighté 
December. But given that 
lower level of inflation than : 
trading partners, the real d : 
value of the Singapore dollar may be mc 
in the order of 4.5%, which would make E 
the largest decline in the real exchange rate 
since 1986-87. 
In a trade-dependent, open economy 
such as Singapore, the exchange rate is 
more important than monetary policy. 
However, it is worth noting that inter-bank 
rates have eased to about 3.1%, while ov 
night rates have often traded below 3 
Singapore authorities appear to ha 
done all they can do on the domes ic 
which, in the end, is limited in Cy 
whose total trade is four 
GDP. Now they must wait 
ery to gather pace. - 














Bombay bombshell 


- Banks in turmoil over securities scandal 


By Sucheta Dalal in Bombay 
ome of the 22 foreign banks operat- 
ing in India are running for cover in 


the wake of the scandal which has 
' rocked the bond and share markets. The 


S affair, which involves the alleged 


monetisation of bank prudential reserves 
for stockmarket speculation, is also deci- 
mating the senior executive ranks of Indian 


banks. A squabble is meanwhile develop- 
^^ ing among Indian and foreign banks for 


funds that were shuffled through the ac- 
counts of brokers. 

i. British-based Standard Chartered Bank 
^. (Stanchart) became the first foreign bank to 
admit the possibility of losses from the vig- 
orous but informal trade in banker's re- 
ceipts. The receipts are a pledge suppos- 
edly backed by government bonds or unit- 
trust holdings, but in some cases they now 
seem to be nothing but bits of paper. 
Stanchart said it was setting aside £50 mil- 
lion (US$90 million) to cover possible losses 
by its Indian unit. This may be only one 


third the amount needed, if figures men- 
tioned in Bombay are to be believed. 

Two other foreign banks which have 
also been big players in the interbank bond 
market — ANZ Grindlays and Bank of 
America — are insisting somewhat nerv- 
ously that their portfolios of banker's re- 
ceipts are fully reconciled. They say that 
any dealings with the stockbrokers who are 
under the scandal's spotlight were above- 
board and regular. Citibank is refusing all 
comment. DB Financial Services, a joint 
venture of Deutsche Bank and Hindustan 
Lever, is said to have "overtraded" in 
banker's receipts and may lose Rs 200 
million, against its capital of only Rs 10 
million. 

The Central Bureau of Investigation is 
conducting a criminal inquiry into the af- 
fair, while the Reserve Bank of India, the 
central bank, is looking into the banking 
implications. The suspicion is that banks or 
their treasury officials may have colluded 
with brokers in lending them huge sums 
of money — often without collateral — for 
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stockmarket speculation. The centra 
bank's reserve ratios require banks to holc 
almost 55% of their deposits in cash anc 
specified instruments such as governmen 
securities and units of the state-owned Uni 
Trust of India (UTD. 

Bank of America says that it expects n 
losses, and that almost all banker's receipt 
issued by it have been reconciled. But mar 
ket sources say that Bank of America ha 
admitted to several banks that it is not in. 
position to deliver UTI units, and is pre 
pared to finance the purchase of units fo 
delivery from UTI. 

ANZ Grindlays has issued a simila 
statement, which says that the bank expect 
no losses. However, its press release is si 
lent on its dispute with National Housin; 
Bank (NHB), a wholly owned subsidiary c 
the central bank. 

An “account payee” cheque issued b 
NHB for over Rs 3 billion to ANZ Grindlay 
was credited into the account of Bomba 
“Big Bull" broker Harshad Mehta. Th 
funds appear to have been used by him t 
help square a Rs 6.2 billion position he hel 
with the State Bank of India. Institution: 
sources say NHB may be directed to go t 
court to recover the money from AN; 
Grindlays. 

Stanchart is on the verge of court actio 
against another prominent Bombay broke 
Hiten Dalal, through whom it is said t 
have received banker's receipts totalling R 


Seeking culprits 


US trade deficit with: 
US$ billion 












‘billion. These mostly originated from the 
_ativately owned Bank of Karad, which 
"ith assets of Rs 890 million is thought 
senlikely to have enough bonds to back 
¿ach a large volume of receipts. 

The central bank has asked two of the 
ssank's directors, stockbroker Bhupen Dalal 
d his son Milan Dalal, to step down. The 

entral bank is also seeking legal interven- 
aon to recover money held by Hiten Dalal 
accounts with other banks, ANZ 
t'srindlays is said to hold Rs 100 million of 
Ms money which Stanchart wants trans- 
“rred to itself. 

The Bank of England, the British central 
sank, has become concerned about the op- 
ations of Indian branches of these two 
anks. According to top sources in the Re- 
rve Bank of India, an inspection officer 

the Bank of England was in India re- 
ntly and was told about the situation. 
Indians are wondering whether the 
vernment is serious about cleaning up 
me system or will be content with sacking 
.. few junior officials. But the casualties 
ve been high already. M. J. Pherwani, 
ho had led Uri through the 1980s, died of 
_ heart attack following his ignominious 
*signation from the chairmanship of NHB 
d three other institutions. The chairman 
United Commercial Bank and the head 
Canada Bank's mutual fund subsidiary 
iere also ordered by the Reserve Bank to 
wep down. = 
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Chasing the market 







coastal enclaves such 
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AVIATION 





Parashar, the new president-desig- 

nate of troubles cargo-airline Air 
Hongkong (AHK), says he is relying on di- 
vine help and Macau tycoon Stanley Ho to 
revive the company. 
Just how much trouble AHK is in is a 
: matter of speculation, with insiders saying 
"that an immediate injection of HKS100 
million (US$12.8 million) is needed just to 
keep it running for the next few months. 
Parashar is not specific about how much 
is needed or where it might come from, 
beyond saying that any cash injection 
might come from Ho "as a grant or a 
loan." 

At a meeting with AHK's staff on 23 
May, when the impending removal of 
AHK's founding trio from the payroll was 
announced, Parashar asked the staff to join 
him in prayer before explaining that AHK's 
future depended on divine guidance, "the 
good graces of Ho" and hard work bv the 
staff. He also told staff that AHK was 
"bankrupt," a statement he now says was 
< an exaggeration that he regrets. "Bank- 

ruptcy is a stronger word than I should 
have used,” he says. Parashar has worked 















Wing and a prayer 


Tycoon Stanley Ho shakes up airline 


in a number of Ho’s companies. “There is 
no intention of closing the company 
down.” 

Ho and his related companies bought a 
50% stake in AHK in 1989 for HK$150 mil- 
lion. Ho's publicly quoted Shun Tak Enter- 
prises, which holds 40% of the stock, com- 
mitted to take two HK$100 million por- 
tions of preference shares — redeemable 
by AHK by 1995 — to give AHK a paid-up 
capital of HK$370 million. 

Ho’s move gave the four-aircraft airline, 
which was set up in 1986, a major boost. In 
February, Hongkong's Air Transport Li- 
censing Authority (ATLA) awarded it 
licences to fly to 14 new destinations 
and renewed the 17 licences AHK already 
had. 

But AHK's founders, president and 
former accountant Thomas Tsang, who 
holds 40% of the stock, and his longtime 
friends Tenly Lai and Cedric Chan, with 
5% each, discovered that time was not on 
their side. AHK's two elderly Boeing 707s 
and, in particular, two 747-100s acquired 
last year are believed to have needed more 
maintenance than had been predicted. And 
route awards still require the time-consum- 
ing process of official adjustments to bilat- 
eral air-services agreements. 
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A soft airfreight market has meant cul 
in charges to get business. As a resu? 
Tsang was able to get only HK$40 millio 
instead of the HK$100 million in extr 
working capital that he wanted. Thi 
money has now been used up in the pat 
few weeks, and, in any case, Ho demande 
a management review. 

The result is that Tsang, Lai and Cha 
are to become non-executive directors wil 
effect from 16 June. The delay is due ! 
changes required on AHK's air-operator 
certificate, the government's vital seal « 
approval for an airline. Parashar says the 
are “no dramatic changes" planned in t 
company's structure and AHK's staff hav 
been directed to "look hard at costs ar 
come up with a workable plan." 

AHK has been canvassing potential pat 
ners among other airlines, so far witho 
success. From AHK's point of view, t 
ideal would be a business arrangeme 
with Cathay Pacific Airways, which sh 
down 49 of AHK's total of 80 route applic 
tions at the ATLA hearings. 

Parashar says that “without Cathay Y 
cannot survive." In response to those w 
believe that AHK has nothing to of! 
Cathay, he says: "We are both Hongko 
airlines. It may be Cathay says AHK | 
nothing to offer. But maybe it has." 

There has been a sharp division witl 
the company as to whether AHK shot 
remain a small niche-operator or try 
become a global carrier in a short tir 
Parashar will not commit himself on AH 
future business strategy, beyond say 
that he is "bullish because of all 
talent." 
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.oxley Bangkok tops bidding 

or Thai phone concession 

* A consortium led by Loxley Bangkok 

was the top bidder for the Thai 

sovernment's 1 million line rural 

*lephone concession when tenders were 
*epened on 20 May. It will not know 
_whether it has won the contract, however, 
intil a review of the offer is completed. 
,oxley is a representative of Hongkong's 
Tutchison Telecommunications. Other 
nembers of the consortium are Jasmine 
aternational, Italian Thai Development 
Thanakit Finance & 
oxley group offered the 
nt ghest level of revenue 
haring, well ahead of a rival bid led by 
. Grimm Holding. But government 
ffic e believed to have expressed 
oubts that Loxley can achieve its 
#redicted revenues. 





































_ prestige Hongkong office and 









ymmercial block, for HK$3.8 billion 
187 million). The lion's share of the 
roup is formed by the administrations of 
hree Chinese counties — Foshan, Nanhai 
and Zhongshan, all in the Pearl River 
elta. Other members of the syndicate are 
ongkong-isted Hongkong Macau 
loldings) and China Investment. The 
Iding, on a prime site in Hongkong’s 
district, is the most recent 
pment by Hongkong Land, part of 
irdines group. The price was seen as 
to the buyers. 
















in fraud is linked to 
ga Nasional listing 

» Malaysian police said they had 
tncovered a bank-draft fraud connected 
with the public listing of state-owned 
sower company Tenaga Nasional on 28 
May. A consultancy company, MIDF 
-onsultancy & Corporate Services, which 
iandled refunds to unsuccessful share 
ipplicants, is under investigation. As 
nany as 1,400 refund bank drafts, 
nvolving M$16.9 million (US$6.8 million) 
re said to have gone missing. 


l'aiwan opens door to 
nsurance companies 

* Taiwan's Ministry of Finance said it 
vould accept applications for new 
surance companies, including foreign- 
vested firms, beginning in June. Apart 
rom US companies, which were allowed 








to open branch offices in the late 1980s, 
foreign firms have been banned from 
Taiwan’s insurance market for 30 years. 
Under the new rules, total foreign 
investment in a newly established 
company would be limited to 49%, with a 
maximum of 30% for any single investor. 


Workers’ protest rocks 
Indonesian shoe factory 

> Thousands of workers burned cars and 
damaged property on 18 May in protests 
at a South Korean-owned shoe factory in 
Tangerang, an industrial area west of 
Jakarta. Six workers were detained for 
questioning. The factory, Dong Joe 
Indonesia, produces shoes for US-based 
Reebok. Workers complained of low 
wages, forced overtime and poor-quality 
food. Several told local newspapers that 
the factory's South Korean executives 
treated the 4,700-strong labour force with 
disdain. The protest was one of several 
this year in Tangerang, which has 
absorbed a flood of foreign investment in 
recent years. 
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US accuses Japan 

of minivan dumping 

> The Bush administration ruled on 19 
May that Japanese auto makers are selling 
minivans in the US at unfairly low prices. 
The Commerce Department, siding with 
the Big Three US car makers, said Mazda 
was dumping minivans at a margin 12.7% 
below a fair value based on production 
and other costs, Toyota at 6.8% and all 
other Japanese makers at 9.9%. 
Washington's International Trade 
Commission (ITC) now has 45 days to 
decide whether the imports harm, or 


threaten to harm, the US minivan 








market. A ruling is expected by June. If 
the ITC upholds a preliminary finding 
of damage, the Japanese imports will 
face duties equal to their dumping 
margins. 


Seoul opens state firms 
to foreign investment 
> South Korea's Ministry of Finance S 
announced on 22 May that the countrys | 
two biggest state-owned firms, Pohang 
Iron & Steel (Posco) and Korea Electric 
Power Corp. (Kepco), would be opened to. 
limited foreign investment. The two 
companies, which account for about 13% 
of the Seoul stockmarket's capitalisat 
will allow overseas investors to pur 
up to 8% of their stock. Because of t} 





















heir 
strategic importance, the firms were —— 
excluded from a list of companies opened 
to foreign investment in January. But the 
recent poor performance of the local 
bourse has persuaded the ministry to 
relent. Kepco shareholders could unload 
up to 12.2% of the company, or roughly 
Won 883 billion (US$1.1 billion) worth of 
scrip, when a stock-purchase agreement 
expires on 22 June. 


Seoul brokers suspended 
from underwriting issues 

» South Korea's Securities Supervisory 
Doard (SsB) suspended nine local brokers 
from underwriting because they brought 
to market firms that failed to meet local 
listing requirements. The nine brokers — 
including Shinhan Securities, Daishin 
Securities and Daewoo Securities — were 
accused of listing 13 local companies 
which subsequently went bankrupt or 
became insolvent. The suspensions range 
from three to 22 months. Brokers si 





say the 
SSB took action in response to a wave.of 


bankruptcies that have swept the Seoul... 
stockmarket in the past two months. The 
agency has also announced that it would — 
tighten listing rules. 









Vietnam announces cut in 
minimum wage levels 

M Vietnam's Labour Ministry announced 
cuts in minimum wages for unskilled 
workers to US$35 a month in Hanoi and 
Ho Chi Minh City and U5$30 in rural 
areas, The previous rate of US$50 had 
prompted complaints from foreign 
investors that expenses in Vietnam are 
as low as officials claim. The semi-c 
Vietnam Investment Review reported 
recently that 80% of foreign-owned 
factories found it difficult to pay USS 
month, and that 30% were paying less 
than US$30. 
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Down to the wire 


ods and winks among Malay- 
sia’s financial community have 
greeted the news that a takeover 
bid for Federal Cables, Wires 
.and Metal Manufacturing (FCW) has be- 
* ud Come a fierce three-cornered tussle. De- 
|j pending on the outcome, the history of 
«| corporate Malaysia may be about to be 
|| given a new footnote. 
. Although suspended from the Kuala 
"Lumpur Stock Exchange since 1987, FCW is 
regarded as a hot property because of its 
role in the trading and distribution of tel- 
:ecommunications equipment. In the finan- 
cial year ending on 30 June 1991, its pre-tax 
profit rose 304% from a year earlier to 
$10.6 million (US$4.2 million). 
_ The controversy erupted in mid-April 
after a takeover deal put together by the 
itry's largest cable manufacturer, 
der Universal Holdings, was thrown 
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| into doubt by the intrusion of two other 
| bidders. Sapura Holdings and Ekran “ap- 
| peared out of nowhere as rival suitors,” 
says a banking source. 
|. Ekran is a private company controlled 
y à timber tycoon from Sarawak, Ting Pek 
| Khiing, who achieved prominence last year 
by swiftly building two luxury hotels on 
angkawi island in tíme for an air and 
itime show supported by Prime Minis- 
x Datuk Seri Mahathir Mohamad. Ekran 
also believed to be connected to former 
nance minister Tun Daim Zainuddin. 
- There are widespread rumours that 
r and Sapura are being pressured to 
draw their bids. A Finance Ministry 
told Shroff that all three might be 
ked to fashion a compromise. Yet mar- 
rces are convinced that Ekran wants 





















to go it alone. 

Shroff understands that the Leader bid 
is quite generous. One new Leader share 
(worth M$9.10 on 26 May) has been offered 
for six old FCW shares (worth 77 M cents 
when last traded in March 1987). The pro- 
posed deal even accommodates subscribers 
to an estimated 8.9 million shares that were 
allegedly issued fraudulently. 

Ekran has apparently made a revised 
offer of one of its shares for every two held 
in FCW, with a cash alternative of M$1.20 a 
share. Sapura is offering a paper deal or a 
cash price of M$1.45 for each FCW share. 

Investors are closely watching the ma- 
noeuvring. Leader and Sapura together 
control about 40% of the country’s cable 
business, while Ekran is considered a new- 
comer to the field. Any decision by the 
Panel on Takeovers and Mergers to force 
Leader and Sapura to withdraw in favour 
of Ekran would be unprecedented. 

m Michael Vatikiotis 


There appears to be no limit to the lengths 
that Japanese politicians and bureaucrats 
will go in their attempts to support the 
Tokyo stockmarket. The armoury of non- 
remedies being pushed includes persuad- 
ing companies to buy their own stocks and 
to pay higher dividends. 

Now the pressure is on to use the postal 
system's life insurance funds as well as 
other quasi-official monies to buy equities. 
Shroff is not surprised to see that some of 
this pressure is coming from Shizuka 
Kamei, head of a team set up by the ruling 
Liberal Democratic Party to rescue the 
Japanese economy. Kamei is the author of 
the ill-advised stock buy-back plan. 

Kamei, supported by Masayuki Arase, 
director-general of the Post Office Life In- 
surance Bureau, is urging that the postal 
life system's insurance funds should be in- 
vested in stocks. This is an obvious case of 
throwing good money after bad. 

Even though the government keeps se- 
cret the details of how much quasi-public 
money goes into the stockmarket, the total 
figure appears to be much more than most 
people suppose. It is well known that the 
Fiscal Investment and Loan Programme 
(FILP) invests heavily in government bonds. 
FILP agencies hold about X300 trillion 
(US$2.3 trillion) of bonds at book values. 

What is less well known is that these 
agencies with the exception of the Postal 
Employees Pension Fund, or Kanpo, have 
also been empowered to build a ¥12 tril- 
lion equities portfolio in the past five years. 

The FILP gets its money through the 
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postal savings system from the Nation 
Old Age Pension, National Health an 
Welfare Insurance and from Kanpo. Mo: 
of this money — 80% of the ¥41 trillio 
allocated to the programme in the fisci 
year that began on 1 April — goes t 
making loans to public companies and | 
funding public infrastructures. But this sti 
leaves Y8.5 trillion available for investmet 
in managed funds. | 

It is often assumed that all this mone 
finds its way into public bond markets b 
cause unlike the. general-account budg 
that is financed from non-repayable tz 
and other government revenues, the FILP 
financed either by the deposits of post 
savers or by public employees who expe 
a pension. But according to Jan Vander 
Berg at Merrill Lynch in Tokyo, about 33' 
of the X37 trillion invested by the FILP i 
managed funds in the past five years hi 
been allocated for equities. 

This is no small sum. The ¥2.5 trillic 
apparently designated for equities in tl 
fiscal year ended on 31 March 1992 w. 
more than double the total net investme 
in Tokyo equities that year, allowing f 
the fact that many investors were net se 
ers of stocks. 

Shroff wonders how much of tl 
money designated from FILP-manag, 
funds for equities went into the stockme 
ket? By no means all, looking at the flo 
of-funds chart covering investments. 

This points to prudence on the part 
fund managers in trust banks and inst 
ance companies that the Ministry of | 
nance designates to handle the FILI 
managed funds. But such managers a 
under pressure now to increase stock mi 
ket investments, and the ministry has : 
celerated the handover of monies for i 
vestment. 

If Merrill Lynch’s VandenBerg is rig 
in suggesting that about ¥2.8 trillion of Fi 
funds have been allocated for equi 
investment in the current fiscal year ai 
that the Ministry of Finance aims to bun 
up the overall proportion of these mor 
into managed funds, the implications : 
interesting. The suggested sums are t 
enough to have an impact on stockmarl 
flows. 

But if analysts are correct in believi 
that heavy selling pressure will appe 
once the Nikkei stock average hits t 
20,000-point level, semi-public funds cot 
find themselves draining into a bottomk 
pit. Shroff suggests that the money wot 
be better spent on public works. 

m Anthony Row 
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ou access to real-time cash data 
from Telerate’s vast global, 
| nformation base, plus Dow 
nes world-class news . 
d commentary. 
From Tokyo to Thailand, 
Shenzhen to Sydney, TIO 
e completes the picture with 
e sophisticated decision-support 
functions and a wide range of 
p display options. 


For further information, coni 











| tact your nearest Telerate office, - 
. or Caleb Hayhoe on (852) 868 


Ew | 
o s  "Completeuess" 


: Té erate isa registered markofand Telerate International Quotations 
4s setvice mark of Tolerate Systems Incorporated. 
992 Telerate Systems Incorporated. All Rights Reserved. 


ELERATE INTERNATIONAL QUOTATION: 


nem from: AUSTRALIA * BANGLADESH « HONG KONG # INDONESIA # JAPAN * KOREA e e MALAYSIA * * NEW ZEALAND * 
| . PHILIPPINES. » » PRC, « SINGAPORE + SRI LANKA * TAIWAN « THAILAND i | dM 













the ‘world: Also Bachelor's, Master's and 
IDoctordte programmes in Computer Sci 
ience, Economics. Education, Engineering, 
international Law. Languages, Sciences, etc. 
| » University, Dept. FERS, 

Btefansgade 18, 2200 

Denmark, Telffax: +45 31 81 58 14 






> 3 meh aia a to motivate sand d staff of s some ne 0 y 
ably y koe of Red bu and Red rn and its: 


Tis President of The International Federation 
ov uc E of Red Cross and Red Crescent Societies, 
Hong Kong 8328473 P.O. Box 372, CH 1211 Geneva 19, Switzerland, 
márking envelope “Strictly Personal". 













Singapore 2203720 








Professional Services x . l | . " is Ed ls 






Miscellaneous 





A to 32700251 a4 
Ios Antiquarian & Secondhand 
| BOOKS ON 
ASIA, AFRICA & ` 
MIDDLE EAST 
FREE CATALOGUES. 
WANTS LISTS WELCOMED 
BOOKS SENT WORLDWIDE 
WEEKEND GALLERY BOOKS 
5 Birdwood St. Hugbes, A. C. T. 
2605, AUSTRALIA | 
Ph: 06-281 2748. Fax: 06- 285 1074 


IMMIGRATION (United States and Canad 


| Obtain immigration to the United States or Canada through Investments, C ;ompan 
offices, Employment, eic, Complete legal and other required professional Servia: 
ally handled by licensed Washi ngton DC based Attorney/PRD Economist. Result 
teed under contingency fee arrangements. Frequent trips to Hong Kong and Surrounding: 
areas. 

Contact: Edward P, Gallagher, Atorney-at-Law 

. 3 Bethesda Metro Center (Suite 750) 

Bethesda, Maryland 20814 (USA) 

FAX: (301) 983-3439; TELE: (301) 983-2511 














Bangkok — 3913275 














Sydney 3639736 










Jakarta — 5703123 





pl | “We placed a small ad in the REVIEW Clas- |... 

Manila 8273050 | |^ DVERTISEME ` sified Section and we had an extremely | * 

k E Units: varied and interesting response — and some |... 

| good clients. At a reasonable price, Classi- |. - 
1/4 (v) page (230 x 41mm) US$1,610 . fied has a large, high quality readership and 

3340008 1/4 (h) page (120 x 88 mm) uss 680 | we hope to use it again.” 









Taipei — 7775723 


Seoul 7856665 










12 (v) page (230 x 88 mm) US$3.220 
8086616 — Mark Fox-Andrews 
Director 


Fall page (40x 183 mm US o | f Sabre Fund Management Ltd. 


1/2 (h) page (120 x 183 mm) US$3,360 





419243 | | 





Fy 


. 
“a 

" 
+ 


res 2 2 Ne RENS 
BUSINES 


T - W ERUIT MTS 
TER zt r - 4 
| Oa 


_ b 
> 4 
ug. c x 


RESEARCH 


& 






INNOVATION 


On the crest of a microwave 


t is unusual to find an Asian electron- 
ics company with a product whose 
most important market is Asia. But 
Taiwan's Microelectronics Technology 

Inc. (MTI) is not a typical company. 
The company's most recent hot pro- 


| duct is a satellite-Tv system for receiving 





pictures from a variety of sources and 
distributing them via cable to Tvs. Since 
the start-up of AsiaSat last year, MTI has 
been selling 500 systems a month to hotels 


| and apartment buildings, mainly in Hong- 


kong. 

In addition to StarTV, which uses 
AsiaSat, the MTI product can also receive 
Cable News Network (CNN) and US net- 
work-television programming via Instelsat 
plus three channels put out by Japan's Di- 
rect Broadcasting Satellite (DBS) service. 
Each satellite requires a separate dish an- 
tenna, ranging in diameter from 2.4 m for 
DBS to 3.7 m for AsiaSat and 9.1 m for 


| Intelsat. 





Mri's satellite-rv system has also 
proved popular with Taiwans illegal cable- 
television operators, of whom there are 
estimated to be at least 200. In July, MTI 
will begin mass production of 1,000 sys- 
tems a month, as the company expects 
sales to grow 16% this year to US$96 mil- 


| lion. 


MTI competes against US companies, 


| which dominate the cable-television indus- 


try, mainly by offering lower prices. The 
cost of the MrI satellite-Tv system, accord- 


ing to sales manager Richard Lin, works 





out to about US$600 per channel. 

Lin says MTI’s satellite-TV system is 
about half the price of rival products. De- 
sign is another factor. In addition to being 
much smaller — about the size of a small 
filing cabinet — the MTI system is also in- 
tended to work reliably in a wide range of 
temperatures in environments without air- 
conditioning. 

Another factor is marketing. "Foreign 
competitors do not understand the busi- 
ness style here" Lin says. 

For the future, Lin has high hopes for 
the market in China, particularly the 
growing hotel sector in Canton, the capital 
of Guangdong province. China could be a 


lucrative market because cheap satellite 


dishes can be sourced locally from any of 
China's many former military radar-system 
makers. 

Taiwan already exports copious quan- 
tities of equipment to the US cable-televi- 
sion industry. This involvement dates back 
to the 1960s and the arrival on the island of 


. General Instrument, a leading US cable- 


78 


television company. General Instrument is 
one of several large Western companies 
whose importance in stimulating the 
growth of an indigenous electronics 
industry in Taiwan can hardly be over- 
stated. 

But MTI did not start out as a manufac- 
turer of cable-television components. MTI 
belongs to a later generation of electronics 
companies formed by engineers returning 
to the island after extensive experience 
working for big US companies. 

MTI was founded in 1983 by eight 
former Silicon Valley engineers who had 
spent an average of 17 years as employees 
for companies such as Hewlett-Packard, 
which owns about 20% of MTI; Harris; 
Hughes; and TRW. MTI was one of the first 
companies to set up in the Hsinchu Sci- 
ence-based Industrial Park, an hour's drive 





Satellite-TV systems: hot-selling items. 


south of Taipei. (Last year, MTI ranked 
ninth most successful manufacturer in the 
park.) 

The company's name, however, is 
slightly misleading. What MTI is best at is 
not so much microelectronics but micro- 
wave. The company employs around 100 
microwave specialists out of a total work- 
force of 730, one of the largest concentra- 
tions of its kind worldwide. 

Microwave technology was originally 
developed for use in radar, to detect enemy 
aircraft during World War II. (Its adap- 
tation for cooking purposes derives from 
workers at a US factory noticing that 
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microwave generators provided a wi 
come source of heat in winter.) After t 
war, it was discovered that in addition 
detecting things, microwaves could also 
used to send messages. Civilian point4 
point communications applications tod 
account for the bulk of MTI’s products. 

MTI's first product, a low-noise bloc 
converter (LNB), has been a great succe 
An LNB is the small box perched on a sy 
immediately in front of a satellite anten 
that amplifies the signal scooped up by t 
dish. 

MTI is believed to be the world's larg 
manufacturer of LNBs, with a US marl 
share of around 50%, The company p 
duces 100,000 of the devices a month 
prices of between US$50 and US$70 a u1 
Demand for LNBs is even stronger in I 
rope, with current sales of 60,000 unit: 
month. To accommodate demand, MTI I 
invested NT$250 million (US$10 millic 
in a second plant that will double the co 
pany's LNB production capacity. 

Although MTI depends on Japane 
suppliers for important components su 
as the high-performance transistors us 
to amplify microwave signals, the co 
pany manages to stay ahead of big riv 
thanks to the Taiwanese virtues of k 
prices, high quality and fast upgrades. ! 
reckons to be able to produce a new mo 
every three months. 

LNBs may be Mri's cash cow, but 
company’s star product is its mobile sa 
lite telephone, the world’s lightest at 40 
The telephone's antenna is an adap! 
umbrella that communicates via | 
INMARSAT network of satellites. 

The two principal customers for satel 
telephones are diplomats and journali 
MTI's product shot into the public eye d 
ing the Gulf War, when CNN reporters u: 
it to report from the battlefront. As a res 
production of the company's US$40, 
satellite-telephone systems doubled to 
units a month. 

Because of these sales, MTI became 
darling of foreign-fund managers, and 
company's share price on the Taiwan St 
Exchange rose sharply. Although o 
sumer interest in satellite telephones 
cooled some since those heady days 
year, MTI is still working on dramatic 
ductions in size and weight. The compe 
for example, has also just introduced 
other lightweight product that attache 
a personal computer, enabling the mact 
to transmit and receive data via satel 
Known as the Datalite, it sells for aroi 
US$10,000. m Bob Johnst 
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Flying. to Europe? Then dy KLM. And travel in connect with flights arriving from the Far East. To get 
41-400 comfort from the major cities in the Far East you to your European destination as comfortably and 
d the South Pacific to the Gateway to Europe, conveniently as possible. 
nsterdam Airport Schiphol. With increased non- East meets West in the convenience that is Schiphol. 
»p services. Most days of the week. All part of the KLM experience. 

And when you first come face-to-face with the West Test us, try us, fly us. 

Europe's best airport, Schiphol, enjoy true hassle-free 
nnections to any of the 70 European destinations 


‘ved by KLM. Attimes which are carefully designed to The Reliable Airline KLM 





“If my Rolex hadn't been 
reliable, I'd be dead. It's as simple 
as that" So said explorer Robert 
Swan about the timepiece that 
helped him navigate to the 
South Pole. As Swans fellow 
adventurer Janusz Kurbiel notes: 
"When you can't rely on external 
time checks, a watch becomes 
one of the basic inst ‘nents of 
survival: 

Part of what makes a Rolex 
B so dependable 
is the design 





of its rugged 
case, which is sculpted from a 
solid block of metal, using as 
much as sixty tons of pressure. 

Such force is necessary 
because what) is being produced 
* is, itself, massively strong. It has 
to be; inside every Oyster case 


beats a movement that has 





taken a year to make, from the 


first operation on the first tiny part 


through to its painstaking final assembly by 


-— 


our craftsmen in Geneva. 


The movement is further pro- 





tected by the Twinlock winding 
This 


screws down on to the Oyster case, closing as 


crown. ingenious device 
securely as the hatch of a submarine. 

As each timepiece is being assembled, every 
single part will have been tested, inspected, and 
cleaned ultrasonically over and over again. 


Then, once the Rolex movement is complete 








we — are willing 


to stake their lives on a Rolex 


and placed in its Oyster case, it is subjected t 
even more tests — this time for reliability an 
resistance to water pressure. 

The extraordinary process that goes int 
making a Rolex Oyster helps explain why it hé 
accompanied explorers to the heights of Evere: 
and the depths of the Pacific. While there ai 
many timepieces people count on for the tir 


thereis but one they trusisihth their lives. W 


ROLE: 


of Geneva 


Rolex Oyster Perpetual Date GMT-Master in stainless steel with matching Oyster bracelet. 
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Does your corporate bank 
open doors or knock on them ? 


LTCB opens doors to 
a world of financial possibilities. 


We know what's going on - in your industry and ours. Our 
influential, independent position in global finance makes us a prime 
source of information as well as funding for your ventures. 


Money isn't everything...especially in finance. Sometimes you 
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LETTERS 


Who's ethnic around here? 

. am concerned about the REVIEW's cover- 
age of Taiwan. How can the REVIEW claim 
0 be impartial when it paints a picture of 
l'aiwan in which the independence move- 
nent is wholly benign and the government 
vholly malign? As a first step towards 
'edressing the imbalances in the REVIEW's 
‘overage, I suggest the renunciation of 
Xeviewspeak, in which "Taiwan" is treated 
is if it were exterior to China, and “Tai- 
vanese” is reserved only for those island- 
‘ts of southern Fukienese origin (hereafter 
Minnanren) and the aboriginals (hereafter 
3aoshan people). 

The ethnic composition of the island's 
opulation is rather more complicated than 
he REVIEW depicts it to be. Not only does 
he REVIEW neglect Taiwan's substantial 
lakka community which settled Taiwan 
nany centuries before the Minnanren and 
o-called mainlanders, but it also neglects 
wo generations of intermarriage since the 
urival of refugees from the mainland dur- 
ng the 1940s. Surely all of the island's 
»opulation are Taiwanese now as well as 
-hinese, though the Gaoshan people are 
vot of course Han Chinese? 

As for the charges of "ethnocentrism" 
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arising in Look back in anger [ARTS & 
SOCIETY, 27 Feb.], I wonder who might be 
guilty of the worst excesses of ethnocen- 
trism. Mandarin is the common denomi- 
nator on Taiwan and yet those advocating 
independence want to see Minnanhua 
(which they call “Taiwanese” even though 
“Minnanhua” translates as “southern 
Fukienese [dialect]”) become the new na- 
tional language, and even want to make it 
a language of instruction in the schools for 
the first time. This is despite the fact that 
Minnanhua does not even have a written 
form. Besides, surely the aboriginal lan- 
guages are the only languages that deserve 
to be called "Taiwanese," especially as 
Minnanhua is not unique to Taiwan, and 
was even preceded on the island by the 
Hakka dialect? The independence move- 
ment is therefore definitely not the cham- 
pion of aboriginal rights, culture and his- 
tory, the REVIEW would have its readers 
believe in Look back in anger or previous 
articles, but a movement seeking to 
"Minnanise" the island. 

Luckily a substantial majority of Tai- 
wan's electorate (most Minnanren in- 
cluded) are aware that independence 
would bring ruin to the island, and this 
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EDITOR 


was reflected in last December's election in 
which the DPP was routed. The status quo 
is not of course ideal, but independence 
would bring much worse than just a 
military confrontation with the PLA. Any 
attempt to Minnanise Taiwan would 
alienate such a large proportion of the 
island's population that it would be a 
recipe for social unrest on an unprece- 
dented scale. Few would dispute that the 
independence movement has been sup- 
pressed in the past, but is that sufficient 
justification for the REVIEW to absolve it on 
all counts? 
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Just dial anytime 

The destruction by fire of the Cook Islands’ 
telephone exchange [Islands Cooked, 28 
May] did not affect Telecom Cook Islands' 
external communication links. Restoration 
of services to high priority users including 
the Cook Islands' trustee companies com- 
menced on the day following the fire. Telex 
was operational immediately, and within 
12 hours' international facsimile and tele- 
phone services were available by using the 
international operator assistance. 
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Communication capability by trustee 
companies to their international clients was 
also reinstated immediately through the 
provision of line access at Telecom's cen- 
tral facility on Rarotonga. While some in- 
convenience was caused, this did not pre- 
vent communications. 

By Thursday 14 May, all trustee com- 
panies had at least one telephone/ facsimile 
line installed on their premises facilities 
and in addition Telecom Cook Islands 
continued to make its central facility 
available. Inward IDD was reinstated on 
Monday 18 May, and for the trustee com- 
panies it became business as usual once 
more. 

Domestic subscribers will continue to be 
affected until a new exchange is opera- 
tional, which, at the date of writing, is in 
Auckland, New Zealand awaiting air 
transportation to Rarotonga and this was 
scheduled for Tuesday 26 May. 

The new NEC exchange is 50% larger 
than the one destroyed, and incorporates 
the latest technology. The quality of ser- 
vice that we will be able to offer shortly 
will be much improved with digital capa- 
bilities, and this will be of considerable 
benefit to the increasing numbers of Asian 
businessmen availing themselves of the 
services offered by the trustee companies 
operating within the Cook Islands’ offshore 





jurisdiction. STUART DAVIES 
nidi Telecom Cook Islands 
Indoctrinated by Reagan Thought 


If the editorial in your 14 May issue is any- 
thing to go by, Asian readers will be indoc- 
trinated with "Reagan Thought." Using the 
tenuous link of Asian-American victims of 
the Los Angeles riot, we are lectured on 
how the liberal reforms of the 1960s are to 
blame for everything that is wrong with 
the inner cities in the US. We are told: "The 
destruction of the black family structure is 


-a lasting legacy" of the Great Society, and 


that urban renewal programmes "replaced 
once-vibrant neighbourhoods with now- 
dangerous high-rise tenements." No facts 
are used to support these outrageous and 
misleading statements. 

We are told that all we need to do to 
solve America's problems is "empower" 
the poor, give parents the choice of which 
subsidised school to send their children to. 
All we need to do is apply a little Rea- 
ganomics magic to social welfare, inject a 
little competition, and everything will be 
okay. Asian readers only have to look at 
the US economy — the lasting legacy of 
the Reagan years — to know what the re- 
sult of that would be. 

The underlying message of this un- 
signed editorial is that the race riots in LA 
were not caused by successive Republican 
presidents who wasted billions of dollars 
that could have been used to rebuild inner 
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cities on weapons that don't work. They 
were not caused by 12 years of the Reagan 
Bush administration, which cut back 
programmes for the poor and mad 
blacks (and Asians) feel like they wer 
an unwanted part of American society, like 
some cancerous growth on the presi 
dential's nose. They were not caused bi 
George Bush's racist presidential campaigi 
in 1988, in which he basically told whit 
America that the way to deal with black 
was to keep them locked up. No, it was al 
the fault of bleeding-heart liberal Demo 
crats. 

One can only hope that Asian reader 
will not buy this nonsense and turn t 
more objective sources for information ol 
the US. 


i duis MARK ROBERT 





Offensive language 
Please let me draw your attention to a us 
of language which, however common, 
still find offensive. In the face of reality 
men are still regarded as the norm an 
women the exception. À case in point i 
the article The Han hordes [9 Apr.]. I quot 
. "the Outer Mongolians further affron 
local puritanism by travelling with heavil 
made-up unmarried female companions. 
Unless the "unmarried female compan 
ions" are not Outer Mongolians this sen 
tence is, in my opinion, logically flawed. 
hope you see my point. 
Stockholm LENA EDLUNI 
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Doubling efforts, regardless 

I have been a subscriber to your magazin 
for seven or eight years and one thing ha 
always amazed me. I have been able to in 
terpret and accept almost all of the “Eng 
lish-isms,” as opposed to “American-isms, 
but why does everybody in the article 
always “redouble their efforts"? Isn't any 
body satisfied anymore just to double thei 
efforts? 

I would probably have gone along fo 
another six or seven years without com 
ment but the 9 April issue (our mail sys 
tem here is terrible) committed the unfor 
givable sin in the article on the pros arx 
cons of new settlers in Australia, of usin; 
the non-word “irregardless.” Since none d 
my dictionaries here at home carry tha 
word 1 just have to assume that it mean 
the opposite of "regardless." 

Seriously speaking, considering the vol 
ume that gets printed every week I thin! 
somebody is doing a terrific job of proof 
reading. There have been a few notabl 
exceptions, such as the FOCUS on Chin 
issue and a period of several months ; 
few years ago when there was even an at 
fora five-star hotel that featured “Speciou 
rooms.” 
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* Nedlioyd Lines 


Then it's time you got to 
know Nedlloyd Lines; one 
of the world's largest 
shipping companies. 

And the most innovative, 
too. 

We ensure that your goods 
are transported with speed 
and safety at the right 
price. 

We've developed a 
remarkable new generation 
of container ships called 
‘Time Savers' which enable 
us to reduce the time, and 
thus the cost, it takes to 
load and unload con- 
tainers. 

In fact, we designed 'Time 
Savers' to save you time 
and money that could be 
better spent on your core 
business activities. 'Time 
Savers’ are just one of the 
many PLUSES you'll get 
from Nedlloyd Lines. 

If you'd like to know more 
about our PLUS CONCEPT 
just write or call us. 


Nediloyd Lines 

P.O. Box 240 

3000 DH Rotterdam 

The Netherlands 

Telephone: «31 10-4006111 


Telefax: +31 10-4046115 


Another THIS rom Nedlloyd Lines 
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China has been building 
power plants at an 
impressive pace in 
recent years. But build 
as they might, Peking’s 
energy planners cannot 
keep pace with demand. Electricity 
shortages are affecting not only the 
booming south but also the industrial 
heartlands of central and northeastern 
China. As correspondent Carl Goldstein 
reports, the south — despite its faster 
growth — is doing a better job of 
providing power than the north. But it, 
too, is falling behind. And turning to 
nuclear power will not help much in 
the short run. Yet only in the south 
is the problem finding a logical 
answer: more realistic pricing of 
electricity 45 
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US legislators opposed to President 
Bush's decision to renew China's most- 
favoured-nation status are preparing 
their strongest challenge yet against the 
measure 8 
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with the Third World on crucial issues 9 


Thailand : Media Censorship 
The army-backed regime's censorship of 
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Mission Accomplished 


Indonesia has decided to merge the 
contracts for two giant privately 
financed power projects in East Java. 
Earlier, the government had begun 
negotiations with Mission Energy and 
Intercontinental Energy Inc. (IEI), both of 
the US, who had each proposed to build 
two 600-MW power stations at the 
Paiton complex in East Java. Each 
proposal was valued at about US$2 
billion. The government, which has been 
evaluating the proposals for seven 
months, has now decided to award one 
bid for all four plants and is said to have 
selected Mission Energy for further 
negotiations, business sources said. 
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the media backfires as pirate video tapes 
of the demonstrations spread the news 
and the print media defies the 
government 10 

Meanwhile, neighbouring authoritarian 
regimes resist the temptation to block 
the news of Thai riots 10 


Thailand : Leadership Vacuum 
Parliament fails to nominate a new 
leader to replace discredited former 
prime minister Suchinda, causing a new 
political impasse 11 


Philippines : Mayor Lim 

Alfredo Lim, former top police 

officer and Manila City’s new mayor, 
pledges to end the capital's reputation 
for violence and commercial sex by 
declaring war on crime and 

depravity 13 


Philippines : Election Images 
American PR consultants tried, 

but failed, to make a positive impact 
in the recent presidential elections. 
And, significantly, likely winner 
Fidel Ramos spurned their 

services 14 


Diplomacy : Soviet-China Relations 

A Russian expert on China gives an 
insider's account of the twists and 
turns in Soviet China policy during 
the 1980s and reveals how specialists 
like himself were required to provide 
'facts' in order to substantiate the 
ever-changing policies. He also 
explains how China's Tiananmen 


Mission's local partner is businessman 
Hashim Djojohadikusumo and IEI’s local 
partner is Bimantara, owned by 
President Suharto’s second son. The 
Ministry of Mines and Energy 
reportedly told the US firms that 
Mission's bid was preferable because it 
was technically and financially stronger. 
Other sources say IEI was dropped from 
consideration on the recommendation of 
Research and Technology Minister B. J. 
Habibie. 


Plot Foiled 


Vietnamese police arrested 17 people, 
said to be members of the so-called 
People’s Action Party, in Ho Chi Minh 
City on 25 April for allegedly urging an 
uprising against the government and the 
overthrow of the ruling communist 
party. Those arrested included Nguyen 
Si Binh, an overseas Vietnamese from 
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Square massacre strengthened the 
hand of Soviet conservatives 
against former president Mikhail 
Gorbachov 16 


Hongkong : Democratisation 

Britain and China disagree over whethei 
Hongkong's Basic Law can be amended 
to increase the number of directly 
elected members of the colony's 
Legislative Council 18 

Indonesia : Battle for Votes 

While the Indonesian Democratic 

Party, the most flamboyant of 
opposition groups campaigning for 

the 9 June parliamentary elections, 
woos urban voters with its platform 

of reform and greater democracy, 

the ruling Golkar has been working 
more quietly — and more effectively 

— to harness the forces of Islam 

and consolidate its hold on the 
country's predominantly rural 
electorate 20 


South Korea : Politics 

Former H i chairman 

Chung Ju Yung's presidential 
campaign is increasingly seen as à 
means to garner bargaining power for 
a government post after the election in 
December 22 


Cambodia : Peace Process 

The UN's task of disarming the 
country’s warring factions and resettlin; 
hundreds of thousands of refugees falls 
behind schedule 24 


the US who reportedly had returned to 
Vietnam to train members of the new 
party, and a recently retired army majo 
The arrests have not been publicised in 
Vietnam, which often delays press 
coverage of such events for several 
months. 


Deadly Weapon 


As part of its continuing efforts to 
upgrade its defence capabilities, 
Taiwan is studying the Multiple Launc 
Rocket System (MLRS) manufactured 
by the US Dallas-based LTV Co. The 
MLRS, a potent artillery rocket system tl 
can fire 12 rounds a minute and scatter 
some 8,000 or so sub-munitions over 

a 20-ha area, is in service with the US 
and British armies. The Taiwanese 
Defence Ministry is believed to be 
considering buying up to 50 MLRS 
launcher units. 
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Professional. grave robbers, plunderers 
and smugglers of Chinese antiquities are - 
not alone in discovering that Chinese art 
means big money. So have the cultu ral 
relic commissars, and they are ina 
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Absent Friend 


‘here is likely to be 
ne notable absentee 
mong the Manila 
iplomatic corps 
ttending the 
'auguration of 
hilippine President 
razon Aquino's 
uccessor, scheduled 
w 30 June: the US 3 
mbassador. Current Solomon. 

JS Ambassador 

rank Wisner leaves Manila on 10 June, 
ut his expected successor, Assistant 
ecretary of State for East Asia and the 
Richard Solomon, who has yet to 
onfirmed in the post subject to a 
fore the Senate foreign 
ommittee, and Solomon 

cted to arrive in Manila 
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x Hongkong : Banking | 


Despite the absence of a. à counterbid, 


Hongkong Bank has raised its offer for 
Britain's Midland Bank to clinch a 


buyout quickly 53 


before mid-July. 


Tree Thieves 

Two broken-down logging trucks on a 
ferry near Phnom Penh on 17 May 
provided further evidence that 
Vietnamese companies have turned 
increasingly to illegal logging in 
Cambodia's border provinces since 
Hanoi instituted a ban early this year on 
the export of raw logs from Vietnam. 
The two logging trucks, bearing licence 
plates from the Mekong Delta province 
of An Giang, broke down on the ferry as 
officials were trying to move them to 
Phnom Penh. Cambodian officials said a 
total of 10 trucks had been seized 
following a four-hour gun battle a few 
days earlier with Vietnamese poachers 
in the northwestern province of Kratie. 

A recent UN report estimated that illegal 
Vietnamese loggers would export 
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Private Lines 
The Bangladesh Government has agreed 
in principle to let the private sector. 
generate and distribute power in the 
country's major industrial centres in 
order to allow the state-owned Power 
Development Board (PDB) to concentrate 
on other areas. Suppliers credits for such 
projects are available from Western 
sources on a build, operate and transfer 
basis. The government would not 
oppose any joint-venture projects along 
these lines, though they would have to 
be established on a turnkey basis. 
Distribution loss in the PDB-run system, 
through illegal tapping of electricity —— 
or wastage, has reached 4295 and all 


efforts to reduce it so far appear to have 
failed. 
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Loss of patience 


US lawmakers prepare to overturn Chinas MFN renewal 


By Susumu Awanohara in Washington 


nother year of draining debate 
over China between the US ad- 
ministration and Congress began 
on the eve of the third anniver- 
sary of the Tiananmen Square massacre, 
with the prospect that President George 
Bush may find it harder than ever to veto a 
congressional Paucos of his policies. 

Bush waited until 2 June, one day be- 
fore the legal deadline, to announce that he 
would extend Peking's most favoured na- 
tion (MFN) trading status without condi- 
tions for one more year. As he did so his 
congressional critics regrouped in a fresh 
attempt to attach conditions to the MFN 
proposal. 

What is new in this election year is 
the wavering by a group of 
Democratic senators, which 
until last year had sided with 
Bush to thwart Congress' 
moves to attach conditions re- 
lating to trade practices, weap- 
ons proliferation and human 
rights. 

Since June 1989, the Demo- 
crat-controlled Senate has con- 
sistently voted to attach condi- 
tions for MFN renewal for 
China — but not by the more 
than two-thirds majority 
needed to override Bush's veto 
and force enactment. The 
House of Representatives, also 
controlled by Democrats, has 
passed similar legislation with 
a veto-proof majority. 

Another challenge Bush faces this year 
is an innovative move by leading Congres- 
sional China critics to moderate their China 
MEN proposals in an effort to broaden sup- 
port and thus gain veto-proof majority in 
the Senate as well as the House. Depend- 
ing on how Peking behaves — or is per- 
ceived to be behaving — Bush could for 
the first time lose a veto-sustaining coali- 
tion in the Senate. Alternatively, he may 
agree to make China's trading status con- 
ditional on its domestic and international 
behaviour in order to forestall such an 
eventuality. 

On 2 June, Bush's press secretary Mar- 
lin Fitzwater stressed the need to "stay en- 
gaged" with China to "[make] our pleas 


for reform meaningful." In a written state- 
ment, he cited gains the US has made in 
the trade and proliferation areas to show 
that ^we have generated positive results 
without withdrawing MFN from China." 
Fitzwater added, however, that the US was 
“deeply disappointed in China’s limited 
actions with regard to international recog- 
nised human rights.” 

Sen. Max Baucus, chairman of the trade 
subcommittee and leader of the Demo- 
cratic senators who have supported Bush 
on the MFN issue, is even less impressed 
with China's response so far and has 
hinted that he may withdraw support for 
MFN renewal this year. It was in a letter to 
Baucus last July that Bush spelled out what 
amounted to a new China policy, aban- 
doning the previous softer approach. 





Tough year for Bush to use his veto power. 


Insisting that revoking or attaching 
conditions to China's MFN status would be 
counterproductive, while accepting that 
focused pressure on Peking was needed, 
Bush promised Baucus and his group that 
he would demand China's cooperation in 
specific areas in exchange for their help in 
defeating the China MFN bill in the Senate. 
A Baucus staffer acknowledges that China 
had made some promises to protect US 
intellectual property rights, but says it has 
conceded little else. 

In the House, Congresswoman Nancy 
Pelosi, who has led the charge against Pe- 
king in that chamber since 1989, is consid- 
ering softening her proposed MFN legisla- 
tion this year so that it will pass in the 
House and its counterpart bill will pass in 
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the Senate, both with veto-proof majoritie: 
One way to achieve this is to link the Chin 
MFN issue mainly to human-rights obsei 
vance, rather than to proliferation, trad 
practices, Tibet, birth control and other i: 
sues. The difficulty with this approacl 
however, is that those who feel strongl 
about the latter issues may drop out an 
thus weaken the anti-Peking coalition i 
the two chambers. 

Another approach is to apply sanction 
where they are warranted, for example o 
export items only produced by China' 
state-run enterprises. This would be just 
fied on the grounds that cooperatives, pr 

vately-run enterprises and joint ventures - 
which spearhead China's economic moc 
ernisation and constitute a force for reforr 
— would be spared punishment. But a 
ready administration official 
are warning that to apply di 
ferent tariff rates to products « 
the same country would be ur 
workable. 

In any case, China's actu: 
and perceived behaviour wi 
be crucial in determinin 
moves in Congress. Congre 
sional China critics are foreve 
in search of new incriminatin 
evidence. The Senate Judiciar 
Committee, for example, rt 
cently held a hearing on the i1 
creased flow of narcotics whic 
are shipped through China, 
trade some suggest is carrie 
out with official complicity. 

Committee chairman Josep 
Biden himself doubted the administration 
claim that China was cooperating with tl 
US in combating the drugs trade, sayin: 

“the administration is turning a blind ey 
to China's renegade behaviour." 

On 1 June, the human-rights advocac 
group, Asia Watch, released a major repo 
highlighting repression of pro-democrac 
activists in China's Hunan province. TI 
primary author of Asia Watch's repo) 
Tang Boqiao, was a student leader of tl 
crushed pro-democracy protests who e 
caped from China after his arrest and d 
tention. The report, detailing ill-treatme 
of detainees by the authorities and sp 
cially appointed prisoners known as “ce 
bosses," is sure to provide extra ammur 
tion to Congress' China critics. 
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Back in the game 


China revives its assertive international role 





3y Lincoln Kaye in Peking 


nybody that attracts Western sanc- 

tions cannot be all bad, in the view 

of China's rulers. All the more so if 
he sanction targets are veteran commu- 
tists embattled by breakaway sub-nation- 
ism and Muslim revivalism. So the UN 
nove to embargo Serbia for its depreda- 
ions in Sarajevo is one bandwagon that 
'eking is in no hurry to board. 

By withholding support, China can 
eep faith with an old ally, bolster its im- 
ge as a Third World standard-bearer and 
eclaim some of the international initiative 
: feared it had lost during last year's Gulf 
Var. Better still, Peking can score these 
ains for free, since logistical constraints 
90k certain to spare China the awkward 
ecessity of ever having to back up Serbia 
vith embargo-busting oil shipments. 

About the only risk for China is 
lienating the Islamic world with its 
on-condemnation of Serbian at- 
icks on Muslims. As a hedge, Pe- 
ing has taken the lead in condemn- 
1g Israeli adventures against Arabs 
1 southern Lebanon and the Gaza 
trip. 

China is also stalling an interna- 
onal accord to curtail arms ship- 
rents to the Middle East. And Qu 
eping, chief of the Chinese envi- 
»nmental protection bureau, is at 
ains to project himself as a spokes- 
ian for Third World concerns in the 
arth Summit at Rio de Janeiro. 

On anti-Belgrade sanctions, Pe- 
ing has ostensibly adopted the 
1me stance that it took on the 1990 
mbargo against Iraq: abstention in 
1e UN Security Council vote, rather 
ian either endorsing the sanctions 
r scuttling them with a veto. But, 
etween the two votes, the diplomatic 
ackground has changed dramatically. 

In 1990, China was eager to break out 
f its own pariah status in the wake of the 
389 Tiananmen massacre. Going along 
rith the West on Iraq seemed one way to 
et out of the doghouse. 

The ploy paid off handsomely. A series 
f high-level visits exchanged with several 
Vestern and Third World nations heralded 
hina’s return to international respectabi- 
ty. Now Peking can afford to assert its 
iplomatic independence, instead of mere 
ympliance with international norms. A 
curity Council abstention can be read ei- 
ier way, depending on the outcome of the 
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embargo. 

China is betting that the outcome this 
time will be different from that in the Gulf. 
The official People's Daily ran a back- 
grounder on the Sarajev o conflict, stressing 
the “complexity” of Bosnia- -Herzegovina' S 
ethnic equation, with rifts already opening 
up between Muslims and Croatians in the 
enclave. 

In the list of armed factions respon- 
sible for the violence, Yugoslav army 
troops came last in the People's Daily ac- 
count. The article concluded that "it ap- 
pears the [Bosnian] civil war will not end 
very soon." 

The internally circulated Reference News 
prominently displayed a news analysis 
headlined "International Sanctions May 
Not Stop Bosnia-Herzegovina Conflict." 
The commentator predicted the sanctions 
would strengthen, rather than weaken, 





Li Peng: seeking high Third World profile. 


Yugoslavia's communist leadership by 
providing a scapegoat for economic ills. 
Meanwhile, it noted, Serbia is piling up re- 
serves of strategic commodities. 

Belgrade's most strategic commodity is 
oil, of which China has been a key supplier 
along with Russia, Romania and Iran. But 
it is hard to see how Peking can continue 
oil supplies in the face of an international 
embargo. The only overland route would 
be through Russia, which voted to support 
sanctions. 

By sea, Chinese tankers have carried 
supplies of Middle Eastern petroleum to 
Yugoslavia that Peking received in swap 
deals in exchange for Chinese crude sent 
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to Gulf refineries. Whether sent directly to 
Yugoslavia, or indirectly through Iran or 
Romania, such shipments would be i impos- 
sible to maintain without Arab coopera- 
tion. And Muslims are united in their con- 
demnation of Serbia's treatment of their co- 
religionists in Bosnia-Herzegovina 

"So China is able to support its good 
friends in Serbia just by not joining in the 
international condemnation," notes a dip- 
lomat from the erstwhile Eastern Bloc. “Yet 
it runs no real risks and commits no real 
resources. A no-lose proposition." 

Nevertheless, he notes, in private con- 
sultations Peking leaves no doubts about 
its desired outcome. "They are always re- 
minding us about the danger of expanded 
EC, read German, influence, stretching 
from the Baltics through the Ukraine to 
Macedonia," the diplomat noted. “They are 
also anxious about Turkish or Iranian 
sponsorship of resurgent Islam, whether in 
Afghanistan, Azerbaijan or Xinjiang. They 
want a perimeter drawn, and it might as 
well start in Sarajevo," he added. 

Co-option, as well as containment, plays 
a part in Peking's policy towards the Mus- 
lim world, as seen in its line on limiting 
Middle East arms sales. At the end of May, 
China stood alone as the main obstacle to 
an arms limitation agreement in the 
latest round of negotiations with the 
region's other four top arms suppli- 
ers — the US, Russia, Britain and 
France. 

China broke with the rest on the 
questions of prior notification of 
arms shipments and whether ballis- 
tic missiles, Peking's main military 
export, should be included in restric- 
tions. For purposes of arms sales 
limitations, China wanted the Mid- 
dle East redefined to exclude its own 
key customers, Algeria and Libya, 
but to include Turkey, which it sees 
as a US client and a trouble-maker 
in Central Asia. 

The Rio summit presented an- 
other line of potential confrontation 
between China and the West. Chi- 
nese Premier Li Peng will have an 
opportunity at Rio to assert China's 
case on environmental and other in- 
ternational issues. Qu, the leader of Chi- 
na's 77-member delegation, has taken 
“over a million characters’ worth" of posi- 
tion papers and documentation to the 
Earth Summit. In a bid for Third World 
leadership, he is pressing a “77 plus-one” 
doctrine, making common cause with the 
non-aligned Group of 77 developing coun- 
tries. 

On the eve of the summit, a People's 
Daily account of dwindling global forest 
reserves offered a preview of China's line. 
Although deforestation is mostly concen- 
trated in the developing world, advanced 
countries bear "great, unshirkable respon- 
sibilities." » 






; Going with the flow 


Asian neighbours resist temptation to censor news 


t the height of last month’s crisis in 
Thailand, when the military-con- 
trolled radio and TV stations were 
blacking out news of the army crackdown 
.. in Bangkok, the rest of Asia watched grip- 
ping images of military brutality on its TV 
.. Screens. Despite the disturbing portents the 
Thai events held for some of the authori- 
arian regimes in the region there was vir- 
ially no attempt to censor the coverage. 
Most of Asia's uncontrolled press con- 
demned the repression. 
-. The borderless information world cre- 
=. ated by the satellite TV services of CNN and 
-. BBC made any attempt to restrict the flow 
= of news coverage a futile exercise. Even 
_ those governments which have reason to 
< -fear the contagion of such a popular move- 
> ment showed sophistication by taking a 
low-key approach. A notable exception 
"was Burma, a regime widely condemned 
for its violent suppression of democratic 
spirations. 
. For weeks the turmoil in Thailand went 
reported in the state-controlled Burmese 
edia. On 21 May, the government-con- 
olled Working People's Daily broke its si- 
ence with a heavily edited wire-service 
tory headlined "Suchinda blames com- 
nunists for troubles." The article quoted 
Gen. Suchinda Kraprayoon as saying that 









"the rallies were infiltrated by people bent 
on violence." Later the newspaper reported 
Suchinda's resignation but emphasised the 
"urgent debate on the constitution" which 
was about to take place — in other words, 
a parallel to recent political developments 
in Burma itself. 

China, which had literally pulled the 


plug on a CNN camera at Tiananmen 


Square during the 4 June 1989 massacre, 
allowed clips of Thai troops firing on civil- 
ians to be shown on national television. 





From Malaysia's New Straits Times. 


i5 Despite Chi 






's privileged telátionship 
with the Thai military, the Chinese print 
media reports were factual, timely and 
prominently displayed. 

“The message we got,” a Chinese intel- 
lectual said in private, ' ‘is that they have 
trouble and we don't. The Thai events are 
yet another example that democracy can 
only bring chaos." 

The reporting in Chinese publication: 
not available to the general public was 
however, more candid. An analysis in the 
Reference News, restricted to party official: 
but obtained by the REVIEW, laid the Tha 
turmoil squarely at the military's door 
Signed by Li Yun, seemingly a Bangkok 
based staffer of the official Xinhua Newsa 
gency, the report said "this round of dem 
onstrations showed how dissatisfied civil 
ians are with the military's manipulatior 
of Thai politics . . . since 1932. 

Nevertheless, the author stressed, “the 
bloodshed seriously affected the Tha 
economy.” He noted the US and Austra 
lian sanctions against Bangkok and Asean‘: 
call for a quick end to the turmoil, bu 
added “there is no certainty that military 
clout in Thai politics will be reduced.’ 
However, a veteran foreign observer ir 
Peking said the Bangkok events had rat 
tled Chinese smugness in their belief tha 
people would willingly forego politica 
freedoms so long as they could enjoy the 
fruits of economic development. Afte: 
Bangkok, the Chinese anxiety is that hav 
ing a VCR and a cellular phone is no guar 
antee of political stability. 

Vietnam, which has rejected the notior 
of political pluralism, reported the Thai de 
velopments without comment and relie 
exclusively on foreign reports and T 
footage. But privately some Hanoi official 
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said there was a lot of concern within the 
party that the pro-democracy demonstra- 
ions in Thailand might serve as an exam- 
dle for Vietnamese intellectuals who are in 
avour of more political change. 

Indeed, Vietnamese intellectuals fol- 
owed the events very closely. Develop- 
nents in Thailand became the favourite 
opic of discussion over tea and cigarettes 
it streetside stalls. Newspaper vendors re- 
»orted unusually heavy sales of the After- 
toon News, which reported the demon- 
itrations in detail. But at the same time 
iome Vietnamese officials were quietly 
»leeful that chaos in Thailand might boost 
Nestern investment in Vietnam. Vietnam 
Vas been trying for some time to market its 
»olitical stability and low wages to attract 
oreign investment. 

The reaction of Asean governments 
iecessarily has been one of quiet dismay. 
jut some of the regional papers have been 
ard. hitting. Indonesia's Jakarta Post criti- 
ised the Thai military for failing to under- 
tand that "there can be no genuine eco- 
iomic growth or stability in a country 
vhere human rights and democracy are 
ictimised." The paper also noted the in- 
vitable demand for political freedom aris- 
ng from economic growth. 

Malaysian TV, which carries CNN, 
howed most of the video clips available 
rom Bangkok. With the exception of some 
harp cartoons, editorial comments were 
estrained. Malaysian papers, however, 
ave little credence to the notion of a mid- 
le class revolution. Writing in The Star, 
olumnist V. K. Chin pointedly argued that 
Western powers have contributed as 
uch to the mayhem with their brand of 
emocracy which they insist others must 


llow to the letter." z 


es of the d trations were sup- 
osed to be. That only served to dis- 
Dissemination of foreign TV cover- 
ge of the Bangkok events within Thai- 
ind could not be totally petia either. 
fany Bangkok residents have acquired 
tellite dishes of their own in recent 
ears, giving them unimpeded access to 
reign broadcasts. Some people re- 
xrded the foreign footage of the riots 
nd made the tapes available to others. 

For a brief couple of days following 
ve massacre some stations took advan- 
ige of the confused state of Suchinda's 
ipidly falling government to broadcast 
ncensored tapes. It was testament to 
e fact that TV crews from all local 
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THAILAND 


Lost mandate 


Public distrust blocks choice of new premier 


By Paul Handley in Bangkok 


early two weeks after the resigna- 
N tion of discredited prime minister 

Suchinda Kraprayoon, Thailand 
appeared to have reached a new political 
impasse as parliament failed in its efforts 
fill the country's leadership vacuum. 

The deadlock over the leadership re- 
flects the public's fear of a defiant military 
and a sense that the pro-military five-party 
coalition that backed Suchinda has lost its 
mandate to govern. Business circles sug- 
gested that new elections may be needed 
to clear the air and heal some of the 
wounds caused by the military crackdown 
against pro-democracy demonstrators in 
May. 

To replace Suchinda, the five-party coa- 
lition nominated Somboon Rahong, the 
nominal leader of the Chart 
Thai Party, second-largest 
in the coalition. But the 
general perception is that 
Somboon, and the govern- 
ment he would lead, 
would be little different 
from that of Suchinda. 

Many believe, rightly or 
wrongly, that Somboon, 
who was formerly head of 
the air force-controlled 
Airports Authority of 
Thailand, is under the 
thumb of the same military 
chiefs who ordered the 
soldiers to open fire on tens 
of thousands of anti- 
Suchinda demonstrators. 
They also know that Somboon's cabinet 
would probably feature many of the same 
politicians who filled Suchinda’s. 

Ignoring general sentiment, the coali- 
tion did submit Somboon's name to the 
House Speaker and Acting President of 
Parliament, Arthit Urairat. By normal pro- 
cedure Arthit should then have forwarded 
the nomination to King Bhumipol Adul- 
yadej. But the indications from Arthit's 
several meetings with Privy Counsellor 
Prem Tinsulanond were that the palace 
found Somboon inadequate. 

Arthit officially accepted Somboon's 
nomination after working for days to find 
a compromise candidate. But he then 
baulked at submitting his name to the king 
on 29 May and again on 1 June. Arthit said 
he held back to avoid stimulating a new 
crisis before 10 June, when parliament is to 
conduct the third and final reading of cru- 





FAR EASTERN ECONOMIC REVIEW 





Arthit: compromise. 


cial amendments to the constitution. 

The anti-Suchinda movement's main 
goal is to push through the amendments, 
which they say will make the constitution 
more democratic and pull the government 
out of the control of the military. “To pre- 
vent a confrontation that could develop 
into an event as disastrous [as the events of 
17-19 May] I am compelled to delay the 
selection process for the chief executive 
until the completion of the constitutional 
amendment process," Arthit said. 

Even if Somboon's name is submitted 
to and approved by King Bhumipol at that 
time, few expect his government to be 
stable. For that reason, public demands 
are increasing for a dissolution of parlia- 
ment and a new election to clear the air. 
On 1 June, three powerful business groups 
came out with a strong call for the dis- 
solution of parliament and 
new polls. That kind of 
pressure almost ensures 
that dissolution will have to 
happen. 

But elections may not be 
enough to restore stability. 
As politicians jockeved for 
position, Suchinda's mili- 
tary henchmen, Supreme 
Commander Air Chief 
Marshal Kaset Rojananin 
and army chief Gen. 
Issarapong Noonpakdi re- 
fused to bow to public 
pressure to step down. 
Much of the public feels the 
two should take responsi- 
bility for troops opening 
fire on unarmed civilians. 

Although both, along with Suchinda, 
have been careful to stay out of public view 
they have addressed several gatherings of 
military commanders from around the 
country, with calls for military unity. Ac- 
cording to reports, neither has expressed 
remorse over the shooting of demonstra- 
tors. Instead, Kaset and Issarapong appear 
to be rationalising their actions to their fel- 
low soldiers, to ensure army solidarity 
against an increasingly critical public 

Official statements declare the ranks are 
fully united against any campaign to smear 
or discredit the army. That, observers have 
commented, is tantamount to issuing a 
coup threat. And, as reflected in the con- 
tinuing fall in the Stock Exchange of Thai- 
land, by more than 12% since the start of 
the troubles, the public clearly reads it as 
such. Ll 
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India defies US 
with missile test 


> Indian test-fired a 2,400-km 
intermediate-range ballistic missile on 29 
May from a launch site in Orissa state. 
The Agni missile, carrying a one-tonne 
dummy payload, lifted off successfully 
but the second stage ignited prematurely, 
throwing the missile off-course and 
aborting hopes of a guided re-entry to the 
atmosphere. The test was widely seen in 
India as a gesture of defiance to the US, 
which has been trying to get India and its 
neighbours to forswear nuclear weapons 
and strategic missiles. The US is sending a 
team of officials to New Delhi in June to 
discuss a nuclear weapons control regime 
for South Asia. India claims the Agni is 
not a weapons system but a "technology 
demonstrator." Western defence analysts 
say the Agni is capable of carrying a 
nuclear warhead. 


India, Bangladesh agree 
to repatriate refugees 


> Bangladesh and India have agreed to 
arrange for the speedy repatriation of all 
Chakma refugees to Bangladesh following 
a visit to New Delhi by Bangladesh Prime 
Minister Khaleda Zia in late May. More 
than 50,000 Chakma refugees from the 
Chittagong Hill Tracts region in 
southeastern Bangladesh fled into India 
several years ago in the wake of a long- 
festering insurgency by the Chakma hill 
tribes. 


Communists head for 
defeat in Nepal polls 


> Voters in Nepal went to the polls on 
28 and 31 May to pick about 44,000 
local government officials, including 
town councillors and mayors, for a five- 
year term. The poll comes a year after 
the king's powers were curbed and 
multi-party democracy introduced. 
Initial results received in Kathmandu 
indicate that communist and Left- 
leaning candidates opposed to the 
Nepali Congress government of Prime 
Minister G. P. Koirala were heading for 
defeat. 


Fighting shatters 
fragile Kabul truce 


> The week-long truce between Hizbe- 
Islami forces led by Islamic 
fundamentalist Gulbuddin Hekmatyar 
and the interim government in Kabul was 
shattered on 31 May by fresh fighting 
southeast of the Afghan capital. The 
fighting flared a day after the aircraft 
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carrying Interim President Singhatullah 
Mujadedi narrowly escaped a rocket 
attack while landing at Kabul airport. The 
attackers are still unknown. Farlier, a 
Russian aircraft flying into Kabul to take 
Russian Foreign Minister Andrei Kozyrev 
home after an official visit had come 
under heavy anti-aircraft fire from 
guerillas suspected to belong to Hizbe- 
Islami. 


Hanoi-Moscow deal on 
Vietnamese workers 


> Hanoi and Moscow signed a new 
protocol on 27 May allowing up to 30,000 
Vietnamese guest workers to remain in 
Russia. In the hey-day of Soviet- 
Vietnamese relations, nearly 100,000 
Vietnamese worked in the former Soviet 
Union, but they had become frequent 
targets of Russian resentment since the 
disintegration of the Soviet empire. Under 
the new agreement signed by the deputy 
labour ministers of Vietnam and Russia, 
Vietnamese "specialists" will be paid 
salaries set by individual enterprises, not 
by the state. An estimated 40,000 
Vietnamese workers are believed to be 
currently in Russia. 


Social indicators 


Trends in contraceptive use 
tamed of users (million) 
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New Delhi's hand seen 
in Sindh troubles 


»> Troops are to be deployed in 
Pakistan's Sindh province, initially for six 
months, to combat a growing crime wave, 
including attacks on trains and 
kidnappings. President Ghulam Ishaq 
Khan assured opposition MPs unhappy 
with the decision that the army operation 
would be totally apolitical. Prime Minister 
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SNNHO OSNIH 


Nawaz Sharif and army chief Gen. Asaf 
Nawaz Janjua claim there is evidence of 
Indian interference in Sindh. 


Former coup leader 
becomes Fiji premier 


> Fijian President 
Ratu Penaia Ganilau 
on 2 June appointed 
former army 
commander Sitiveni 
Rabuka as prime 
minister of the 
country’s first elected 
government since 
1987, the year Rabuka Rabuka. 

led a military coup to 

topple the Indian-dominated 

government of Timoci Bavadra. Rabuka’s 
Fijian Political Party won the largest 
number of seats, but not a majority, in the 
70-seat parliament in elections at the end 
of May. 





Hanoi names new 
ministers ahead of polls 


> Vietnam's State Council has appointed 
three new cabinet ministers, including à 
new head of the powerful Ministry of 
Finance, two months ahead of national 
elections which are expected to result in 
wide-ranging ministerial changes. Deputy 
Finance Minister Ho Te replaced Hoang 
Quy as head of the Finance Ministry, 
which has been accused of mismanaging 
the country's financial policies during the 
past six years of economic reform. Mai 
Ky, vice-chairman of the State Planning 
Commission, was given the population 
and family planning portfolio. Nguyen 
Dinh Loc, deputy director of the Office of 
the National Assembly, replaced Phan 
Hien as justice minister. 


Hongkong lawyers, businessman 
guilty of corruption 


> A Hongkong High Court jury on 2 
June found two prominent lawyers and a 
businessman guilty of bribing former 
government attorney Warwick Reid to fix 
prosecution cases of several well-known 
businessmen. Well-known solicitor Oscar 
Lai Ka-to, his associate barrister Eddie 
Soh Chee-kong and businessman Lee Hoi 
kwong were found guilty on five counts, 
eight counts and one count respectively, 
after a trial lasting more than four 
months. All are expected to appeal. Reid, 
a former head of the government's 
Commercial Crime Unit, is serving an 
eight-year sentence for havin 
accumulated HK$12.4 (US$1.59 million) i» 
unexplainable assets. 
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The Individual 





One of the greatest pleasures in life is simply to be treated as 
an individual. To speak and be heard. To ask and be helped. 

That's why we created Sheraton Towers. To offer you what 
you want, when you want it. 

Like much of life, it’s just that simple and just that difficult. 
But we like the challenge. Because meeting it makes life that 
much more satisfying for all of us. 
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SIEMENS 


Versatility and quality — 
Siemens in Southeast Asia 


The scope of activities of 
Siemens in Southeast Asia 
extends across a wide 
spectrum of electrical 
engineering and electronics. 
Highlights of recent 
accomplishments include: 
Public telephone switching 
systems in Thailand and the 
Philippines, power generating 
plants in Indonesia and 
Singapore, advanced medical 
systems installed in hospitals 
in Hong Kong and Malaysia, 
factory automation equipment 
in Korea and Taiwan. Siemens 
—aname that stands for 
innovative technology, highest 
quality and reliability. 


Well over 6,000 Siemens 
employees throughout the 
region are engaged in 
manufacturing, project 
planning and engineering, 
service and maintenance as 
well as customer training. 
They are dedicated to provide 
the best solutions to any 
application problem, they are 
committed to quality and total 
customer satisfaction. 


Being an integral part of the 
worldwide Siemens 
organization, the regional 
companies have full access to 
the vast resources of one of 
the world's leading 
enterprises. A company with 
annual sales of over US$45 
billion, that spends more than 
US$4.5 billion on R & D and 
that employs 402,000 people 
in 123 countries can offer 
unique solutions, knowhow 
and expertise for your specific 
application requirements. 


Talk to us. Your local Siemens 
representative is only a phone 
call away. 


Siemens (Pte) Ltd 
MCS 

151 Lorong Chuan 
03-01 New Tech Park 
Singapore 1955 


or any of the Siemens 
offices in Bangkok, Beijing, 
HongKong, Jakarta, 

Kuala Lumpur, Manila, Seoul 
and Taipei 


Versatility and quality 
are our strengths. Siemens. 








ga ES large the UPS delivery 
network may be, there is something we 
value more than size. It's our reputation for 
predictability. The predictability in 


transportation that can result in real cost 


savings in inventory control 





UPS predictability. It's being the worlds 


largest package delivery company but knowing 
when to think small. 


Its why in the busy backstreets of 
Bangkok we rely on nippy Tuk- Tuks 

Because we know that nothing is 
more important than your international 
shipments arriving precisely when we say 
they will. Time after time. Country after 


country. By air or by land. Big or small 
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United Parcel Service 


As sure as taking it there yourself 


For information call: Australia, 02/6671333 Brunei. 02/242401 China, Peoples Republic of. Beijing 01/4994100, Guangzhou 020/6680964, Shanghai 021/2565760 Hong Kong, 7353535 
India. 022/6124449 Indonesia, 021/4714848 Japan, 03/54011513 Korea. 02/6013300 Macau. 963535 Malaysia, 03/2552566 New Zealand. 09/2754009 Pakistan, 021/440081 Papua New 
Guinea. 254447 Philippines, 02/8321565 to 69 Singapore. 7383388 Sri Lanka. 01/28793 Taiwan, 02/ 88338658 Thailand, 02/5131109 


® Trademark and service mark of United Parcel Service of America, Inc., of U.S.A 





PHILIPPINES 


Capital punishment 


Manila's new mayor pledges war on crime 





IBy Rodney Tasker in Manila 
atch out, gang, Mayor Lim says 
W he is going to clean up this town. 
Everyone knows he is mean and 
always gets his man. This time he really 
neans business. 

This may sound like a scene from a 
western, but it sums up what Manila City 
"an expect under its newly elected mayor, 
sormer police general Alfredo Lim. The sil- 
ver-haired Lim's police career, from patrol- 
man to director of the Philippine equiva- 
rent of the US Federal Bureau of Investiga- 
Non, has been marked by dramatic crime- 
»usts and successful shoot-outs, with 
matching bravery and merit awards. 

Now Lim is the powerful mayor of 
Manila, after successfully challenging in- 
"umbent Gemiliano Lopez in the 11 May 
pu elections. And in an interview with 

e REVIEW, Lim made it clear that apart 
rom such mundane chores as tackling the 
'ity's notorious garbage problem, he wants 
o run criminals and flesh-pot operators 
ut of town. 

Lim's image as a tough law enforcer 
vas undoubtedly a major factor in his ap- 
»eal among Manila's voters. As an ethnic 
-hinese Filipino, he was also able to tap 
he political support and coffers of the 
ight-knit business community in the city's 
Jinondo Chinatown district — and will 
loubtless be able to rely on their financial 
upport for his future projects. Binondo, 
me of six political districts in Manila, is the 
'ommercial and tourist heart of Metro Ma- 
ula. With its 2.6 million population, 
Binondo has roughly the same number of 
»eople as Singapore. 

While parts of the city, such as 
ntramuros and Malate, retain vestiges of 
heir historic, Spanish-style charm, Manila 
s basically characterised by physical decay 
ind moral decadence. It is a nest of crime, 
vhich Lim aims to eliminate one way or 
inother. “We have to use necessary force,” 
he 63-year-old mayor told the REVIEW. 
We're coming in very strong against all 
ypes of criminality, especially drugs, car 
theft], kidnapping [and] violent robber- 
ag,” 





Lim's talk of necessary force is likely to 
end shivers down the spines of many 
lenizens of the city’s underworld. His po- 
ice career shows he has no qualms about 
ising maximum force against armed 
riminals. Lim was awarded a medal for 
alour after killing three rogue policemen 
1 1958 and a gallantry commendation in 
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1968 followed his involvement in an armed 
encounter with five jail-breakers, all of 
whom were killed. 

As director of the National Bureau of 
Investigation (NBI) for the last two years of 
his career before retiring in March, Lim and 
his men earned themselves a fearsome 
reputation. Appointed to the position by 
President Corazon Aquino, he moved re- 
lentlessly against drug lords, organised 
crime and corrupt officials. 

Some other police generals even asked 
Aquino to fire him after a particularly 
sensational encounter in 1990 between an 
NBI squad and military officers suspected 
of drug-running that left two of the 
officers and an accompanying civilian 
dead. 

As mayor, Lim plans to 
set up his own elite, 5,000- 
man police unit to back up 
the city's regular police 
force. Drawing on what he 
claims is a P1.1 billion 
(US$42.8 million) reserve 
left by his predecessor, he 
says he will recruit college 
graduates and pay them 
P8,000 a month compared 
to the P3,000 starvation 
wage of regular patrolmen. 
Members of the new unit 
will all be in uniform in or- 
der to serve as a highly vis- 
ible presence on Manila's 
streets. "How can we attract 
investors and businessmen 
here if we can't guarantee 
them protection and assist- 
ance?" Lim asks. 

Will he give such a po- 
tentially controversial force 
shoot-to-kill orders if necessary? "If these 
people are dangerous criminals and they 
won't hesitate to shoot people in law en- 
forcement agencies — and if they resist our 
people — I will not hesitate to give the 
order to shoot to kill because we have to 
protect . . . our citizenry. Once they start 
shooting, we can't just turn our backs and 
run away." 

Some critics of Lim's plan, however, feel 
that gun battles may be more likely be- 
tween his new police unit and regular pa- 
trolmen, given the potential 
for jealousy over pay dispari- 
ties. 

Lim's plan to close down 
girlie bars and massage par- 
lours promises to be more 
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Lim: tough luck, tough guys. 


Role of US 


PR firms in 
polis — p.14 





problematical. For many foreign male 
tourists, the bars of Manila's Ermita district 
are a major draw, with their go-go girls 
and commercial sex. A large number of the 
350 such establishments on Lim's list who 
have been warned to cease operating by 1 
july or have their permits cancelled are run 
by Europeans and Americans 

Some of them recall events in 1988, 
when Lim — then the area's police chief — 
had his men raid the bars each night, 
rounding up girls and harassing the own- 
ers. 

The raids did not last long because, as 
Lim complained, the then mayor Lopez 
did not support the campaign. Now there 
is nothing to stop Lim. “These honky-tonk 
establishments [and] seedy joints are 
blackening the image of the city,” Lim 
complains. Their owners advertise cheap 
sex overseas and draw "hippy-type" tour- 
ists on the basis that "if you want to enjoy 
sex, the cheapest girls can be found in 
Manila," he says. 

Lim wants the bar and massage parlour 
owners to convert to selling handicraft, 
antiques or even ice cream. If not, they are 
free to move out to other 
parts of Metro Manila to 
ply their trade. "If they're 
welcome in the suburbs, 
that's fine by me,” he says. 

Some of the bar owners 
claim that all Lim wants is 
a substantial increase in the 
"gratuities" they normally 
pay to police to avoid har- 
assment. But even so, they 
are worried because expe- 
rience has told them that it 
does not pay to cross Lim. 

In his clean-up-Manila 
campaign, Lim is also 
working closely with 
Tourism Secretary Narza- 
lina Lim, the Tourist Belt 
Businessmen's Association 
(TBBA) and the Hotel and 
Restaurant Association of 
the Philippines. They are 
drawing up a master plan 
to spruce up picturesque, if fading, areas 
such as Remedios Circle in Malate, 
Intramuros and Manila’s bayside Roxas 
Boulevard, by offering tax incentives to 
cooperative residents. “We want to be sup- 
portive [of Lim], and we want something 
to happen,” says TBBA president Doris Ho. 

Narzalina Lim is equally happy about 
the new mayor's election and his vision of 
a Manila returned to its former glory. But 
she says his plan to kick out the bar own- 
ers “may not be as simple as that." She 
adds, however, that "he is a 
very determined person." 

Few would disagree — and 
that is what worries the inhab- 
itants of Manila's twilight 
zone. E 
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Nabobs of negativism 


American PR firms flop in election campaign 


By Jonathan Karp in Manila 
he televised debate among Philip- 
| pine presidential candidates on 22 
March did not decide the winner of 
the election. But it did help determine one 
of the biggest losers in the race to succeed 
President Corazon Aquino. 

Even by his aides' reckoning, front-run- 
. mer Ramon Mitra lost control of his cam- 
- paign that afternoon, taunted into stam- 
mering submission by Vice-President Sal- 
vador Laurel. Laurel's allegations that 
Mitra had received favours from illegal 
loggers were not new, but his relentless 
personal attacks — and Cheshire cat grin 
— were. And they spooked Mitra for the 
final seven weeks of campaigning. 

“That encounter started the decline. We 
had to change our tactics from offensive to 
defensive," a senior Mitra aide said after 
Mitra conceded defeat in the 11 May elec- 
tion. Still miffed, he added: "I don't know 
what got into Laurel." 

What "got into" Laurel, a dark-horse 
candidate, was advice from a Washington 
political consulting firm to wage a nega- 
tive campaign which would at least topple 
Mitra. The firm — Black, Manafort, Stone 
and Kelly — is close to US President 
George Bush, who destroyed former Mas- 


sachusetts governor Michael Dukakis with 


negative campaigning in 1988. 

Black Manafort was just one of a 
number of American public relations firms 
which played a role, or tried to, in the Phi- 
lippine elections. While the US Govern- 
ment, for the first time, refused to favour 
any candidate, these firms came in on all 
sides with their strategists, spin artists, poll- 
sters — and access to US leaders. 

One irony is that the likely presidential 
winner, Fidel Ramos, did not hire an 
American consultant, according to his 
aides. Russo Marsh and Associates of 
Sacramento, California, offered its services 
to Ramos but in the end did not represent 
him in the campaign. Mitra, on the other 
hand, had at least two: Sawyer Miller 
Group, which had been conducting public 
opinion surveys for him since 1989, and a 
California-based media consultant. In ad- 
dition, former Ronald Reagan strategist Ed 
Rollins made a pitch to Mitra a few months 
before the election, impressing his staff 
with pointers during a meeting in Manila, 
the Mitra aide confirmed. Apparently he 
was not hired. A Washington source said: 
"Ed Rollins offered his services but nobody 
took him." 
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Mitra: toppled by negative campaign. 
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Tycoon Eduardo Cojuangco, who had 
been expected to do well in the presiden- 
tial stakes, received help from Chwat- 
Weigend Associates of Washington. 
Cojuangco spokesman Quinito Henson 
said the firm was hired back in 1986 to 
counter negative publicity in the US stem- 
ming from the businessman's ties to former 
president Ferdinand Marcos. 

With 17,000 offices at stake in the 
Philippine elections, the demand for 
PR consultants was not limited to presiden- 
tial candidates. One politician running for 
a lower post called a US official to ask for 
contacts. Mindful of his government's neu- 
trality, the official directed the caller to the 
Washington telephone book. 

Foreign involvement is not new in Phi- 
lippine politics. Besides past CIA meddling, 
Marcos retained Black Manafort for years, 
and Aquino has had the help of Mark 
Malloch Brown, now with Sawyer Miller. 

But this election was meant to be free of 
outside intervention, and a beefed-up elec- 
tion code outlawed foreign participation in 
partisan causes. The watchdog Commis- 
sion on Elections did not investigate any 
candidate’s use of foreign advisers, how- 
ever, believing such firms’ services were 
“technical and thus not really partisan,” 
Commissioner Haydee Yorac said. 

Some candidates may wish to hold their 
own inquiries into why their expensive 
advisers did not get results. Others merely 
distanced themselves from the consultants 
to ease the pain of losing. “They couldn't 
help much," said Laurel, who before the 
election boasted privately about his Black 
Manafort connection. In retrospect, the last- 
place finisher said in an interview: "They 
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could handle the fundamentals but not the 
nuances of the election." 

This remark is a constant refrain in elec- 
tion post-mortem discussions in Manila 
Teodoro Locsin, a former aide to Aquino, 
said that traditionally Filipinos wanted 
their consultants to be seen but not heard 
They were valued less for advice on navi 
gating the feudal terrain than for their ca 
chet and the client's right to claim an "in 
side link" with the White House. 

But Locsin, now a newspaper publisher 
has seen effective US consultants. He cred 
its Brown of Sawyer Miller with saving 
Aquino from a hostile media in 1986. “Hi 
told her to use the press, not let it use her 
If they asked hostile questions, she shoulc 
talk about her national programme rathe 
than answer directly,” Locsin recalled. “I 
worked. As a Filipino, I would have ad 
vised her to do the opposite." 

This year's drawn-out vote countinj 
process created a similar media niche, anc 
Black Manafort stepped in. Mirian 
Defensor Santiago's post-election crusad 
against alleged fraud needed precisel 
what Washington firms excel at: creatin; 
reality from perception, namely that San 
tiago was cheated in the presidential race 
Laurel backed the crusade and offerec 
Black Manafort to her. The firm’s consult 
ant wrote up memos on dealing with th 
media, according to Santiago spokes 
woman Maribel Ongpin, and “gave th 
impression he had an inside track to Bush. 

Another close adviser sneered whe) 
asked if Santiago heeded the firm's advice 
“Use common sense,” he said. “Laurel fin 
ished last and we did well. What coul 
[Black Manafort] offer us?” 

Despite the denials, Santiago relied o 
the consultant for a short but intensive pe 
riod. At one prayer rally she delayed he 
speech because a fax machine broke dow 
and a page of Black Manafort's talkin 
points had to be rushed to the stage. 1 
explaining the timing of her crusade, sh 
thanked her “political intelligence,” a re 
erence to Black Manafort's voting-tren 
analysis that showed when Ramos woul 
overtake her in the unofficial tally. 

For its part, Black Manafort alternate 
between leading and following Santiag: 
advising her to maintain hard-hittin 
rhetoric to encourage public enthusiasm, 
staffer said. There were mistakes, like he 
letter to Bush, which the Philippine Gov 
ernment pounced on as an invitation fc 
foreign interference. Ultimately, sh 
harmed her credibility by failing to delivt 
evidence of wholesale fraud as promise 
at a 20 May press conference. 

If 22 March marked Black Manafort 
arrival as a player in the elections, 20 Ma 
marked its departure. Time to head hor 
and write Bush's re-election platform. Or 
of Mitra's consultants had skipped tow 
much earlier — he had another client i 
the Romanian election. 
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Our promise is in our 
performance, 


A universal bank with global 
operations, WestLB can look 
back on a successful year 
which Saw a substantial im- 
provement in our operating 
position, the launch of new 


products and services, and a 





further expansion of our inter- 
national branch network. 

We are now represented in 

31 countries worldwide, and 
a local presence in 16 Euro- 
pean countries means WestLB 
is well prepared for the single 
market of 1993. uid cooper- 
ation concept has reinforced 
our links with North Rhine- 





WestLB 1991 1990 
Group — ADM millions) 
Business 

volume. EE ni 994 250,899 
Total 

assets 230,305 207,012 
Own funds 5.594 5,500 
Operating 

result approx. 1,000 —— 800 
Netproft = 95 — 95 
Group 

employees | 9,715 9,767 





Westphalia's savings banks. 
Placing power and volume of 
issuing business continue to 
be a solid basis for WestLB s 
diversified activities as a 

universal bank serving custo- 


mers on a global scale, as 


the savings banks' strong 
partner, and as North Rhine- 


rS 5 state bank 
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— suited to their policies — with fre- 
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DIPLOMACY 


Policy by fiat 


Inside story: Kremlin twisted its facts on China 


t a recent diplomatic reception I ran 
A into my former boss at the Ministry 

of Foreign Affairs. “Ah, you,” ex- 
claimed the boss with indignation, “how 
dare you write articles slandering China? 
Don’t you know the Chinese are our real 
friends?” 

This rude attack did not upset me, In- 
stead, my thoughts went back to a spring 
day in 1982 when I was serving in the So- 
viet Embassy in Peking, and China’s lead- 
ers were dropping their first hints of a de- 
sire to work out an accommodation with 
neighbouring countries. 

At a picnic near the Ming tombs I tim- 
idly suggested to a high Soviet official who 
was visiting China for a few days (the same 
one mentioned above) that Moscow and 
Peking might be on the verge of a new 
relationship. The reply was not encourag- 
ing: “Are you crazy?” he retorted. “Our 
two countries are locked in a geopolitical 
conflict and this will never change.” 

Yet change has taken place in the “geo- 
political conflict,” and will certainly con- 
tinue now that China is the world’s largest 
surviving communist state and Russia is a 
struggling would-be democracy on the 
verge of political and economic break- 
down. What may also continue is the effort 
of competing policy mafia in both 
countries to force truth into a mould 





quently fantastic results. 

My own experience of this ten- 
dency goes back to the period 
immediately following the Brezh- 
nev era when party chief Yuri 
Andropov understood the short- 
— comings of our past policies to- 
wards China and argued in favour 
of a positive attempt on our side to 
cool things off. At the very least we 
must deny Washington its China 
card. 

A dialogue between the two 
communist giants got slowly and 
painfully under way during the next 
few years. Naturally this caused dis- 
may to the old China hands on the 
staff of the central committee in 
Moscow and their satraps in the Ministry 
of Foreign Affairs, KGB and defence circles. 
The degree of the dismay, however, was 
different for different officials. 

One of the first signs of strain was a 


split inside the policymaking establishment 
of the Soviet Embassy in Peking. In its an- 
nual report for 1982, the embassy routinely 
described Chinese reforms as exercises in 
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The collapse of the Soviet empire seems 
to have left the new rulers of Russia 
gles to worry about relations with China. 


But it has also removed most of the 
inhibitions on former Soviet diplom 
from discussing the relationship in 
In a personal memoir spanning 10 
years, a senior Russian China specialist, 


Maoism and capitalism while Peking’s for- 
eign policy was again labelled pro-imperi- 
alist and anti-Soviet. 

The international department of the 
party central committee promptly en- 
dorsed these conclusions, but the foreign 
ministry was critical. Simultaneously, some 
embassy officials received private letters 
from “the centre” with sharp criticism of 





axa 


the annual report. “Nobody in Moscow 
thinks any longer in this stupid way about 
China,” stated one such letter. 

In March 1983 the embassy prepared a 
new analysis of China’s world strategy 
based on the results of the then US secre- 
tary of state Geroge Shultz’ visit to Peking. 
We felt that for a number of important rea- 
sons China was drifting away from its pre- 
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Disinformation campaign over Reagan's 1983 China visit. 


vious positions towards a more balanced 
stance in the international arena. Moscow 
reacted with two different voices. 

The foreign ministry agreed with our 
assessment that China was trying to dis- 
tance itself from the West. The central 
committee also expressed satisfaction with 
us, but somehow thought we were trying 
to prove the opposite: “Peking still clings 
to the imperialist camp and its disagree 
ment with Washington is nothing but : 
family quarrel." 

From then on pressure increased on the 
embassy staff in Peking. In the spring o 
1984 the ambassador told me to draft a ca 
ble denouncing China for its “shamefully 
toadying reception" of then US presiden 
Ronald Reagan. I objected, noting that thi 
Chinese had shown considerable inde 
pendence during their talks with Reagar 
The ambassador agreed, but explained tha 
the central committee "expects to receiv 
these accusations." 

Later in the same year, while returnin; 
to Moscow by train, I heard a remarkabl 
radio commentary on China's policie: 
Moscow radio, in a very emotional tone 
described “Peking’s renewed propagand 
attacks on the Soviet Union and its sociali: 
linedn the world affairs.” Later my friend 
at the foreign ministry gave me the back 
ground. During general-secretary Kon: 
tantine Chernenko's absence on holiday 
“Comrade R,” the chief China specialist i 
the central committee and noted Chine 
hater, had got full control of the media. 

Soon after Mikhail Gorbachov's acce 
sion to power in March 1985, Comrade 
came into my life again: I was transferre 

to the international department : 
$ the central committee and became 
eyewitness to the struggle ovi 
China policy. Gorbachov set no 
malisation of relations with China i 
a prime policy objective, whic 
Comrade R did his best to frustra 
without openly disagreeing. 

One day in Moscow we were to 
to prepare a paper documenting "t 
newed Chinese claims" to Sovi 
territory. Such claims had ceas 
many years before, but that did n 
worry our bosses. In the end we hi 
to fall back on Chinese official pr 
nouncements on the subject dati 
from the 1960s. We changed tl 
dates to the 1980s, drew an impre 
sive map of Peking's encroachmer 
and fully satisfied our superiors. 

A valuable contributor to t 
defamation of China at this time was t 
son of Wang Ming, a Chinese disside 
who had defected many years ago to t 
Soviet Union. One day he brought to t 
central committee a research paper sho 
ing that nearly all China's top leaders h 
Jewish origins. On a different occasion 
claimed that policy decisions in China w« 
authorised by Washington. 
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The anti-China mafia in the interna- 
sional department of the central committee 
as greatly helped by the fact that the chief 
»f the department, Central Committee Sec- 
retary Konstantine Rusakov, spent more 
time in hospital than in his office. In 1986 
IRusakov stepped down and was replaced 
by Vadim Medvedev, a younger man 
ready to push ahead with Gorbachov's 
(China policy. But Medvedev at first made 
little impact on the anti-China mafia. The 
trouble was that his knowledge of foreign 
affairs and his ability to argue with oppo- 
nents were close to zero. 

Medvedev constantly demanded ideas 
on how to improve relations with China 
while dismissing any possibility of making 
concessions to Peking in areas where it 
wanted them (Indochina, Afghanistan etc.). 
Regardless of his dilettantism, however, 
Medvedev fought for a sounder China 
ES His collisions with hard-liners in the 

ternational department took on a comic 
air when both sides started demanding po- 
sition papers from the same specialists to 
support their cases. 

One day Medvedev's assistant ordered 
me to prepare a paper showing that Mao- 
ism had died out as a po- 
litical philosophy in China. 
As I finished writing the 
first paragraph of the paper 
my telephone rang with an 
order from Medvedev's 
deputy to compile a paper 
which would prove that 
China was still a Maoist 
state. In due course both 
orders were filled and the 
two got together and ar- 
gued hotly, waving my pa- 
pers in each others' faces. 

By the end of 1986 
Medvedev had destroyed 
organised opposition in the 
zentral committee to Gor- 
»achov's new China policy 
ind from then on the par- 
‘y's role in Chinese affairs 
arew increasingly constructive. On many 
ssues the central committee actually went 
thead of the foreign ministry, the KGB and 
the defence ministry. 

Gorbachov himself remained the main 
lriving force in our new China policy. But 
n this area, as in many others, he was not 
ilways clear in his views. In 1988, Gorba- 
:hov told a group of Vietnamese officials 
hat he was well aware of China's "eco- 
Yomic tricks" in Asia. The central commit- 
ee's China specialists held a conference to 
ry to decide what tricks he was talking 
ibout, but no one knew the answer. Gor- 
:achov was unduly critical of the Chinese 
yn some other occasions as well. 

Yet when he visited Peking in May 
(989, on the eve of the Tiananmen Square 
nassacre, Gorbachov displayed genuine 
varmth towards the Chinese. His positive 
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Gorbachov: denounced. 


bias came out during a meeting at the So- 
viet Embassy when he scolded central 
committee experts for suggesting in their 
briefing materials that Chinese youth was 
more oriented towards the West than the 
Soviet Union. 

The news of the massacre on Tianan- 
men Square disrupted his euphoric mood 
and shattered the fabric of Moscow's China 
policy. Publicly, the Kremlin took a posi- 
tion of non-interference in China's internal 
affairs, but the reality was quite different. 
Gorbachov's personal foreign affairs ad- 
viser Aleksandr Yakovlev, foreign minister 
Eduard Shevardnadze and some other top 
party officials, as well as the international 
department China experts, were disgusted 
with Peking. 

Gorbachov, who at that period was still 
actively promoting reforms at home, re- 
verted to a conservative stance as far as 
China was concerned. The result was that 
he soon began contradicting himself on 
some specific aspects of the China situa- 
tion. 

When asked by Hungarian communist 
leaders about reasons for the dismissal of 
Chinese premier Zhao Ziyang, Gorbachov 

repeated the KGB version of 
4 events which had Zhao 
: falling under CIA influence 

and allowing one of his 
sons to live it up in a spe- 
cial economic zone. It was 
weird to read a memoran- 
dum of the above men- 
tioned conversation after 
hearing the praises Gorba- 
chov lavished on Zhao dur- 
ing and after his visit. He 
had said that he had thor- 
oughly enjoyed talking to 

Zhao, whose reformist 

views closely corresponded 

with his own. 

By the end of 1990, Gor- 
bachov had plenty of rea- 
sons to feel upset about 
other Chinese leaders. De- 

nunciations of the Soviet reformer grew 
stronger and stronger in Peking, and this 
soon began to produce an impact at home. 
Conservatives around Gorbachov used this 
“China card” to persuade their boss to dis- 
continue perestroika and to “put the Soviet 
house in order.” 

In a conversation with guests from Pe- 
king, a secretary of the Moscow party 
committee accused the liberal mayors of 
Moscow and Leningrad of being CIA 
agents. A senior figure in the Russian com- 
munist party, Ivan Antonovich, greeted 
a Chinese party delegation with warm 
congratulations “on the victory over en- 
emies of socialism” on Tiananmen Square. 
Others, like Vice-President Gennady 
Yanaev accused Gorbachov of grave mis- 
takes in foreign and internal policy. 

Gorbachov himself showed a growing 


FAR EASTERN ECONOMIC REVIEW 


ENJOY THE WARMTH-OF AMBASSADOR 






AT EACH RUNG OF MY CLIMB UP 
THE CORPORATE LADDER, THE 
AMBASSADOR HAS BEEN THERE 
TO EASE THE WAY 

| remember how it was the first time. Leaving the 
security and comfort of the home office for 








markets in exotic, far-away places. And now that 
someone eise is doing the footwork | once did 
| can revel in the warmth and hospitality that 
have proved to be such a haven from the very 
first for me 

l've been coming to the Ambassador for 28 years 
now, and | wouldn't think of staying anywhere 
else 

I've visited a lot of different places and stayed in 
a lot of different hotels in my travels overseas. 
and nothing else matches the Ambassador 

With its warmth and friendliness, it's always like 
coming home 
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THE AMBASSADOR HOTEL 


63, Chung Shan North Ad 202. Min Sheng 2nd, Road 
Section 2 Taipei, Taiwan. ROC. Kaohsiung Taiwan ROC 







TEL: 02-551-1111 TEL:07-211-521 
TELEX: 11255 11184 TELEX 72105 
FAX: 02-56-7883 FAXO? -283-1115 
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inclination “to unite" with “the socialist | H ON GK ONG 


giant in the East.” He greeted Chinese : 


Communist Party (CCP) General Secretary 
Jiang Zeming in May 1991 with Brezhnev- 
style hugs and kisses and concentrated 
during the talks on condemning the “ar- 
rogant, indecent, and dishonest” foreign 
policy of the US. 

Jiang listened in silence to these tirades, 
but took the opportunity to state a few 
home truths about the role of the commu- 
nist party in a socialist society. Jiang re- 
minded Gorbachov that the Soviet Union 
was the motherland of Lenin and social- 
ism and promised that China would do its 
best to support the former “big brother” in 
his difficult hour. 

Some lower ranking Chinese officials 
were considerably more open in their criti- 
cism of the Soviet “brothers.” But not all 
China’s apparatchiks shared these views. 
At a dinner for a Chinese delegation in 
Moscow, the chief of the international de- 
partment of the Soviet Communist Party 
noted that “our party has a lot to learn 
from your party.” On hearing this, a highly 
placed official of the CCP whispered into 
my ear: “What can you learn from us? 
How to crush people with tanks?” 


Basie flaw 


Britain, China argue over pace of democratisation 


Dissident views notwithstanding, China — 


heartily welcomed the abortive Soviet coup 
of August 1991. The Chinese ambassador 
sought an audience with the newly (and as 
it turned out temporarily) installed Soviet 
president Yanaev and was granted it right 
away. After expressing sorrow over the 
sudden illness of "former" president Gor- 
bachov, the two sides congratulated each 


other and agreed to consolidate their | 


friendship. 

In the aftermath of the coup there was 
little contact between Moscow and Peking. 
The main concern of the Chinese now is to 
prevent the former Soviet republics from 
formalizing their relations with Taiwan 
and to stop bad influences from the de- 
caying empire splashing over the border 
into China. 

In Russia's foreign ministry, meanwhile, 
they are too busy fighting for power to 
spare time for China. At higher levels of 
government, where professional knowl- 
edge is something of a rarity, Peking gets 


even less attention. And yet anti-commu- | 


nist Russia may try to stay on good terms 
with communist China. Mutual economic 
interests, and shared fears of US hege- 
monism or Japanese remilitarisation, could 
help cement the relationship. 


Just as strong, though, are the forces — 


that threaten to drive them apart. Russia's 
friendship with the West, its new sympa- 


thy with Taiwan, unresolved border and | 


other bilateral issues could put relations 
back on a collision course. If and when that 
happens, the struggle for spheres of influ- 
ence — whose potential numbers have 
grown with the break-up of the Soviet em- 
pire — could be worse than before. 
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By Stacy y Mosher in Hongkong 
ore than a month before the ar- 
rival in Hongkong of governor- 


M designate Chris Patten, Britain 


and China have become involved in an ar- 
gument over whether or not progress to- 
wards democratisation can be speeded up 
during the territory's remaining years un- 
der British rule. 

The main issue is the provision of di- 
rectly elected seats to the Legislative Coun- 
cil (Legco) which Peking has insisted on 
limiting before Hongkong returns to Chi- 
nese sovereignty in 1997. Eighteen directly 
elected seats, out of a total of 60, were pro- 
vided at last year's elections, and agree- 
ment had been reached 
with China to increase the 
number to 20 in 1995. But 
there have been calls for 
half of Legco's 60 seats to 
be directly elected in 1995, 
and three quarters in 1999. 

The newly appointed 
British Foreign Office 
minister responsible for 
Hongkong, Alistair Good- 
lad, who spent five days in 
the territory at the end of 
May, told reporters while 
still in London that Britain 
would decide "reasonably 
soon" on the number of 
directly elected seats to be 
made available in the 1995 
elections. The remarks coincided with a 
visit to London by Martin Lee and Yeung 
Sam, leaders of Hongkong’s main pro- 
democracy party, the United Democrats of 
Hong Kong. 

Lee and Yeung emerged from a meet- 
ing with Prime Minister John Major ex- 
pressing disappointment at Major's adher- 
ence to the Foreign Office line of obtaining 
Peking's agreement to all major decisions 
about Hongkong, including political re- 
form. But photographs of the democrats 
smiling and shaking hands with Major out- 
side 10 Downing Street aroused specula- 
tion that British policy might begin to lean 
more towards the reformists. 

Goodlad's Chinese counterpart, the Di- 
rector of the State Council's Hongkong and 
Macau Affairs Office, Lu Ping, immedi- 
ately objected that Hongkong's post-1997 
constitution would not allow an increase 
in the number of directly elected seats in 
1995. A decision passed by the National 
People's Congress (NPC) appended to the 
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Goodlad may need the hat. 


Basic Law states that the first post-199: 
legislature will include 20 directly electe 
seats. A separate annexe to the Basic Lav 
provides for 24 directly elected seats in th 
second legislature, and 30, or half of th 
total, in the third. 

Once in Hongkong, Goodlad countere: 
Lu Ping remarks by saying that the NP 
could amend the Basic Law if it wishec 
This provoked a flood of protest from loce 
pro-Peking newspapers arguing tha 
amendment of the Basic Law was proce 
durally impossible before 1997, because : 
required the support of the chief executiv 
and legislature of the (post-1997) Hong 
kong special administrative region (SAR). 

Supporters of democratic reform poir 
out that stipulations on th 
composition of the pos! 
1997 legislature are not ir 
cluded in the main body c 
the Basic Law, but in sepe 
rate annexes and can there 
fore be amended directl 
by the NPC at any time. Bt 
Liu Yiuchu, a local NP 
delegate who helped t 
draft the Basic Law, say 
that the drafters worke 
out the text of the Bas 
Law and the decisions o 
the legislature as a sing 
package. 

Although argumer 
centres on legal issue 
more is apparently at stak 
As a matter of pride Peking would rath 
grant democracy to Hongkong people tha 
have it conferred by a colonial governmer 
Peking also wants to allow time for Hon; 
kong people sympathetic to its views ! 
gain credibility as candidates in futw 
elections. 

Some local proponents of democrat 
reforms admit that the struggle for a fe 
extra directly elected seats no long: 
inspires much enthusiasm anyway. A 
thony Cheung, a political commentat 
and chairman of Meeting Point, a pr 
democracy group on good terms wi 
China, said some democrats feel obliged 
stand by their commitment to push f 
more seats because abandoning the cau 
would result in a loss of political credil 
lity. 

Cheung adds that there are suspicio 
on the Chinese side that the British mi 
be using the election issue to deflect atte 
tion from the escalating costs of the ne 


airport. 
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INSTRUMENTS 
FOR PROFESSIONALS 


Breitling Agents: 

HONG KONG: UTC FAR EAST LTD, KOWLOON, Tel.: 3/739 1281, Fax: 3/739 8975 
JAPAN: J. OSAWA Co LTD, TOKYO, Tel.: 3/3455 0116, Fax: 3/3456 0277 
KOREA: ELKO TRADING COMP., SEOUL, Tel.: 2/755 8856, Fax: 2/755 8857 
SINGAPORE: MELCHERS & Co, Tel.: 259/9288, Fax: 259/911] 
TAIWAN: UTC TAIWAN LTD, TAIPEI, Tel.: 2/729 4340, Fax: 2/758 1999 
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INDONESIA 


Too bold for comfort 


PDI tactics may turn off older voters 


By Suhaini Aznam in Jakarta 


he streets of Jakarta turned into a 
| "sea of red" on 31 May — just as 
the Indonesian Democratic Party 
(PDI) had promised — when the party held 
its last big rally in the city before polling 
day on 9 June. Thousands of vehicles 
choked the roads from mid-morning to 
sunset: young people packed into cars and 
small trucks stabbed the air with the par- 
ty's three-finger sign as they exhorted pe- 
destrians to vote PDI. The police, out in full 
force but hopelessly outnumbered, 
watched helplessly. 

At the Senayan stadium car park, 
the venue for the rally, the political 
speeches were almost incidental. 
The atmosphere was that of a rock 
concert — with a dash of legend and 
nostalgia provided by two children 
of former president Sukarno run- 
ning for parliament under the PD! 
banner. 

If nothing else, the rally was 
proof of the PDi's ability to muster 
the urban masses. While this augurs 
well for the party's performance in 
Jakarta it is no indicator of its over- 
all gains nationally. In 1987, the PDI 
obtained 28% of the popular vote in 
Jakarta, but only 11% nationwide. 

Of the three main parties — the 
third being the United Development 
Party (PPP), a coalition of Islamic 
groups — only the PDI sounds like a 
political organisation in the Western 
sense. Unlike its rivals it has a dis- 
tinctive platform: a closer adherence 
to democratic practice, a human- 
rights programme, more intellectual 
openness, eradication of corporate 
monopolies, and a more equitable distri- 
bution of opportunity, especially in edu- 
cation. 

But the question of whether the PDI 
considers itself an opposition party drew a 
qualified response from party officials. “In 
a sense, yes, but we want to build on what 
the government has done, not destroy it,” 
said Kwik Kian Gie, an economist and 
head of the PDI research institute. This 
stance reflects the fact that Indonesia does 
not pretend to aspire to Western notions of 
democracy.sIts democracy is Demokrasi 
Pancasila; This state philosophy is based on 
consensus politics rather than confronta- 
tion and aims,at accommodation among a 
diverse spéctrum'of citizens rather than 
dominance by any single group. 


The PDI, a coalition of Christian and na- 
tionalist groups, is the smallest of the three 
parties. But it is the most strident, and there 
is more military presence at PDI rallies than 
at those of the rival PPP. Although no one 
expects the PDI to come anywhere near to 
unseating Golkar, it is the party advocat- 
ing change. "We've been extremely stable 
for 27 years," said Laksamana Sukardi, the 
managing director of Lippo Bank and a PDI 
candidate in west Java. "But is this a guar- 
antee of prosperity? I don't think so." 

The Golkar response is to point to its 





Democratic Party supporters show their colours. 


development record. Under President Su- 
harto's New Order, Indonesia's overall 
standard of living has improved. And 
farmers and labourers are less concerned 
with the luxuries of democratic ideals than 
with filling their rice-bowl. 

By virtue of its status as the party in 
power Golkar is able to reach every corner 
of the archipelago and, as such, is the only 
truly national party. In 1987, Golkar won 
299 seats, the PPP 61 and the PDI 40 of the 
400 elected seats in the 500-member Peo- 
ple’s Consultative Assembly. 
One hundred seats are re- 
served for military appointees. 

Among the changes es- 
poused by the PDI is a proposal 


to limit presidents to two five- 
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year terms in office. Suharto calls the plar 
“a castration” of the 1945 constitution. He 
has held office for 25 years and is expectec 
to seek another term in 1993. Privately 
some academics and retired generals fee 
that it is now nearly time for him to relin 
quish his office, before his popularit 
wanes. This is not so much on his ow! 
account as because of his family's contrc 
versial and profitable involvement in bus: 
ness. 

On the strength of its appeal as th 
champion of the urban working class anı 
its focus on younger voters, the PDI is cor 
fident it will improve its electoral standin 
on 9 June. “I expect maybe 20 more seats, 
said Kwik. “We believe the vote wa 
rigged in 1987. We filed a protest with ev 
dence. | am worried about the miscoun 
ing of votes in June." 

But the disparity between the turnot 
at rallies and the number of votes won o 
polling day may not necessarily ri 
* flect irregularities in the counting « 
votes. The teenagers who thronge 
the car park at Senayan stadiun 
many below the voting age of 1 
years, probably came for the roc 
music rather than the politici 
speeches. Those in their 20s mig] 
be jobless school-leavers ventin 
their frustrations at one of Jakarta 
few legally authorised demonstr: 
tions. The PDI official party colour 
certainly emotive and suited to tł 
occasion: red for courage, and tł 
will to die for a cause. 

Another attraction of the PDI 
that the party is seen as a success 
to the Indonesian National Par 
(PNI) led by Sukarno. The PNI colo 
was also red and the legend : 
Sukarno, romanticised with tim 
lives on. The PDI is capitalising « 
that legend. Sukarno's daughte 
Megawati, running for re-election 
parliament, has now been joined | 
her brother Guruh Sukarno Putra, 
first-time candidate. The soft-spok 
Guruh is a major crowd-pull 
among the youths, by virtue of I 
father's name and his own popularity as 
choreographer and entertainer. 

Yet the PDi's aggressive campaignu 
style — by Indonesian standards, at lec 
— is a turn-off for others. One huge n 
banner at a major intersection was el 
blazoned: “PDI: red is my blood, white n 
bones, provided a disturbing remind 
for the older generation of the now o 
lawed Indonesian Communist Party, se 
as the hand behind the abortive 1965 co 
that ended the Sukarno era. Because 
these emotional associatio) 
the PDI runs the danger of l 
ing its appeal to intellectu 
who might otherwise ha 
sympathised with many of 
policies. 
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are saying about NCR’s System 3000 





66] NCR's] open, cooperative 
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how open systems should be 
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INDONESIA 


On the insi 


de lane 


Ruling party targets Muslims in polls campaign 











By Suhaini Aznam in Jakarta 

very Thursday night for the past 
E year, Chamim Jazuli, the revered 
ulama, or religious scholar, of Kediri 
village in east Java, has drawn thousands 
of villagers to his Koran-reciting sessions. 
Better known as Gus Mik, he is the leader 
of the region's most popular tarekat, or re- 
ligious group, with 20,000 core members. 
Among the staunchest of them is 
Mochamad Said, chairman of the ruling 
solkar party for east Java. 

Said’s role is not a sign that Golkar is in 
rouble in the 9 June parliamentary elec- 
ion. There is no doubt Golkar will win that 
‘ight for seats in the People’s Representa- 
ive Assembly and the People’s Consulta- 
ive Assembly. But Said does represent a 
x»ncerted campaign by Golkar to co-opt 
the forces of Islam and entrench itself in 
ndonesia's Muslim heartland. 

Said helps out with transport and food 
ind occasionally addresses the crowd be- 
ore a Koran session. The villagers accept 
um as one of their flock and, apparently, 
willingly listen when he urges them to vote 
or Golkar. 

About 88% of Indonesia's 180 million 
»eople are Muslims and there are many 
arekats all over Java and Sumatra, where 
eaders like Gus Mik command fierce loy- 
ilty from their followers. And many local 
oolkar leaders like Said have gone out of 
he way to identify themselves with these 
ocal luminaries to reach the rural masses. 

This is the new Golkar appeal that the 
»oalition of Muslim parties in the United 
Jevelopment Party (PPP) has to contend 
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with in the election, which will set the stage 
for the more crucial presidential polls in 
1993. Complacent about its influence, the 
PPP has relied on its time-worn formula: 
vote PPP for the sake of Islam. This simplis- 
tic message is still persuasive. But other 
factors — among them economic pragma- 
tism and the rural-urban drift — have all 
contributed to an erosion of traditional 
voting patterns among Indonesia's pre- 
dominantly rural population. 

"Islam will become a more important 
factor in politics but not as an organised 
force,” said Aswab Mahasin, the former 
director of the LP3ES, a Jakarta-based re- 
search body. With all three major parties 
— Golkar, PPP and the Indonesian Demo- 
cratic Party (PDI) — competing for the 
Muslim vote, their bargaining power can 
only grow. But as pressure groups, the 
Muslim organisations are less fundamen- 
talist than, say, Malaysia's Islamic Party. 
Mahasin says Indonesia's Muslim groups 
no longer speak of setting up an Islamic 
state — an idea totally opposed to the pan- 
religious Pancasila state ideology. 

Moreover, the ideological gap between 
the country's two largest Muslim groups, 
the traditionalist Nahdlatul Ulama (NU) 
and the modernist Muhammadiyah, is 
narrowing. Their religious schools are 
looking more similar in their curriculum. 
And, officially, both groups now advocate 
neutrality in party politics. 

More importantly, Golkar itself has in 
the last five years shown a greater readi- 
ness to adopt an Islamic programme: 
building mosques and financing religious 
schools; making religious education com- 
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pulsory in schools; and setting up shariah 
courts and the Islamic-style Bank Mua- 
malat Indonesia. President Suharto himself 
scored points by making a pilgrimage to 
Mecca last vear. 

To varying degrees, the programmes 
have won favour with the faithful. Because 
Islam was strongest in farming communi- 
ties, religion and rural life were once syn- 
onymous. But the rural-urban drift has 
changed even that. Jakarta’s Muslims, for 
instance, are reputedly the staunchest of 
those found in Indonesian cities, vet they 
are expected to vote Golkar, not PPP. Theirs 
is not so much an Islamic revival, in the 
fundamentalist sense, as a desire to have 
more say in the running of the country. 

"The differences [between Golkar and 
Muslim aspirations] are not as startling any 
more," said Nurcholis Madjid, an Islamic 
studies professor. What some cynics term 
as pandering to the Islamic opposition, 
sympathisers see as realistic concessions to 
the country's Muslims. 

What many political leaders are won- 
dering is which way the 30,000 members 
of the NU will vote. A decision by the NU to 
stay apolitical caused PPP support to drop 
from 289; of the popular vote in 1982 to 
16% in 1987. In theory, NU members may 
vote as they please; in practice most will 
follow their local ulama. 

Traditionally, the heads of the Nu reli- 
gious schools commanded almost blind 
obedience from their student-followers. 
And being privately-run, these schools 
were always in need of funds — something 
Golkar was ready to provide to secure 
electoral support. Today, that barely dis- 
guised coercion of the 1970s has given way 
to pragmatism, as exemplified by Said in 
east Java. 

Many political scientists agree that, left 
to themselves, rural voters will follow their 
traditional leaders. Yet even this is chang- 
ing. "When a religious leader is deemed to 
no longer promote the cause of Islam, his 
followers may switch allegiance," says Ali 
Yafie, the former head of NU's governing 
council. 

Meanwhile, the PPP has lost a lot of 
credibility. Mahasin says internecine fights, 
funding problems and ineffective leader- 
ship have left it weakened. The party also 
damaged itself at the start of the campaign 
by endorsing Suharto for another five-year 
term as president. This has eroded some of 
its support, since the PPP used to represent 
not just Muslim fervour but opposition 
sentiments as well. 

The PPP used to be the party of the rela- 
tively educated, young urban voter. Today 
the PDI has taken over that role, though its 
Islamic appeal is limited by its very birth 
as a coalition of nationalist and Christian 
forces. The question that arises is whether 


the PDI will overtake the PPP to hold sec- 
ond place — albeit a far second — to 
Golkar in the 9 June polls. " 
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SOUTH KOREA 


Ballot dance 


Chung's campaign may pave way for a Kim 


By Shim Jae Hoon in Seoul 
t is four in the morning at Seoul's 
I South Gate marketplace and a normal 
working day is just beginning as bil- 
lionaire presidential candidate Chung Ju 
Yung sweeps in and shakes hands with the 
shopkeepers. 

As they recognise the 76-year-old ty- 
coon at the head of a delegation from his 
Unification National Party (UNP), the ven- 
dors crowd around him to discuss their 
parlous economic conditions. “Just be pa- 
tient for another eight months and we'll fix 
the situation," Chung shouts to them, as he 
listens to a litany of complaints about slow 
sales and high interest rates. The crowd 
then breaks into applause when Chung 
says he will win the December election. 

The campaign for the December poll is 
heating up, even though the voting date 
has yet to be set. As Chung's tour of the 
market suggests, the main campaign issue 
is no longer focused on democratic reforms 
but with how to achieve an economic re- 
covery following a year of double-digit in- 
flation and worsening trade deficits. 

Amid this atmosphere of economic 
gloom, Chung has moved fast in the pre- 
liminary stage of campaigning and is hold- 
ing his lead over the two other major can- 
didates — Kim Young Sam from the rul- 
ing Democratic Liberal Party (DLP) and 
Kim Dae Jung from the opposition Demo- 
cratic Party (DP). The fourth contender, 
Park Chan Jong, is leader of the tiny Re- 
form Party. 

Still riding the wave of his success in 
the March general election, Chung is pro- 
moting himself as a third choice in a con- 
test dominated by familiar faces. His pro- 
business platform includes reduction of in- 
terest rates and higher tax incentives to the 
manufacturing industry so as to 
reinvigorate the export sector. He has also 
advocated the break-up of the chaebol busi- 
ness conglomerates — in order to make 
them more efficient and competitive in in- 
ternational markets. Given his former posi- 
tion as chairman of the Hyundai group, 
South Korea's second-largest chaebol, this 
last suggestion has surprised many obser- 
vers. 

With the presidential election some 
seven months away, however, the opposi- 
tion candidates have a more pressing prob- 
lem than simply stumping the country and 
outlining their manifestos. They face the 
immediate challenge of President Roh Tae 
Woo's decision to postpone the governors’ 


and mayors’ elections originally slated for 
later this month. Roh, who cited the finan- 
cial burden of holding multiple elections in 
one year, ordered local elections to be de- 
layed until 1995. 

The decision has hit the opposition 
hard. To Kim Dae Jung and Chung, the 
ability of voters to directly choose provin- 
cial government heads is crucial to keep- 
ing the presidential election free from the 
fraud and corruption often associated with 
local government officials. 

As a result, Kim Dae Jung has refused 
to cooperate in calling the new parliament 
into session unless the government agrees 
to early provincial elections. Chung, on the 
other hand, has asked for à fair share of the 
chairmanships of 17 newly available Na- 
tional Assembly committees, which range 
from defence to economic management. 

Further, the DLP faces a potential inter- 
nal power struggle between Kim Young 
Sam and former presiden- 
tial candidate Lee Jong 
Chan, who dropped out of 
the nomination race only 
days before May’s party 
convention. Angered by 
what he termed Kim 
Young Sam's manipulation 
of the nomination process, 
Lee is threatening to run for 
the presidency as an in- 
dependent. 

The fear of triggering a 
damaging internal party 
feud during the run-up to 
the December election has 
so far prevented Roh from 
expelling Lee. However, 
Lee's candidacy would al- 
most certainly reduce the 
chances of Kim Young 
Sam's victory, as the two 
men would be competing for the same pro- 
government voters. 

The main beneficiary of this dispute 
appears to be Kim Dae Jung, who is pre- 
paring to fight his third campaign since 
losing to the late president Park Chung 
Hee in 1971. At 67, he has promised to 
make this his last contest, even agreeing to 
hand over party leadership after the elec- 
tion is over, regardless of its outcome. 

Campaigning under the slogan of "New 
Image," Kim Dae Jung is gradually shift- 
ing his position from the left to the centre 
on many issues, including student acti- 
vism. He has condemned street demonstra- 
tions, refused to cooperate with radical 


FAR EASTERN ECONOMIC REVIEW 





Chung: third force. 


labour and, even recruited a few retired 
generals for his party's legislative seats in 
an effort to make himself more acceptable 
to the military establishment. 

Nevertheless, Kim Dae Jung's main 
stumbling block remains the problem of re- 
gionalism, though there are signs its sig- 
nificance is slowly waning. While most of 
Kim Dae Jung’s popularity is still limited 
to his base in the Cholla region in the coun- 
try's southwest, his overall electoral 
chances will depend on how much sup- 
port he picks up in politically liberal Seoul, 
which holds the largest number of voters 
in South Korea. 

To improve his fairly strong position in 
Seoul and find new support in other prov- 
inces, Kim Dae Jung has proposed forming 
a “pan-national government,” with mem- 
bers drawn from all parts of the country 
and not just from Kyongsang region, as is 
the case now with the Roh administration 

While that proposal could enhance the 
force of his appeal, the so-called "twc 
Kims" — as Dae Jung and Young Sam are 
generally called — face the antipathy o! 
much of the younger electorate. These vot: 
ers have grown tired of the two Kim's ri 
valry, and particularly their failure to fielc 
a single opposition candidate in the 1987 
election — a failure that paved the way foi 
Roh's victory. 

Of the two, Kim Dae 
Jung stands out as the 
stronger on issues, giving 
him a distinct advantage 
over Kim Young Sam as the 
campaign style change: 
from emotive and huge out 
door rallies to more sedate 
policy debates on radio anc 
television. Kim Young Sam 
by contrast, has never beer 
a lucid speaker, preferring 
instead to influence voter: 
through the power of hi: 
party's organisation. 

It is this arena domi 
nated by familiar faces tha 
Chung is entering. Lik 
Ross Perot in the US 
Chung's voice is bein; 
heard as an authoritativ: 
alternative in an otherwise stagnant politi 
cal system. However, Chung's advance 
age and lack of political experience stil 
make him more of a spoiler than a seriou 
contender, most analysts agree. 

These factors lead many observers t 
see the race as still being between the tw: 
Kims. Although Chung continues to cam 
paign across the country, rumours persis 
that he will eventually strike a deal wit! 
one of the two Kims, trading his suppor 
for participation in the next governmen! 
The main question for Chung, then, is hov 
much support he can garner before the bal 
lot in order to make the best possible dea 
with one of the Kims. | 
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Vus By Murray Hiebert in | Phnom Penh and 
Es ‘Kompong Thom 


is he UN's decision to start disarming 
| | Cambodia's rival armies on 13 June 


Pix marks the most important challenge 
to the seven-month-old UN-brokered 
= peace accord designed to end 13 years of 
^. war in the country. 

~The Khmer Rouge refusal to allow 
Yasushi Akashi, chief of the UN Transi- 
tional Authority in Cambodia (Untac), to 
enter their zone is only the latest in a 
number of problems that have added to 
ie challenge facing Cambodia: 

The UN has yet to approve the US$1.7 
billion budget for the operation. 

> Only two battalions out of the required 
total of nine battalions have arrived. 

A Instead of 10,000 a week — as envi- 
oned in the peace plan — only 5,700 
efugees have been repatriated in the first 

























































r. The UN has yet to find civil adminis- 
ators for key ministries as mandated by 
he peace accord. 

The goal of the disarmament process, 
‘known as “phase two,” is to create a se- 
-cure environment for the return of 370,000 
refugees from the Thai border, organise 
free and fair elections set for May 1993 and 
‘rebuild the war-torn country. “Phase two 
‘involves moving from a ceasefire with 
‘modest monitoring to a ceasefire which is 
firm on the ground,” says Akashi. 
^ Beginning on 13 June, an estimated 
l 200,000 soldiers and another 250,000 mili- 
amen from Cambodia's four warring ar- 
ies are scheduled to begin gathering in 
ome 95 UN-controlled regroupment areas. 
Aore than 50% of the troops serve in the 
rmy loyal to the Vietnamese-installed 
'hnom Penh government and the rest be- 
ong to three resistance groups — the pow- 
.erful Khmer Rouge and two smaller non- 
"communist factions. 
<= Untac military commander Lieut-Gen. 
John Sanderson told journalists that once 
the so-called cantonment of these soldiers 
«had been completed around 11 July, the 
rocess of demobilising and disarming 
hem would begin. According to last Octo- 
ber's Paris agreement, 70% of the four ar- 
mies will be demobilised and the remain- 
ng 30% will stay in the cantonments, 
vhere their weapons will be held by the 
UN until a new government is formed af- 
.ter the elections. 

Untac will use some of the troops who 
.not been demobilised in logistics or 





"m the Khmer Rouge. 


g the swamp 


Peace process grinds slowly forward 


communications units, while some demo- 
bilised soldiers will be trained to clear 
mines. The UN Development Programme 
is also drafting a US$22 million plan to 
provide demobilised soldiers with tempo- 
rary work repairing roads and bridges, 
while others will be offered job-training. 
In the weeks leading up to Untac's 9 
May decision to launch phase two, some 
UN officials and diplomats had feared the 
disarmament process might have to be 
postponed until the end of the rainy sea- 
son in October due to delays in the arrival 
of UN troops and the lack of cooperation 
from the Cambodian factions, particularly 
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These concerns were heightened on 4 
May, when Khmer Rouge guerillas 
mounted six apparently well-coordinated 
attacks against Phnom Penh army posi- 
tions in the strategic central province of 
Kompong Thom — scene of the most seri- 
ous ceasefire violations since last October's 
truce. 

Since January, the Khmer Rouge have 
pushed Phnom Penh forces out of severa 
areas in the northwestern part of the prov- 
ince. By doing so, they have created large 
contiguous zones of control into whict 
they have moved soldiers’ families anc 
refugees from the Thai border, UN military 
observers say. 

In March, the guerillas cut Highway 1: 
north of the provincial capital, severing the 
main link to Preah Vihear province, whict 
is reportedly suffering from shortages o 
fuel, medicine and food. In addition, som« 
15,000 people were displaced by the fight 
ing in Kompong Thom. 

Fearing that continued fighting coulc 
seriously delay the disarmament schedule 
UN officials mounted a diplomatic offen 
sive during the first week of May to pres: 
the Khmer Rouge to follow the terms o 
the peace agreement. Sanderson tolc 
Khmer Rouge leader Khieu Samphan tha 
the group's guerillas were “endangering 
not only phase two, but the West's com 
mitment to Cambodia," one diplomat re 
ported. 

The UN commander is said to have tolc 
Khieu Samphan that he needed a pledg: 
before 9 May that the Khmer Rouge wouk 
uphold the ceasefire in Kompong Thom 
stop laying mines, grant Untac official 
unhindered access to Khmer Rouge con 
trolled areas and provide the UN with list 
of troops and weapons in preparation fo 
disarmament. If these assurances were no 
given, Sanderson reportedly told Khiet 
Samphan, he would report to UN Secre 
tary-General Boutros Boutros-Ghali tha 
phase two would have to be delayed 
Western diplomats said. 

The pressure appears to have paid of 
When Sanderson met senior officers fron 
the four factions on 9 May, the Khme 
Rouge gave him a letter promising to up 
hold the ceasefire, grant UN troops free 
dom to go anywhere within their zone 
and mark their minefields prior to disar 
mament, diplomats reported. 

Although some ceasefire violation 
continued in Kampong Thom afte 
Sanderson received Khmer Rouge assui 
ances over greater access, the guerilla fac 
tion appeared to abide by the terms of th 
agreement. "They're gradually opening u 
their areas on certain dates," Akashi saic 
"But what we need to have is uncond 
tional free movement at all times." 

Sanderson later told journalists that th 
Khmer Rouge had also promised to begi 
removing mines on Route 12 after the las 






IT UNE ide 





bÉ n nine > UN. edo dne had been cia: 


Wished along Cambodia's border with 
Vietnam. All but one of the checkpoints 
‘were in place by mid-May. 

The checkpoints along Cambodia’s bor- 
ders with Vietnam, Laos and Thailand are 
intended to help verify that all foreign 
troops have withdrawn from the country 
and that no weapons are being funnelled 
to any of the factions. The Khmer Rouge 
have frequently said that they continue 
fighting because thousands of Vietnamese 
troops remain in Cambodia, though UN 
military observers say they have found no 
evidence to support this claim. 

At the same time negotiations were be- 
ing held with the guerilla factions, UN offi- 
cials and Western diplomats began push- 
ing the UN — which has yet to approve 
Untac's estimated US$1.7 billion budget — 
to speed up the arrival of peacekeeping 
troops. Sanderson — who by early May 
only had two 850-strong infantry battalions 
in Cambodia — warned the UN in New 
York that unless he had a minimum of nine 
battalions by 13 June, disarming the Khmer 
factions would have to be delayed. 

.. "New York has fiddled like interna- 
tional bureaucrats do, but by 7 May he had 


assurances of at least eight battalions,” a E 


Western diplomat said. 
- "Whether Untac will get everything it 


needs is still an open question," one diplo- 


mat observed. "Anywhere you impose 
peace you have problems. There are local 
scores to settle and there's a great deal of 
suspicion. Maybe there will still be the odd 
skirmish, but you need to look at this in 
perspective," he said, alluding to the large- 
scale fighting continuing in former Yugo- 
slavia. "The whole process depends on the 
factions' ability to keep their assurances." 

The non-military phase of the UN 
peacekeeping operation is facing equally 
daunting start-up problems. Only 5,700 
refugees from the Thai border, well short 
of the 10,000 target, returned to Cambodia 
under a UN-sponsored repatriation pro- 
gramme in April. The UN High Commis- 
sioner for Refugees (UNHCR) hopes to have 
moved 20,000 by the end of May. 

The slow start has been caused by 
logistical problems, and an unexpected 
shortage of mine-free arable land in the 
four northwestern provinces where many 
of the 370,000 refugees in Thai camps want 
to resettle. A recent survey of this area by 
the Cambodian Red Cross found land for 
only 5,000 families, or about 75,000 people. 

As a result, the UNHCR has been forced 
to look for land in other parts of the coun- 
try and to consider resettling people near 
towns and cities where thev can find work. 

“Our perception has changed from giving 
) people: land as an incentive to come home 
to. giving them the means for making a 
livelihood w when they come back,” a UNHCR 








sai to sa adoi their deadlines, "e ad 
mit they are drafting contingency plans in 
case not all refugees have been moved back 
by 31 December 1992, the last day for reg- 
istering voters for next May’s elections. 
One option being considered is to trans- 
port those remaining in Thailand across the 
Cambodian border to register, return them 
to their camps and then bring them back 
again to vote in the elections. 

Untac has also had difficulty recruiting 
administrators to take control of Cambo- 
dia's foreign affairs, defence, finance, pub- 
lic security and information ministries as 
mandated by the peace agreement. 

“Civil administration is an area im not 
as optimistic about as Sanderson's opera- 
tion,” a Western diplomat said. "Each fac- 
tion will employ as many dirty tricks as 
they can get away with. Untac can't run 
the civil administration of the four factions 


— it can only blow the whistle on the worst 
infringements of the rules." 

Girard Porcell, who heads Untac's civil 
administration component, says finding 
personnel has been his biggest headache. 
“If I hear a complaint that someone is sell- 
ing public property, I don't have staff to 
send to the field to see if an official put the 
money in his pocket," he says. 

Despite the shortage of civilian staff, 
Untac has begun some of its “whistle- 
blowing" functions, particularly in Phnom 
Penh-controlled areas. Untac's human- 
rights office has started investigating com- 
plaints about such problems as political 
harassment or illegal land seizure. In addi- 
tion, the information department has be- 
gun lodging complaints to the factions 
about false or misleading news reports 
printed or broadcast in their media. 

The UN has also started reviewing the 
laws and penal processes of each of the 
factions to see whether they violate the 
terms of the peace agreement. Following 
Untac's complaints, Prime Minister Hun 
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Sen promised in early May to revise n 
strictive press laws. 
But one area in w hich ee has i bee 


D eae S phos war reconstr uction. 
mid-April, the UN secretary-generz 
launched an appeal for nearly US$600 mile 
lion to rehabilitate the country. However, 
the Khmer Rouge opposed the proposal.a 
a 7 May meeting of Cambodia's Suprem 
National Council, the reconciliation be d 
that acts as Untac's counterpart. 
Although most of the funds were desi 
nated for rebuilding Cambodia's in 
structure and upgrading its health and 
education services, the Khmer Rouge were. 
reportedly opposed to a USS110 millio: 
package intended to help shore up Phnom: 
Penh's moribund administrative structure: 
The Khmer Rouge apparently feel that à 
aid to the Phnom Penh regime would b 





















its chances during next Mav's elections. 

UN officials are now concerned th 
Phnom Penh's desperate cash shorta 
following the loss of aid from the form 
Soviet Union could threaten the peace 
process. They warn that Phnom Penkis iee. 
ability to pay civil servants, health workers _ 
and teachers is prompting many to leave _ 
their jobs, causing a sharp deterioration of 
essential services. 

Nevertheless, despite the continuing ^ 
mistrust among the rival factions, the po« 
litical climate in the capital has recently i 
improved enough to allow the two none 
communist factions to begin some low-key. 
political activities. VES 

On 21-22 May, for example, the Khmer 
People's National Liberation Front (crs 
— led by former prime minister Son $ 
— organised a congress in Phnom Penit 
establish the Buddhist Liberal Demo 
Party. But KPNLF official leng Mouly s 
his supporters in the countryside rem 
targets of intimidation, forcing the er 
to work clandestinely outside the capi 
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Traveller s Tales 


eking's newly opened McDon- 
ald's burger palace and Zhong- 
nanhai, China's Kremlin, stand 
on opposite sides of Tiananmen 
Square. They are about equidistant from 
the site of 1989's squelched pro-democracy 
demonstrations, but in opposite directions. 

The Qing-era splendours of the leader- 
ship compound are blocked from public 
view by a huge lacquer screen emblazoned 
with the gilt calligraphy of Communist 
China's founding dynast, Mao Zedong: 
"Serve the People." McDonald's plate-glass 
portals bear a similar, but terser, legend: 
“Billions served." 

Judging from the number of family 
snapshots posed in front of the two door- 
ways on the Sunday before 4 June, Mc- 
Donald's has far more fans than Zhong- 
nanhai. Could it be that the popularity of 
the new burger palace rankles 
denizens of the other palace 
across the square? 

The octogenarian oracles of 
Zhongnanhai have yet to pro- 
nounce on l'affaire Murphy 
Brown. But somebody well up 
in the Peking pecking order 
seems to share US Vice-Presi- 
dent Dan Quayle's qualms that 
something in American popu- 
lar culture might contribute to 
civil unrest. How else to ex- 
plain the concerted campaign 
against McDonald's in China's 
state-controlled media? 

The sober-sided Chinese 
press normally does without 
such fripperies as restaurant 
reviews. So it was all the more 
startling when the Beijing 
Weekend, the China Daily and the Peking 
Evening News all launched Big Mac Attacks 
within days of each other. 

Each of them panned the American fast 
food joint's inedible patties and unafford- 
able prices. (In fact, at current exchange 
rates, Peking serves the third cheapest Big 
Mac in the world, after Moscow and 
Hongkong. But, compared with prevailing 
prices for traditional Chinese snacks and 
neighbourhood restaurants, McDonald's 
prices are steep.) 

Oddly, the official New China News 
Agency moved a story the same week 
touting the Peking launch of a "California 
Fried Chicken" joint venture between the 
state-run China North Industrial Corp. and 
Indonesia's Dharmala Group. 

Not that bad reviews seem to have 
muted the McDonald's mania in Peking, 


anyway. Perched at the corner of the capi- 

tal’s main boulevard and its ritzy Wangfu 
Jing shopping precinct, the fast food joint's 
main problem in its first month of opera- 
tion seemed to be how to process the crush 
of business. Traffic gridlocked as the stra- 
tegic intersection clogged up with bicycles 
and ambassadorial limousines. 

Armed with calculator-equipped clip- 
boards, swarms of kids in McDonald's 
pink-and-white striped uniform fanned out 
onto the plaza in front of the burgery. Cus- 
tomers could place their orders before they 
even reached the door. By the time the 
diners had threaded their way to the serv- 
ice counter, their McMeals were ready and 
waiting. This in a country that pleads it 
needs more time to work out a clearing 
and delivery system for its nascent stock 
exchanges. 





Peking customers line up despite Big Mac Attacks. 


Although McDonald's is still packed, 
the pace has slowed down a little since the 
opening weeks. Sometimes, nowadays, 
staff almost seems to outnumber patrons. 
There are more than 200 workers on a shift, 
one waitress relates, each of them paid 
more than most doctors in China. 

She herself had to buy her way out of a 
work assignment to a suburban factory in 
order to be able to take up the sort of job 
that many Western workers would spurn. 
She counts herself lucky; lay-off threats 
loom in state sector industries, and Me- 
Donald's had droves of applicants. 

Inside the restaurant, McUniforms 
surge everywhere in a crazy moir of stripes, 
amplified by the mirrored walls and ceil- 
ings and the chrome trim on all the fittings. 
Upbeat disco Muzak pumps away. The 
ambience is about as restful as dining amid 
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a stampede of pink-and-white zebras. 

Busboys hover over you as you eat, 
swabbing the plastic and formica with dis- 
infectant while waiting to whisk away your 
McTrash as soon as you stand up. “The 
food may not be tasty, and it sure isn’t 
cheap,” v 'olunteers an androgynous Peking 
yuppie in rose-coloured wrap-around sun- 
glasses. “But at least this place is clean.” 

Another attraction, likely to gain in sig- 
nificance as summer temperatures climt 
towards the 40s: McDonald's offers twc 
storeys of air-conditioned seating right ir 
the middle of the shopping district. 


For those who cannot afford the climate 
controlled splendours of McDonald's, è 
mere Rmb 9 (US$1.64) will buy a Super: 
Soaker, this year's faddish juvenile answe! 
to summer doldrums. This day-glo plastic 
turbo-powered water pisto 
shoots a jet strong enough tc 
douse somebody from 3 m 
away. 

And it can be aimed wit 
enough precision to write ideo 
grams on the outer wall of ¿ 
traditional courtyard house 
from across one of the narrow 
back lanes of downtown Pe 
king. A couple of blue-jean clac 
kids in their 20s were practising 
just that the weekend before < 
June in one of the /iutongs nea: 
McDonald's, hard by Tianan 
men Square. 

Was that something abou 
"Freedom" they were scrib 
bling on the wall? Was that the 
surname of a top governmen 
functionary? Hard to be sure, ir 
the wild cursive of a water-pistol scrawl 
And, anyway, the characters evaporate ir 
a matter of seconds in the summer heat. 

The Super-Soakers are just the latest en 
trants in the Chinese toy industry's escalat 
ing arms race of plastic fire-power. Special 
ised boutiques now sell eerily realistic air 
powered pellet pistols. State-run toy store 
devote whole counters to plastic semi 
automatics with names like “Brave Man,’ 
“Pacifier” and “Order Restoring Gun.” 

These are accompanied by an apparen 
upturn in accessories like tot-sized People’ 
Liberation Army uniforms, which seeme 
to have suffered a sales slump after 198€ 
In a Wangfu Jing emporium, a battery 
powered AK-47 regaled shoppers with | 
tinny rendition of the anthem "Red Sun.' 
Another sprayed the crowd with soa] 
bubbles. I 
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Delta's transpacific fleet features the new MD-11 — the world’s most technologically-advanced atrcraf 





If you're visiting America, no one can show you the And along the way, you'll enjoy the warmest, most 
country quite like Delta Air Lines. personal service in the sky. 
| With 30 flights a week from Asia, Delta offers easy For information or reservations, contact you 
access to over 240 U.S. cities, on one of the most exten- Travel Agent. Or call Delta. 
sive route systems in America. So no matter where you're So the next time you visit the States, rest assi 
going, you can get there with one ticket. On one airline. you'll be with someone who knows their way nd 
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WeLoveo Fly And It Shows: 


Delta Air Lines offers flights to the United States from Hong Kong, Tokyo, Nagoya, Seoul, Taipei and Bangkok. Contact Delta reservat 


l . 
Bangkok 237-6838, Bombay 202-9020, Hong Kong 852-526-5875, Jakarta 588-666, Karachi 510-467/468, Kuala Lumpur 232-4700, Manila 8 


Seoul 754-1921, Singapore 352-2816, Sydney 262-1777, Taipei 886-2-551- 5656, or lokvo 03-5275 
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These 2,000-year-old terracotta warriors, displayed near Xian, stand on the front line of China's cultural relics crisis. 





Buried Treasure 


Underground art trade raises questions about cashing in on China’s patrimony 





By Don Cohn in Hongkong - 


ne by one, they plundered their 

way through 47 ancient graves 

before the police in Hunan pro- 

vince caught up with them late 
last year. They were armed with shotguns, 
dynamite and butcher knifes, this gang of 
119 men who pillaged jade and gold relics 
from ancestral tombs. 

They are part of a growing breed of 
professional grave robbers, plunderers and 
smugglers of Chinese antiquities equipped 
these days with power drills, walkie-talkies 
and cars. They have loads of cash for bribes 
and all the incentive they need to strip 
thousands of ancient tombs each year: the 
insatiable appetite for valuable curios 
among the connoisseurs and arrivistes in 
cities across Asia. 

When the Chinese police nab tomb 
thieves and their loot, it always makes the 
news. Meanwhile, the impoverished Bu- 
reau of Cultural Relics, whose full-time job 


it is to protect China's historic and artistic 
patrimony, retaliate with the only techno- 
logy they have at hand: bicycles. 

Outside of China, auction houses, deal- 
ers, and gallery owners rake in cash for 
antiquities. Worldwide trade in Chinese art, 
particularly in the key markets of Hong- 
kong and Taiwan on China's doorstep, is a 
multi-million dollar business. But the Bu- 
reau of Cultural Relics benefits from none 
of it. Inside China, archaeological sites, 
museums, libraries, research institutes and 
cultural relics officials are starved for cash. 

The simple truth is that Chinese art 
means big money — more and more every 
year — but little of if ends up in the state 
coffers of the People's Republic. The co- 
nundrum is: does the Chinese Government 
have the resources to stop the flow of an- 
tiquities across its borders? If not, should 
the government officially get in on the = 
of profiting from the lucrative trade; 
other words, selling off the national sate’ 
mony? 
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Every year, art objects from graves, 
museums and private collections in China 
fill galleries from Hongkong’s Hollywood 
Road to New York’s Madison Avenue. 
And while Sotheby’s and Christie’s, the 
world’s largest auction houses, are report- 
ing record prices for Chinese art, the prof- 
its from the illicit trade that flourishes in 
the Chinese countryside and flows across 
the country’s borders rise as well. Esti- 
mates of the extent of the trade are hard to 
come by, but one dealer in Peking says tens 
of thousands of people are involv ed in the 
antiques business in China. 

Official statistics are more revealing: 
from 1988 to 1990, over 25,000 tombs and 
archaeological sites were plundered in 
eight provinces and regions in North and 
East China. And from 1983 to 1990, over 
5,000 objects were stolen from Chinese 
museums in 423 recorded incidents. 

All the while, the business of Chinese 
art thrives. Julian Thompson of Sotheby's, 
for one, can attest to the growing impor- 
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tance of the Asian market which, in turn, 
only intensifies the problem for Chinese 
officialdom. Sotheby's has just established 
a new division called Sotheby's Asia, with 
Thompson as chairman, to link its eight 
offices in the Far East, India and Australia. 
According to Thompson, Sotheby's busi- 
ness in Asia only accounts for 5% of its 
world turnover, "but the growth potential 
is great." 

From 1 to 6 June, Sotheby's conducted 
an Asian Arts Week in New York, which 
included six days of sales of Japanese, Ko- 
rean, Chinese, Indian and Southeast Asian 
art. And this November, European and 
American dealers are signing up for space 
at Art Asia, a Hongkong art exposition, 
hoping that regional collectors will throw 
big money at Western impressionists and 
post-impressionists the way they do at 
Ming bowls and Peking photo-realists. 

What is the Chinese Government to do? 
On the one hand, it would like to control 
the trade, both for the profits to be made, 
and to stem illegal activity. But trafficking 
is so widespread — and takes place in rural 
areas where the maintenance of law and 
order rests in the hands of local officials 
who are often beneficiaries of the trade — 
that mounting a systematic anti-antiques 
smuggling campaign would be immensely 
expensive. Not to mention the obvious fact 
that an anti-grave robbing campaign or- 
ganised from Peking or a provincial capital 
is also likely to encounter strong resistance 
at the local level, from those with vested 
interests in the trade. 

On the other hand, no one is more 
aware than the Chinese Government of the 
political pitfalls. No Chinese administration 
wants to be seen peddling curios to for- 
eigners in order to earn foreign exchange. 
Nor would any Chinese leader steeped in 
the culture of nationalism and filial piety 
»e caught dead, as it were, exhuming his 
incestor's bones and selling them for a 
profit. 

Denouncing the way foreigners ac- 
quired Chinese artefacts in the late 19th 
and early 20th century, after all, has been 
one of the communist party's pet pastimes. 
As a result, granting official approval for 
che sale of rare and valuable antiquities 
raises the spectre of foreign exploitation 
such as the “pillaging” that took place on 
the Silk Road; see box), a lack of control 
rom the centre and the failure to control 
—hina's borders, traditional anathemas to 
-hinese authority. 

There is no easy way out of this quan- 
lary, yet in recent months at least some of 
-hina's cultural commissars are adopting 
1 different strategy: if you can't beat them, 
oin them. Although individual provinces 
report successful blitzkrieg operations 
igainst antique traffickers, such one-off 
measures, like most other anti-crime cam- 
paigns in China, are likely to only act as a 
temporary deterrent. 
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According to China's Cultural Relics, a 
weekly published by the Bureau of Cul- 
tural Relics, in two short months last au- 
tumn, cops in Shaanxi province cracked 
over 800 cases of antiques trafficking and 
arrested 1,280 people involved in the trade 
during that period. More than 2,400 objects 
were confiscated from the lawbreakers, 
and Rmb 1.2 million (US$219,000) in cash. 
And in a six-month period last year, over 
350 antiques traffickers in the province 
turned themselves and their loot in, the 
paper reported. But more and more these 
days, Chinese officials are talking about 
controlling the trade — and the profits. 

One sign that the outflow of artefacts is 
too enormous (or too inconvenient) to stop, 
are the large antiques bazaars licensed to 
sell goods up to 100 years old that have 
opened in Peking, Shanghai, Xian, Guilin, 
Canton and other cities over the past few 
years. These markets, which reflect the of- 
ficially-stated need to “promote knowledge 
of Chinese culture at home and abroad," 
have also created jobs for thousands of 
vendors and traders in a venerable profes- 
sion that has lain dormant 
since the founding of the Peo- 
ple's Republic in 1949. And 
the first officially approved 
auction that will include cul- 
tural relics dating from before 
1795 — the last year of the 
reign of the Qianlong emperor 
— will be held in October in 
Peking [see box]. 
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Officials of the ministerial-level Bureau 
of Cultural Relics are travelling around the 
world these days to “study” auctions, visit 
museums and dealers, and quietly drum 
up financial support for domestic projects. 
The bureau has also despatched members 
of its staff to Hongkong, and from the of- 
fices of Chinese Arts and Crafts, they are 
also “studying” the local auction and an- 
tiques scene. The bureau took a further step 
this May by establishing Chinese Cultural 
Relics Consultants, who offer authentica- 
tion, dating and appraisal services by visit- 
ing mainland experts for a fee. 

Foreign involvement in antiquities, the 
government has discovered, can bring 
money to China too. Since the mid-1980s, 
the Chinese Government has quietly ac- 
cepted assistance from foreign govern- 
ments, foundations and individuals who 
have offered cash, manpower and techni- 
cal assistance to expedite the excavation or 
preservation of important sites. 

The Getty Conservation Institute is ac- 
tive in remote Dunhuang; a series of 
bronze descriptive plaques bearing the 
American Express logo adorn some of the 
major buildings in the Forbidden City in 
Peking; philanthropists from Hongkong, 
Japan, Britain and the US chipped in to 
give the Shanghai Museum a spectacular 
facelift; the Arthur M. Sackler Gallery is 
opening a gallery on the campus of Peking 
University; and an Italian gift led to the 
installation of state of the art equipment to 
preserve tomb frescoes in the Shaanxi His- 
torical Museum in Xian. 

The lack of cash for cultural relics has 
had profound consequences. The case of 
the famous terracotta warriors and soldiers 
of the first emperor of the Qin Dynasty in 
Lintong county, a short distance east of 
Xian, is a stunning example. Money, or 
rather the lack of it, is the main reason why 
some three quarters of the pit in which the 
terracotta army was buried 2,200 years ago 
remains unexcavated. Because of the sup- 
erstar status of this dig, commercial and 
even technical decisions concerning it are 
made in Peking, presumably at the very 
top, a source of much teeth-gnashing for 
archaeologists assigned to the site. 

The numbers say a lot: the national 
budget for cultural relics research, preser- 
vation and publishing is Rmb 100 million. 
This spring, though, the Chinese Govern- 
ment announced that an additional Rmb 
70 million would be made available for 
preservation and excavation projects. 

Sparse funding also con- 
tributes to another sore spot in 
preservation: the inadequate 
conservation techniques avail- 
able at most archaeological 
sites. When the first few hun- 
dred of the 7,000-odd terra- 
cotta figures were excavated 
from the pit (all of them in 
fragments), they were discov- 
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ered to have been painted in bright col- 
ours. But when exposed to light and air for 
the first time in two millennia, the paint 
curled up, flaked off and evaporated in a 
matter of weeks. In the western outskirts 
of Xian, many of the 185 satellite tombs of 
the Tang Taizong emperor, containing the 
remains of his wives and concubines, have 
been damaged in recent years due to rising 
ground water that washed away frescoes 
and caused the collapse of underground 
burial chambers. But there is no money to 
preserve them. 

Bureaucratic bungling causes other 
types of losses. For several years after it 
opened to the public, the Qin terracotta 
museum forbade visitors from taking pho- 
tographs of the pit, but at the same time 
offered no picture book of the awesome 
site for sale. Estimated lost revenue from 
book sales: US$1.5 million in hard cur- 
rency. The reason: the local authorities 
could not make a deal with a publishing 
house. 

And then there is the financial drain of 
rewards paid to informers in the hapless 
effort to stop pillaging. Last year, for in- 
stance, the Public Security Bureau in Xian 
rewarded a man more than Rmb 20,000 for 
supplying information that led to the arrest 
of individuals involved in the illegal sale of 
a Qin Dynasty (221-206 BC) grain measure. 
But the remarkable part of the case was 











Sotheby's Thompson auctioneering in Taipei. 


that two years earlier, a state-run antiques 
store in Shaanxi province had refused to 
pay a peasant the Rmb 500 he had request- 
ed for the very same grain measure. Offi- 
cials concede that one way of reducing 
antiques smuggling is for the state to in- 
crease the prices it pays to acquire cultural 
relics — by an estimated 500%, to make a 
difference. 


PHILIPPINES 


While grave robbers hardly seem de 
terred, Chinese law states that all cultura 
relics under ground or under water belong 
to the state. The state's rights of subterra 
nean ownership naturally extend to peas 
ants' private plots and family graves, bu 
paying peasants piddling sums for price 
less relics they discover on the land thei 
families have been cultivating for centurie 
is a sure-fire means of encouraging grav 
robbery and illegal trafficking. 

In terms of its 5,000 years of “buriec 
treasure" alone, China is a phenomenall 
rich country. In addition, remarkabl 
archaeological discoveries since 1949 arx 
traumatic events such as the Chinese oc 
cupation of Tibet in 1959 and the Cultura 
Revolution have greatly enriched th 
state's holdings of cultural relics. For ex 
ample, Xian was the capital of 11 Chines 
dynasties over the course of 1,000 years 
and for the 300 years of the Tang Dynast 
one of the richest cities in the world. Schol 
ars estimate that there are at least 2 millio) 
graves of middle- to high-ranking official 
from those dynasties in the area, all con 
taining valuable burial objects, but only ; 
tiny percentage have been legitimately ex 
cavated, and none of their contents legiti 
mately sold. 

Above the ground, the museums ii 
Shaanxi province, of which Xian is th 
capital, are sitting on a total cache of 3 
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nnes of ancient coins; several million 
shards of Tang, Song and Yuan ceramics; 
vens of thousands of Han Dynasty burial 
igures; and enough Han painted pottery 
»ots to fill many boxcars. 

Despite the large number of duplicates 
and mediocre pieces among them, very 
‘ew of these objects have been sold, traded 
or lent to foreigners, at least not lawfully. 
When a US businessman reportedly of- 
fered to pay US$100 million to purchase 
ne of the 7,000 Qin terracotta warriors, his 
ffer was refused. This money would 
2asily have covered the cost of completing 
he excavation of Pit Number 2 at the Qin 
erracotta museum, which is still Rmb 70 
million in the red. 

An obvious and willing source for these 
negabucks is Hongkong, China's own 
southern golden egg, and now the world 
sentre for the trade in Chinese art both old 
and new. According to Julian Thompson 
X Sotheby's, more Chinese art now 
"hanges hands in Hongkong than in New 
York and London combined. Sotheby's and 
-hristie's hold auctions of traditional and 
'ontemporary Chinese paintings, ceramics, 
works of art and jade twice a year, attract- 
ng bidders from all over the world. Hong- 
«ong sales reflect local tastes and supersti- 
ions; there is much imperial porcelain but 
ew burial figures, which tend to sell better 
n London and New York. 
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The antiques shops on Hongkong’s 
Hollywood Road and Cat Street spill over 
with tomb and temple pieces that may 
have arrived from China via Macau by 
fishing boat the night before, and are just 
as likely to appear in a Paris gallery two 
days later. So sophisticated is the trade 
nowadays that it is said that antiques deal- 
ers in Hongkong can telephone their Chi- 
nese counterparts and place an order for 
Han tomb figures or Tang bronze mirrors, 
just as automobile traffickers in Canton and 
Shenzhen phone up Hongkong and order 
a Mercedes or BMW in the model and col- 
our of their choice. 

The quality of the items coming out is 
extremely high, says James Lally, a New 
York dealer in early Chinese works of 
art, but stops short of “national-treasure” 
status pieces. “Somebody up there who 
knows what he’s doing is keeping an eye 
on this business,” he says. One possible 
explanation is the fear that if national 
treasures started to appear on the market 
outside of China, the Chinese Government 
might crack down on the entire trade in a 
big way. 

Acting at the prompting of the Chinese 
Government, the Hongkong marine police 
make the occasional haul of tomb figurines 
in transit from Macau to the territory, and 
these are reported triumphantly in the 
press. But a stroll down Hollywood Road 


reveals the minimal extent to which the 
trade has been reduced by any official ac- 
tion. 

The crisis of Chinese antiquities is un- 
likely to resolve itself easily. Despite noises 
from Chinese officialdom that things must 
change, most people in and around the 
business of Chinese art wager that busi- 
ness will carry on as usual. The status-quo 
suits an awful lot of people: outside of 
China, inside of China and inside the party. 
Every link in the well-greased chain that 
swifts Chinese collectibles from the tombs 
of Taiyuan to the mantelpieces of Manhat- 
tan profits from the way things are: this 
broad cast of characters includes grave 
robbers, shippers and corrupt police and 
customs officials on the Chinese side, and 
dealers, collectors, curators, scholars and 
publishers of Chinese art on the outside. 
The only audible hue and cry is coming 
from the official mouthpieces of the Chi- 
nese Government. 

The individuals in China who probably 
suffer the most from the plundering of 
China’s cultural heritage are concerned in- 
tellectuals: those art historians and archae- 
ologists who, like the scholars of yore, have 
their heads in a book (and one foot in an 
excavation site) and remain immune to the 
lure of financial gain. For their naivety they 
are regarded by those in the trade with a 
mixture of pity, respect and scorn. ^ 
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We've Brought Them Closer Together 


Although it may have taken years to build 
these famous landmarks, China Airlines 
can take you there in no time. 

Because our thoughtful flight schedules 
are designed with efficiency and conven- 
ience in mind. 

At China Airlines we believe travelling to 
distance places and meeting new people 








evokes a feeling of natural affinity, and we 
call this feeling ''Yuan-Fen'' 

“Yuan-Fen” is an ancient Chinese belief and 
it is this belief that inspires us to bring you 
personalized service and convenient con- 
nections ... wherever we fly. 


We treasure each encounter. 
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Derivatives may look confusing on the surface, but their underlying logic is compelling and 
clear. At J.P. Morgan we present all the alternatives to help our clients choose the course that's 


best for them. 
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The birth of 
an auctioneer 


hina's cultural commissars are aspir- 

ing to the fame and fortune associ- 

ated with Sotheby's and Christie's, 
the world's largest auction houses, and are 
mounting the first public auction of Chi- 
nese cultural relics including items dating 
from before 1795, the cut-off date for ex- 
portable antiques. The sale will be held in 
a Peking hotel this October as part of the 
Visit China 1992 tourism promotion. 
4. But beyond the glamour and hype at- 
^. tached to such an ambitious project is the 
= notion that by boldly selling off one-of-a- 
- kind cultural relics, China is making a bid 
^. to control trafficking in such items and 

-keeping the profits at home. 

-. The auction is being organised by the 
= Peking Auction Market, part of a large 
trading network that runs commission 
stores in the city, as well as the popular 
Huaxia Handicraft Store. The trading com- 
‘pany's future plans include opening Pe- 
^ king's largest gold shop, and the first pawn 
_ shop in the city operating on socialist prin- 





ciples since the 1950s. 

The sale of over 2,200 items will take 
place over the course of six days, a mara- 
thon feat that would test the mettle of any 
auctioneer, says Julian Thompson, chair- 
man of Sotheby's Asia. Putting out a cata- 
logue for a sale of this size is in itself a 
daunting task. 

The items to be auctioned in October 
include porcelain, jewellery, textiles, furni- 
ture and high-quality art reproductions, 
such as bronzes. Regarding the identity of 
the auctioneer, Feng Jiabo, deputy general 
manager of the Peking Auction Market, 
promises “a dramatic announcement.” 
Ying Ruocheng, the English-speaking 
former vice-minister of culture and an actor 
who played Willy Loman in a Chinese 
production of Arthur Miller’s Death of A 
Salesman, is one likely choice. 

Feng proudly states that many of the 
Chinese objects “are of higher quality than 
the pieces Sotheby’s and Christie’s sell at 
auction,” but declined to offer further de- 
tails. Among the several vintage automo- 
biles to go on the block are 1950s-Cadillac- 
inspired Red Flags, China’s state limousine 
until the mid-1980s, when the elite began 
driving around in Mercedes. The sale will 
also include foreign-made clocks, watches, 
telescopes and cameras. 
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The sale is estimated to bring in Rmb 50 





million (US§9.35 million), roughly equiva- 


lent to a three-day Sotheby's or Christie's 
auction. The Peking Auction Market will 
assess a buyer's premium and seller's 
commission that will be "lower than that 
of the major Western auction houses," says 
Feng. Sotheby's and Christie's charge 10- 
15% for these terms. 

The pieces were acquired by placing ar 
advertisement in two Peking newspapers 
The response from the public was over 
whelming, says Feng, with Chinese from 
as far as Qinghai province bringing thei 
family heirlooms to the Chinese capital 
and with many being turned away because 
of the sheer numbers. 

To allay suspicions that the auction wa: 
a ploy to ferret out valuable relics in pri 
vate hands, those who submitted piece: 
that were not accepted for this auction (fo 
reasons of either quality and quantity 
were not compelled to register their names 
In the past, liberalisation in the enforce 
ment of laws governing the antiques trade 
particularly in antiques bazaars, had beet 
followed on occasion by raids in whicl 
officials confiscated pieces deemed “illega 
to sell.” The vendors received no compen 
sation or even a receipt for the goods re 
moved from their shops. Most felt that thi 
goods were destined for clandestine sal 
elsewhere. m= Don Cohi 
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The nightmare of the red chamber 





New Ghosts, Old Dreams: Chinese Rebel 
Voices edited by Geremie Barmé and Linda 
Jaivin. Times Books, New York. US$30. 


Long ago the Chinese Communist Party 
adopted the Leninist view that dissenting 
literature is particularly subversive because 
its “sugar coated bullets” invisibly slide 
past readers’ defences. Another invisible 
weapon in the current “smokeless warfare” 
designed to bring down Chinese socialism 
through foreign-inspired “peaceful evolu- 
tion” is “spiritual pollution.” 

During the past seven or eight years 
Geremie Barmé and Linda Jaivin, experts 
on modern Chinese intellectual history at 
the Australian National University, have 
exposed more clearly than anyone the par- 
ty’s crude concepts — such as “spiritual 

lution” — of how literature works, and 
ve shown how implacably the cultural 
commissars labour to wreck art. 

New Ghosts, Old Dreams, Barmé and 
laivin's startlingly original collection of 
largely unorthodox fiction, essays, poems, 
and filmscripts, concentrates on the past 
five years, but also uses flashbacks of the 
Taoist sages of antiquity to take us behind 
the party's increasingly rickety stage sets. 

Take, for example, "A Sexy Lady," a 
[988 interview with an army nurse by the 
ournalists Dai Qing and Luo Ke. It is well 
«nown that China has a rich tradition of 
»ornography, and it is equally well known 
hat the party's elderly leaders, here as 
elsewhere modelling themselves not on 
Mao Thought but on Mao Deed, have con- 
sumed women one third their age — while 
orbidding public discussion of sex. 

Inevitably, therefore, any bit of sex 
»olted into mediocre Chinese novels like 
dalf of Man is Woman causes a sensation in 
-hina and abroad. "The Sexy Lady" and 
Nang Shuo's novella “Hot and Cold, 
Measure for Measure," abstracted here by 
Jarmé and Jaivin, reveal a lot, in explicit 
erms, about sexual exploitation. The sexy 
ady uses men, is used by them and like 
nost such people has an unhappy time. 
[he young hoodlum in “Hot and Cold" 
educes and abandons a young woman 
vho becomes a prostitute and kills herself. 
1e learns nothing from this — a great sin 
n China, where Mao dictated in 1944, 
vhile still a guerilla leader, that above all 
iterature must have a didactic, optimistic 
unction. And in 1988 the literary hack 
“hang Mingduo — one virtue of this book 
s its inclusion of criticism of the literature 
resented — found “A Sexy Lady" espe- 
ially repulsive because "the portrayal of 
noral depravity among military and 
nedical workers undermines the people's 
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trust in them." The story was banned the 
following year, after Tiananmen, when Dai 
Qing was imprisoned. The editors com- 
ment dryly: "Little did he [Zhang 
Mingduo] know that violence, not sex, 
would be the undoing of the PLA's reputa- 
tion." 

New Ghosts, Old Dreams is the successor 
to Seeds of Fire; Chinese Voices of Conscience, 
the wonderful collection of early and mid- 
1980s dissident literature first assembled in 
1986 by Barmé and John Minford. Al- 
though the 1989 edition of Seeds contains 
references to Tiananmen, it seems in 
retrospect to have reflected a more relaxed 
era, with greater room for sugar coated 
bullets and smokeless warfare, though 
critics like Liu Binyan and playwrite Wu 
Zuguang were already under party attack. 
But in that pre-massacre era it was pos- 
sible for Wu, whose much grimmer voice 
is heard again in New Ghosts, to write 
that he had agreed to quit the party, 
rather than wait for ex- 
pulsion, because he felt 
sorry that Hu Qiaomu, 
the party’s venerable 
literary hatchet-man, 
had to climb many 
flights of steps to tell 
him to resign. 

Many of the earlier 
book's contributors re- 
appear, with essays, po- 
ems and stories written 
just before, during or 
after Tiananmen, their 
themes contained with- 
in imaginative catego- 
ries that, for example, 
relate party constraints 
to footbinding. 

Here again is the 
young literary critic Liu 
Xiaobo, who emerged as 
one of the hardest-hitters in the square, was 
convicted after the massacre of issuing 
"counter-revolutionary propaganda," and 
finally discharged for persuading the stu- 
dents not to use weapons on the night of 
the massacre. 

Liu derides Chinese intellectuals for 
their paltry analysis and for mourning the 
death of party boss Hu Yaobang — "an air 
of servitude normally seen only in the rela- 
tion between loyal mandarins and their 
emperor" — instead of concentrating on 
the Democracy Wall activist Wei Jingsheng 
who, Liu notes, called for the abolition of 
the authoritarian system itself — and in 
whom the Tiananmen demonstrators ex- 
plicitly denied any interest. 

New Ghosts introduces the young con- 
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servative He Xin, whom the party likes to 
quote when it goes after "bourgeois lib- 
erals." His best piece is a letter to the lead- 
ership analysing the causes of the Tian- 
anmen demonstrations which had only 
recently begun. Ignoring the customary 
projection of "a tiny handful of trouble 
makers, He observes: "There is wide- 
spread dissatisfaction among students 
and spontaneous demands for speeding 
up political reform,” and warns that 
"Civil War, military coups, and popular 
uprisings in China for decades to come 
are now far from unthinkable." To deal 
with the problem, He emphasises that the 
party must address its own corruption. In 
another essay he is blunter still: the net- 
work of national corruption, he says, "is 
like a massive and invisible mafia-like or- 
ganisation enmeshing the whole of China.^ 

Two of the most moving inclusions are 
among the shortest. The ancient Ba Jin, 
whose novels were considered subversive 
in the 1930s, wrote to the Tiananmen dem- 
onstrators: “Seventy years have passed, 
and we are still a backward country. I be- 
lieve the students’ demands are completely 
reasonable. What they are doing today is 
completing the task we were unable to fin- 
ish." The equally vener- 
able writer, Bing Xin, 
wrote a beautifully calli- 
graphed couplet three 
days before the killings: 
"The students love the 
nation; I love the stu- 
dents." 

New Ghosts is sad 
but ultimately encour- 
aging. One may disa- 
gree with the editors' 
statement that "democ- 
racy was not one of the 
movement's strongest 
points." This may have 
been true in the square 
itself; but if Tiananmen, 
like 4 May 1919, was 
more than a specific 
time and place, some of 
the most stirring state- 
ments in New Ghosts show that the Chinese 
people, despite what they often say about 
themselves, deserve more than the post- 
Deng New Authoritarianism 

The now-exiled Bei Dao, for example, 
describing himself as "a poet with no in- 
terest in politics," insisted in early 1989 
that: "Capitalism has no monopoly on the 
protection of human rights and freedom of 
speech; they are the standard of any mod- 
ern civilised society." And one week before 
the declaration of martial law in Peking, on - 
19-20 May, some of China's most eminent 
intellectuals disputed "the excuse that Chi- 
na's situation is unique and therefore that 
democracy, freedom, human rights, and 
rule by law are irrelevant." 

m Jonathan Mirsky 
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“DOW JONES.” 

Not even a handful of words in the language, yet it's spoken 
viewed and read fluently wherever and however business is con 
ducted in the world. 

IT'S A WRITTEN LANGUAGE, aS exemplified by the many editions of 
The Wall Street Journal and publications like Barron's and Fai 
Eastern Economic Review. 

IT'S AN ORAL LANGUAGE, With “The Wall Street Journal Report 


on television. 





Business has a universal language. "The Dow 


It consists of two words. 
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and customized news services delivered over the telephone 
IT'S AN ELECTRONIC LANGUAGE, With instantaneous delivery of 


the exclusive financial information of Dow Jones/Telerate. And 





up-to-the-second news from Dow Jones wire services 

IT'S AN INTERACTIVE LANGUAGE, With breaking news and histori 
cal data sped to desktops via Dow Jones News/Retrieval 

And it's a language spoken and understood the world ove: 
because of its honesty, accuracy and independence. One that 
spans time zones and borders to encourage the freedom ol 
expression and enterprise everywhere. 

For more than a century, Dow Jones has been the world's 
most authoritative, respected source of business news and in 
formation. Our mission for the second century is to serve even 
— —À more customers in even more ways and places. 

In other words, a universal language. With the accent on 


business. 
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Russian roulette 


South Korea faces tough choices on its unreliable debtor 


By Ed Paisley in Seoul 


hen South Korea offered a 
loan package worth US$3 bil- 
lion to the Soviet Union in 
January 1991, it was regarded 
by its critics as a blind bet on the survival 
of Mikhail Gorbachov. Now Gorbachov is 
gone, and an interest payment on the loan 
is in default. That leaves the Seoul govern- 
ment facing a dilemma pregnant with po- 
litical and diplomatic implications. 

The problem Seoul faces is: should it 
disburse US$1.5 billion in un- 
used credits to an unreliable 
debtor? If it does, the loan ini- 
tiative could become a vote- 
losing issue during the Decem- 
ber presidential elections. If it 
does not, the government fears 
losing leverage in its hesitant 
rapprochement with North 
Korea, an ally of the former 
Soviet Union. And it could 
cloud the vista of economic co- 
operation. 

Opponents are berating the 
credit privileges extended to 
the Soviet Union and since as- 
sumed by the Commonwealth 
of Independent States (Cis). On 19 May, the 
cis defaulted on a US$32.5 million interest 
payment. Two days later, the Ministry of 
Finance in Seoul announced a deal in 
which the cis would guarantee interest 
payments on money already extended. But 
only in return for extra funds. 

A delegation from the Russian Federa- 
tion, which is representing the CIS, will ar- 
rive in Seoul in mid-June to finalise details 
of a debt-repayment compact. The impera- 
tive is to reach an agreement before Rus- 
sian President Boris Yeltsin visits South 
Korea in September. 

But one outstanding issue could scuttle 
any proposed accord — whether the CIS 
can immediately resume interest payments 
on the debt already incurred. Moscow says 
it will meet its obligations, but is not sure 
when. 

Under the "three billion dollar hand- 
shake" between Gorbachov and South 
"Korean President Roh Tae Woo, the Soviet 
Union was to receive US$1 billion in com- 
mercial bank loans, and US$2 billion in 
trade credits for merchandise, plant and 





equipment. The deal immediately aroused 
controversy in Seoul because the bank 
loans were raised in hard currency on in- 
ternational markets while the country was 
running a current-account deficit. 

The Export-Import Bank of Korea 
closed the loan facility in December 1991 
after months of turmoil created by the 
break-up of the Soviet Union. Confusion 
reigned over which states of the new CIS 
would receive loan facilities and which 
would guarantee repayment. By that time, 
US$1.5 billion had been disbursed, in- 





cluding all the commercial-bank tranche. 

But the Gorbachov-Roh agreement had 
an agenda stretching beyond mere eco- 
nomic assistance. The big picture is the 
South's so-called Nordpolitik. Seoul has 
been mobilising its economic resources to 
develop and maintain ties with the Soviet 
Union (and now the cis) and China. Ac- 
cording to this game-plan, an isolated and 
impoverished North Korea ultimately will 
be left with little option but to seek closer 
ties with the South. 

On the economic front, the Seoul gov- 
ernment was keen to increase bilateral 
trade and to expand the toehold that South 
Korean companies have established in the 
former Soviet Union, in ventures ranging 
from timber extraction to the manufacture 
of consumer electronic goods. 

South Korea's total trade with the CIS 
states doubled within two years to US$1.2 
billion in 19'ccording to the Ministry of 
Trade and Industry. Economic planners 
foresee that figure climbing to USSIO bil- 
lion by 1995. Business leaders are delighted 
that credit lines for the export of merchan- 


FAR EASTERN ECONOMIC REVIEW 


dise and capital goods may be re-opene 
by the two governments. More than 
dozen companies have taken advantage c 
this window to ship consumer-electroni 
goods, machinery, steel and textiles to th 
CIS. 

South Korean direct investment in th 
cis at the end of 1991 totalled US$12 mi 
lion, despite the upheavals within the Sx 
viet Union, according to South Korea’ 
Economic Planning Board. And many 
government agency and chaebol has plar 
for direct investment held in abeyance onl 
because of the uncertain polit 
cal and economic situation i 
the cis. They are attracted b 
the promise of Soviet techno 
ogy, cheap labour and ne 
markets. 

The cis has offered anoth« 
incentive to Seoul to re-ope 
the loan facility. On the sam 
day that the debt accord wé 
struck in Moscow, the tw 
countries signed a memora! 
dum of understanding on e! 
ergy sourcing, under whic 
South Korean companies à 
likely to be granted preferenti 
access to Russia's vast oil, g; 
and mineral reserves. 

A Korea-Russia Resources Cooperatic 
Fund with total capitalisation of up 
USS800 million is being discussed. TI 
Ministry of Energy in Seoul estimates th 
South Korea will spend US$15 billion « 
energy imports this year, of which le 
than 1% will come from the cis. With é 
estimated current-account shortfall 
US$5-7 billion in 1992, investing USSS8I 
million in Russian fuels would pay for 
self quickly and handsomely, argues tl 
ministry. 

Following the signing of the energy e 
cord, executives from a number of leadii 
chaebol travelled to the cis to check out t 
new opportunities first hand. Daew: 
chairman Kim Woo Choong embarked « 
29 May with a coterie of Russian exper 
while a team from Goldstar set off on t 
same day for a month-long tour of Rus: 
and Kazakhstan. 

Even the more cautious Samsung groi 
was excited about the prospects. "V 
should pay more attention to the develo 
ment of gas and oil" in Siberia, says Ba 
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Seung Sun, manager of the groups cis |C OM PANIES 


Losing altitude 


Doubts increase over Taiwan aviation venture 


department. Samsung has invested US$3 
nillion in a gas and oil joint venture in 
Siberia, and hopes to take part in similar 
projects on Sakhalin Island and Yakutia 
shortly. 

For politicians and government officials, 
the issue is more finely balanced. The pri- 
mary concern is that extending the remain- 
ng US$1.5 billion in credits could simply 
Je throwing good money after bad, and 

‘ould create a firestorm of political re- 
‘riminations. 

Western and Japanese bankers estimate 
hat the cis has only US$780 million in 
^ard-currency reserves available for debt 
service, of which at least US$375 million 
mas been set aside for priority payments. 
Fhe cis has at least US$7 billion worth of 
s'oreign debt due to mature in 1992 out of 
an estimated US$65 billion in external obli- 
rations, according to the bankers. 

If the CIS does find the cash to pay the 
south Korean banks, Moscow's larger 
‘editors may complain. South Korean 
"anks are far down the list of CIS creditors, 
vhile one banker asserts that all commer- 
‘ial bank loans to the former Soviet Union 
Yow fall under the negotiating ambit of a 
ecently formed bank advisory committee. 
This committee comprises the former So- 
"iet Union's leading lenders in the West 
ind Japan. 

Bankers and government officials in 
»eoul are counting on the timely release of 
JS$24 billion in concessionary loans from 
he multilateral and bilateral lending insti- 
utions to provide Moscow with the means 
© service its obligations to South Korea. 
Roughly US$2.6 billion of these funds has 
»een targeted for debt service, say Russian 
fficials. 

Unfortunately for both Moscow and 
oul, if back interest and the next pay- 





By Julian Baum in Taipei 
aiwan's highly touted efforts to 
build an aerospace industry 


T through partnership with McDon- 
nell Douglas have entered an uncertain 


_ phase as the government tries to skirt the 


nent due in November are not made, the | 


IS debt issue could become a political 
ootball during the presidential election at 
he end of the year. Already, the local op- 
»osition is trying to make political capital 
wut of it. 

"The Democratic Party said last year 
hat the Nordpolitik policy was an unpre- 
edented waste of money," says Cho Soon 
ung, the major opposition party's foreign 
'olicy spokesman. “We could have not 
pent a penny and the Soviet Union would 
till have collapsed and Russia would still 
iave demanded hard cash for its exports 
2 North Korea.” Cho credits this, and not 
ussian diplomacy, with forcing Pyong- 
ang to the bargaining table. 


This may become a potent argument if | 
he CIS fails to make further interest pay- 


nents in November. But the government 
ias two emotional issues it can exploit: 
early one million ethnic Koreans live in 
he CIS, and the Nordpolitik has enjoyed 
'opular support as a means for reuniting 
he peninsula. x 
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private sector's aversion to its investment 
risks. With the profitability of the MD12 
aircraft uncertain, neither the government 
nor the private sector is willing to take a 
US$2 billion equity share in the aircraft 
programme as originally proposed. 

Taiwan Aerospace Corp. (TAC) is hop- 
ing that through a more complex partner- 
ship, bankers will assume the risks of the 
project, which continues to have strong 
government backing. Nonetheless, the 
prospective partnership may be in trouble. 
It is not clear whether TAC's new proposal, 
which was made public in mid-May, will 
give McDonnell Douglas the financial sup- 
port it needs to develop the 
MD12, a wide-bodied aircraft 
that the company hopes will be 
in commercial service by 1997. 

Aviation Week cites industry 
sources from New York saying 
that TAC's new bargaining po- 
sition would cause McDonnell 
Douglas to shelve plans for the 
MD12. 

Meanwhile, TAC Chairman 
Earle J. S. Ho is coaxing bank- 
ers as well as TAC shareholders 
to form a leasing company for 
the advanced purchase of 20 or 
more of the MD12s. The leas- 
ing company could then issue 
letters of credit for US$2-2.5 
billion of aircraft that could be used to raise 
funds for McDonnell Douglas to pay its 
debts and begin development of the air- 
craft later this year. 

The bankers would be key members 
of the negotiating team that expects to 
hold talks with McDonnell Douglas this 
month to discuss the new partnership. 
They could also procure the factory site for 
the manufacturing of MD12 components 
in Taiwan and offer commercial deben- 
tures as loans to McDonnell Douglas that 
could be turned into equity as the project 
matures. 

A banker close to the deal, however, 


| says banks are wary of issuing letters of 


credit for the proposed leasing company. 
A better way, he suggests, is to have Tai- 
wan's airlines lease the aircraft and issue 


. the letters of credit. 
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Other observers point out that if the 
Central Bank of China would back TAC's 
new financing plan, other banks would be 
more comfortable with the idea of joining, 
But Central Bank governor Samuel Hsieh 
was not happy with the initial request from 
TAC to back the letters of credit. 

Government ministers, worried that the 
project may not be profitable, have been 
hesitant in supporting the McDonnell 
Douglas deal. Minister of Economic Affairs 
Vincent Siew has been particularly cau- 
tious, though he has presented the legisla- 
ture with the results of an independent 
study that gave the go-ahead to the pro- 
ject. 

In April, Siew said that if the part- 
nership went ahead, the government might 
leave all investment to the private sector, 
But that possibility faded as Taiwan's 
private sector — which has traditionally 


favoured short-term investments — show- 
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Final sunset for the MD12? 


ed little interest in the project. 

Observers say misgivings about the 
venture centre on the question of profit- 
ability and whether Taiwan would get the 
technology transfer it seeks. "Taiwanese 
investors don't know how successful the 
MD12 programme will be, so they are try- 
ing to minimise the risk,” says Tsay Fun- 
dow, a ruling Kuomintang lawmaker. 

Another reason why the private sector 
has not been marching to the government's 
tune is a longstanding wariness of govern- 
ment-backed investment projects. In the 
early 1970s the Ministry of Economic Af- 
fairs failed to attract sufficient private in- 
vestment to set up an integrated steel 
manufacturing company. Eventually, the 
government itself had to finance China 
Steel, which has since become a highly 
profitable company. 


Taj Coromandel Hotel 
Madras India 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia’s leading hotels, 
Taj Coromandel Hotel 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 
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Taj Coromandel Hotel 
17 Nungambakkam High Road, 
Madras — 600034, India 
Tel: 91-044-474849 Fax: 91-044-470070 
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But a counter-example of a govern- 
ment-sponsored venture is China Ship- 
building Corp. (csc). Founded in the late 
1970s, csc has been subsidised over the 
years and only began to make a profit re- 


| cently. 


In presenting the new options for part- 
nership with McDonnell Douglas to poten- 
tial investors in May, TAC president Denny 
Ko said that the new cooperation plan is 
more feasible and flexible than the original 
proposal. He also said the new approach, 
which involves several stages of invest- 
ment, would initially be less risky than the 
previous plan. But he also points out that 
the new proposal would give Taiwan less 
influence in the management of the corpo- 


| ration to be set up by McDonnell Douglas 
| for its commercial-aviation operations and 


for development of the MD12. 

After McDonnell Douglas officials indi- 
cated they were not happy with Taiwan's 
new offer, the company issued a statement 
affirming that there were different ways a 
deal could be structured that could include 
the purchase of aircraft. But the statement 
also said McDonnell Douglas “will insist 
that partners take an equity position to en- 
sure the long-term success of the new com- 
pany." 


FINANCE 


A change in the structure of Taiwan': 
partnership with McDonnell Douglas hac 
been expected because of difficulties ir 
getting legislative approval for governmen 
funding. Among other things, lawmaker 
are reluctant to endorse any direct govern 
ment participation that would make i 
likely that the legislature would face addi 
tional requests for funds. 

Lawmakers were also critical of th 
three-month study commissioned by th 
Ministry of Economic Affairs. At the tim 
it was completed, McDonnell Dougla 
had yet to decide on the design of th 
MD12, making it difficult to identify it 
market. 

The company has since announced tha 
the MD12 will be a super jumbo jet with 
four-engine configuration and a muc 
wider fuselage than the MD11. In this de 
sign, the MD12 could carry about 500 pas 
sengers, or about 100 passengers more tha 
Boeing's 747-400, the largest commerci 
airliner now in operation, and a stretc 
version could carry about 600 passenger 
If the MD12 goes into service by 1997 a 
planned, it would be on the market sever: 
years before similar high-capacity aircra 
under consideration by Boeing and Airbu 
Industri. 


Australia’s busted flushes 


By Alan Deans in Sydney 


The 29 May sentencing of entrepreneur 
Alan Bond to two-and-a-half years in 
jail for violating corporate securities 
laws came not a day too soon for Tony 
Hartnell, chairman of the Australian 
Securities Commission. 

Under heavy pressure to deliver 
since he became head of the new cor- 
porate watchdog early last year, 
Hartnell was clearly relieved when he 
said that putting Bond behind bars 
“would go some way to restoring Aus- 
tralia’s tarnished reputation in interna- 
tional capital markets.” 

Although the commission has been 
responsible for numerous convictions of 
directors of small companies in its ef- 
forts to clean up Australia’s investment 
image, no major businessman had been 
convicted. 

Bond was convicted in the Perth 
District Court of inducing businessman 
Brian Coppin, an old friend, to join the 
1987 rescue of merchant bank Rothwells 
without disclosing that Bond would 
receive a A$16 million (US$12 million) 
fee. Bond was bankrupted in April over 
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a A$255 million personal guarantee, 
and has been questioned at a Perth 
royal commission on allegations that 
Bond Corp. paid bribes in connection 
with a hotel development. 

The Federal Attorney-General 
Michael Duffy is sitting on a 600-page 
report from Hartnell's office about Bond 
Corp.’s dealings in the wake of the 1987 
stockmarket crash. The report recom- 
mends that criminal charges be laid 
against a number of senior people as- 
sociated with Bond Corp. 

Meanwhile, Laurie Connell, the man 
who ran the merchant bank Alan Bond 
tried to save, is facing numerous 
charges of his own. He is named in five 
conspiracy charges and 73 other counts 
over the collapse of Rothwells. Connell 
denies the charges. | 

Christopher Skase is the other well- 
known businessman expected before 
the courts in the wake of the collapse of 
his Qintex media empire. Skase is due 
to appear soon in a Queensland court 
on charges of assaulting a photographer 
and again in August on charges relat- 
ing to the misuse of A$19 million of 
funds from Qintex. * 
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In just three years Peregrine has become 
Hong Kong's leading financial adviser, and a 
major force in Asian markets. It’s been acl ieved 
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Competing for capital 


Riots in Thailand could affect investment in Asean 











olitical upheavals always come at a 
bad time, as far as foreign investors 
are concerned, but the bloody riots 
in Bangkok in May are even more inauspi- 
cious than usual. Foreign direct investment 
in Thailand has been falling for more than 
a year and some say the flow could dry up 
entirely for the remainder of 1992, as busi- 
nessmen weigh up the cost of instability. 

Thailand is not the only country in 
Asean experiencing a slowdown in capital 
inflows; Malaysia and the Philippines have 
also seen a decline in investment appro- 
vals over the past year. Singapore and In- 
donesia, by contrast, are continuing to bask 
in investor approval. 

But they share a common problem: 
competition for capital among 
recipients of foreign investment 
is heating up and will become 
even hotter in the years to 
come. There are two reasons for ^ gg. 
this. 





fades of the military crackdown three years 
ago, overseas firms are piling into the 
coastal provinces in ever increasing num- 
bers. This year’s renewed push to reform 
the economy has encouraged capital to 
flow in, particularly from Hongkong and 
Taiwan. 

It is time for Thais to worry when China 
looks more stable than their own country. 
But business doubts over long-term pros- 
pects do not just affect Thailand. The whole 
of Asean will be tarred with the same 
brush, because it has tried so hard to 
present itself as a unified grouping. And 
all six members suffer from a similar 
malady: the varying inability of their po- 
litical institutions to cope with rapid eco- 
nomic and social change. 

Thailand, in particular, will suffer be- 









“Buddhist culture similar to Japan's," ac 
cording to one businessman, in which the 
“calm” attitude of the people eschews vio 
lent changes. Between 1986 and 1991, Ja 
pan provided by far the largest flows o 
direct investment in the country, resulting 
in more than 400 wholly-owned Japanes 
ventures in Thailand. But by the six month 
to September 1991, investment there hae 
fallen to US$490 million, against USSI. 
billion for the year to March 1990. 

As with Japan, Taiwan's investment is 
Thailand peaked in 1989, at US$870 mil 
lion, and fell to an estimated US$600 mil 
lion last year. In the region, only Malaysi 
received more investment from Taiwat 
But in the past two years, foreign busines 
involvement reached saturation point, à 
the scarcity of land in and around Bang 
kok and of trained workers took its toll. 

The political instability has added a nev 
negative factor to the bottlenecks. “Before 
everyone said that Thailand was No. 1, bu 
now people will change their minds," say 
J. K. Loh, chairman of Ta-An Bank and . 
former Taiwan finance minister. "Thi 
change can only benefit mainland China.‘ 

Not everybody is taking a pessimisti 
view, though. Chuntex Corp 


The wave recedes : Taiwan's third-largest manu 
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of its factory near Bangkok 


One is that capital is grow- — d which was opened in late 199] 
ing scarce. Japanese exports of 60° / “6 But "if necessary, we coule 
investment, which helped pro- 4 ; move out very fast," say 

East Asia's economic boom  40- -4 Chuntex president, Frank Liu. 
of the late 1980s, are now de- > z For Thailand, the decline it 
clining sharply. The rising cost — 9g. -2 foreign investment will at leas 
of capital and financial difficul- A | take some of the inflationar 
ties, particularly for the Japan- | pressure out of the economy 
ese banks, are to blame. Else- e '7 '88 '89 ^90 "01 "he The same is true in Malaysi: 
where, German unification, the | where foreign investment com 
reconstruction of Eastern Eu- | | prises about a fifth of gros 
rope and the US budget deficit “Years end in the following March D z Il Singapore capital outlays, compared wit] 
will absorb money that might ‘Source: ups fia te Racists hosce 8% in Thailand. 
otherwise be invested in Asean. R ; nT itas Economic Source: Baring Securities The amount of foreign in 


The other reason is that the 
climate for investment has 
changed markedly in the past few years. 
Developing countries outside, as well as 
inside, Asia have dropped the ideological 
objections to foreign investment that were 
part of their post-colonial inheritance. Mul- 
tinationals are no longer regarded as part 
of an imperialist conspiracy. 

The developing countries of Asia are 
putting out the welcome mat. Communist 
Vietnam now allows foreign investors to 
hold up to 100% of the equity in their ven- 
tures and has enacted one of the most lib- 
eral investment laws in the region. Even 
India, the last big bastion of autarky, is be- 
ginning to approve majority ownership for 
foreign investors and the rupee is being 
made a convertible currency. 

And then there is China, the biggest 
communist country of all. As the memory 
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cause of its political upheavals. In the view 
of prominent economist Chesada Loha- 
unchit, foreign investment in the country 
will be “more or less dead” for the rest of 
this year. 

Direct investment into Thailand, three 
quarters of which comes from Japan and 
the Asian NICs, had already slowed sharply 
before trouble flared. Projects seeking privi- 
leges from the Board of Investment — with 
local and foreign participation — drop 
57% to Baht 216 billion (US$8.5 billion) in 
the first 11 months of 1991 compared with 
the same period the previous year. The fig- 
ure for foreign money actually invested last 
year probably showed a decline of 25%. 

The events in Bangkok came as a par- 
ticular shock for those Japanese investors 
who regarded Thailand as containing a 
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vestment into Malaysia totalle« 
M$8.7 billion (US$3.5 billion) i: 
the first quarter of this year, a drop of al 
most half from the corresponding perio« 
last year. Finance Minister Datuk Ser 
Anwar Ibrahim is taking the decline in hà 
stride. “We have decided to be more selec 
tive [about foreign-investment applica 
tions], since we're facing shortages of la 
bour,” he says. “I don't think Japan is pas 
ticularly concerned about [weaknesses in 
the Malaysian economy. People have cau 
tioned us, but I don't think we have t 
Worry." 

This may be so for Japan, but Taiwa 
appears to see things differently. In a sux 
prising show of official concern, Taiwan' 
vice-minister for economic affairs, P. K 
Chiang was reported in late May as sayin 
that Malaysia's investment climate wa 
"getting worse." Chiang cited labour short 
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To profi 


The boom of the 80's has been followed by the recession 
of the early 90's. | 

But what goes down must come up. The end of the 

| recession will result in exciting investment opportunities 
li for all. And no fund is better placed to take advantage than 
: T MAP Leveraged Recovery Ltd. from E D & F Man. 

| Reap the rewards from the world's 

leading economies. 

MAP Leveraged Recovery Ltd. is designed to exploit 
world economic recovery of the three leading economic 
powers through the selection of four asset classes: US 

. Equities; German Government Bonds; Japanese Equities 
: $ : and US Cash Instruments. 

z a The power of the MAP strategy. | 
Multiple Asset Performance (MAP) is a quantitative 





computer - driven asset allocation strategy previously 
only available to the large institutional investor. The 


. power of MAP is such that without forecasts it can 


return of the whole portfolio is linked to that of its best ` 


performing asset class. 

Protection guaranteed. ! 

Whats more, the Fund is structured to give full 
exposure to the MAP strategy whilst assuring the return of 
your initial investment at maturity through a Guarantee 
issued by Standard Chartered Bank. | 
| .ED&F Man is a world leader in derivative invest- 
products with approximately US$1 billion under 
; Gifford Fong Associates, who. developed MAP, 


idiary of the Prudential Insurance Company 






Kingdom. Redemptions can be made monthly at Net Asse 
-be subject to early redemption penalties, Unless the who 


investment and mov ements in rates of exchange between entrent 
affect your i | 


direct the allocation of a portfolio's assets so that the net — 

























How to invest. 


MAP Leveraged Recovery Units are on offer. fron 
21 April to 19 June 1992. 
on how to participate in the MAP strategy with guaranteed 


If you would like information 


return of your investment at maturity please contact any 


of the offices listed below, or return the coupon. 





London: Michael St Aldwyn Tel: +44 (71) 626 8788* 
Fax: +44 (71) 626 6458 
Bahrain: Antoine Massad Tel: 4973 533 288 
Fax: 4873 533 078 
New York: Annette Cazenave Tel: +1 (212) 912 R714 
Fax: Hae 
Hong Kong: Anthony Hall Tel: 


“From May 5th this number will change to +44 (71) 285 3200 — 
The offer of Units will not be available to citizens and residents of the USA 
Or readens of did UK c or of any y other country af residence e or citizen 


i: are agitated b by the Sect urities ind "iss Board 


held to maturity you may not get back the whole of yi 


vestments. 





To: Robin Creswell, Inte term T 
E D &F Man International i 







penos send me more Bino a „prospec tus and | 
application form for the MAP Leveraged Recovery Fund. 
I note the offer period is from 21 April to 19 June 1902. | 
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^. ages, higher labour costs and. worsening 
.. social order in the country. | 
^5 There was, in fact, a rush of investment 
— applications from Taiwan and elsewhere 
about 18 months ago to pre-empt guide- 
.. lines governing the corporate participation 
«. of bumiputras, or indigenous Malaysians, 
— over the 10 years from 1991. In the event, 
= the new policy retained an earlier, official 
^ aim of increasing the bumiputra stake in 
companies from around 20% today to 30% 
eventually. 

Even so, some Malaysian economists 
are worried by the investment decline over 
the past year. If the rate of capital inflow is 
slowing down, "how do we expect to make 
the [official] 8.7% growth target" for 1992, 
asks Bank Buruh executive director Tan 5ri 
Raymon Navaratnam. 

A deeper concern is that the Malaysian 
Government is not moving fast enough to 
improve conditions for small and medium- 
"sized businesses, on which the next wave 
of Japanese, Taiwanese and South Korean 
"investment is focusing. Last year, a semi- 
official Japanese agency, which helps such 
companies, set up a regional office in Ma- 
 laysia — an indication that component 
- suppliers are being encouraged to invest in 
Southeast Asia. | 
But the central issue is whether or not 
- the Malaysian Government can muster the 
.political will to raise a M$2.5 million 
` threshold below which investors are not 
- required to apply regulations regarding 
' bumiputra participation. Navaratnam, for 
one, believes the limit must be raised to 
. attract more capital from overseas. 

: If any Asean members benefit from the 

' diversion of investment away from Thai- 

land, they are likely to be Indonesia and 

the Philippines. Indonesia holds parlia- 

 mentary elections on 9 June and the Philip- 
pine election of last month appears to have 
yielded a new president, Fidel Ramos, who 
was the most popular candidate among 
foreign investors. His family has particu- 
larly close ties with Taiwan. 

In stark contrast to the Thai elections, 
those in Indonesia are expected to produce 
no big changes in the political scene. Japan- 

ese companies remain by far the largest in- 
vestors in Indonesia and are likely to con- 
tinue treating it as a priority country. 

.. The biggest surge in recent investment 
cin Indonesia, however, has come from 
South Korea, Taiwan and Hongkong. 
These three now rank second to fourth in 
the cumulative-investment league tables 
outside the oil industry) with 683 ap- 
proved projects between them, compared 
with 472 for Japan, the leading investor. 

The bulk of investment from the Asian 
Nics has gone into export-oriented indus- 
tries such as shoes, garments and toys. By 
contrast, investors from Europe and the US 
have tended to concentrate on Indonesia's 
domestic market. Major areas of invest- 
ment for these companies have been 





































































chemicals, financial services, hotels and 


property development. 

Most foreign businessmen in Jakarta say 
the investment climate in Indonesia is 
steadily improving. The cost of land and 
rents has declined in the past year and in- 
dustrial wages are low — around US$55 a 
month, half the equivalent in Thailand. 

Tight domestic credit has also helped 
foreign investors drive a harder bargain 
with local partners. And in April, the gov- 
ernment said it would allow full owner- 
ship by foreign investors in projects valued 
at US$50 million or more (previously the 
limit was 49% in most industries). 

Any increase in foreign investment in 
the Philippines will be particularly wel- 
come, because it largely missed the last 
wave of capital flows in the 1980s, due to 
serious political instability. Foreign-invest- 
ment approvals averaged US$890 million a 
vear in 1989-91, about a quarter of the level 
of Thailand. 

The tumultuous years leading to the 
overthrow of president Ferdinand Marcos 
in February 1986 and the series of at- 
tempted coups that followed were not the 
only reason foreign businessmen stayed 
away. There was also an abiding mistrust 
of multinationals among the Filipino elite 
that has only now begun to disappear. 
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Ramos says he is "unequivocally commit 





ted to a policy of welcoming foreign in 
vestments channelled to areas whicl 
would have the highest benefit for th 
country." 

Some firms, such as US-owned watch 
maker TMX International and Japanes 
manufacturer Uniden Corp., have fare 
well in the Philippines, featuring in the to 
rank of performance assessments made b 
their parent companies. But would-be ir 
vestors are daunted by two major prot 
lems: electricity shortages that can result i 
12-hour brownouts in parts of Manila an 
a bureaucracy largely unresponsive to tk 
needs of foreign businessmen. 

The experience early this year of a L 
company executive suggests that Phili} 
pine officialdom is still limping along i 
own course. He wrote to the investme! 
agencies of a number of Asean countrit 
outlining his interest in setting up a gel. 
tin-capsule factory. 

The Thai authories replied within 
week with detailed information, and tł 
Malaysians invited him on an expense 
paid trip to see things for himself. The Phi 
ippines Board of Investments wrote bac 
after a month and asked for US$10 to cov: 
the cost of sending him the relevant liter. 
ture. 
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Trade and Commodity Finance: 
We're ready when you are. 





[nternational trading would be a great 
deal less flexible if it could not rely on 


banks to meet the individual needs of 


buyers and suppliers: deferred payment 
in one case, cash in another, advance pay- 
ment in a third case. 

For an answer to your trade and com- 
modity financing questions you need to 
talk to a bank that specializes in creative 
new ideas. 

UBS is such a bank. We will seek a solu- 
tion to your problems by applying our 


UBS. The bank of experts. 
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knowledge of sophisticated hedging pro- 
ducts, tailor-made pre-export financing, 
countertrade arrangements, collateralized 
loans, financing under government and 
supranational financial institutions’ risk 
guarantee programs. Thats why you 
should talk to UBS, Switzerland’s leading 
financial institution and one of the few 


AAA-rated banks worldwide. 


Union Bank 
of Switzerland 


UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Seoul, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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The world's smallest mobile phone 


The word is out... 

The biggest story in communications these days is about the smallest, and one of the 
lightest, personal communications tools ever. NEC's new portable phone. It's tiny enough tc 
slip in your pocket or even the most crowded briefcase. Nestled in your palm, it feels as gooc 
as it looks. What's more, an optional kit turns the world's tiniest handheld phone into the 
world's most convenient car phone. 

Inside, there's more good news. Like NEC micro-circuitry for state-of-art performance anc 
reliability. A high-capacity battery that keeps you talking for up to two hours — plus numerous 
little extras you'll be talking about for a long time. 

There's never been a better time to cut the cord and go mobile. 





CaC Computers and Communications 
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NEC behind the scenes 


‘On the air.” 
That's sweet music to the people who make the news at RTM (Radio Television Malaysia) 


n Kuala Lumpur. RTM first began TV broadcasting over a quarter century ago — and NEC 
Nas there. Today, advanced NEC technology is still helping RTM put news and other quality 
yrogramming on the air. 

And not just in Malaysia, but wherever newsmakers toil around the world, you'll find 
-omputerized NEC broadcast systems, satellite uplinks, and other products behind the scenes. 

Not surprising news, since NEC is a global company with over 15,000 products (computers, 
communications, electron devices and home electronics) all developed in accord with our 
C&C concept — the merging of computers and communications technology. 
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clearance of 185 feet, our harbor has 
been widened to 500 feet, and plans are 
in motion for the channel to be 
deepened. The Port of Savannah - suited 
to your specifications. 

For further information contact : 
TOKYO: Isao Togioka, Far Eastern 
Director, Tel: (81-3) 3214-3851/2. FAX 
(81-3) 3211-1978. Telex: (781)29141. 

| um À 
SAVANNAH: Richard Field, Director of ! ll i 
Trade Development, Tel: 912-964-3811, | ^ | 


or toll-free 800-841-1107. (In GA: 800- 


342-8012). FAX 912-966-3615. 
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oal loading by barrow: long delays in moving black gold to power stations. 


China's generation gap 


Massive power programme fails to match soaring demand 


y Carl Goldstein in Peking 


Can China build enough 
power stations to match 
its burgeoning economic 
growth? Ask a roomful of 
\ Energy Ministry officials 
| in Peking, and the re- 
»onse is telling: a brief silence, followed 
y nervous laughter. Hongkong business- 
an Gordon Wu, a builder of power plants 
1 China's booming south, is blunter: "No 
'ay." 

The fact that China's energy crunch is 
'orsening is ironic. In terms of the sheer 
zale of the new capacity that has been 
uilt in recent years, the country's power 
rogramme is among the most successful 
t the world. 

But the rapidity of the country's growth 

i leaving the planners trailing. The effects 
re being felt not just in the south, where 
idustrial and consumer demand is surg- 
1g, but also in the industrial heartlands of 
entral and northeastern China. Indeed, the 
orthern provinces have fallen furthest be- 
ind on the energy curve because, unlike 
weir southern cousins, they do not have 
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the cash to finance a rapid expansion of 


power capacity. 

Officials estimate that national electri- 
city supply would have to increase by 20- 
30% in order to eliminate present power 
shortages. As it is, factories are forced to 
shut down for up to three days a week in 
many parts of the country and offices are 
kept unlit. Authorities in some areas have 
been known to ban the sale of air- 
conditioners for fear they may further 
strain the system. 

The normal measure of a power short- 
age or surplus is “system reserve capa- 
city,” the gap between peak demand and 
capacity. A system reserve capacity of 
15-25% is considered adequate in most 
countries; China’s is zero. 

The costs of the shortfall 
are high. In Guangdong and 
elsewhere, most large facto- 
ries that are either foreign- 
owned or joint ventures in- 
stall their own diesel genera- 
tors to keep assembly lines 
running when brownouts oc- 
cur. | ants that cannot afford 
their own supply have to bear 
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plan which ends in 1995, the aim is 
to increase capacity to 200,000 MW. 
In 1991, the first year of the plan, 
13,000 MW was added — a rate of 
increase slightly higher than that 
needed to reach the target. (By way 
of comparison, the increase was 
more than one-and-a-half times the 
total capacity of power-hungry 
Hongkong.) Given this record, the 
government seems to have a good 
chance of reaching, or even exceed- 
ing its goal of 240,000 MW by 2000. 

Even for a country that sets great 
store by central planning, this is an 
impressive result. No other country 
has built anywhere near this amount 
of new capacity in so short a time. 
Critics, though, say that China, like 
other centrally planned economies, 
has not paid enough attention to 
pricing electricity by market principles or 
controlling pollution. 

An ambitious programme of this kind 
does not come cheaply. The central gov- 
ernment says it will spend Rmb 101 billion 
(US$18 billion) in 1991-95. Provincial gov- 
ernments and big state-owned factories are 
supposed to put up double that amount. 
Foreign sources of capital — multilateral 
.. agencies and overseas governments — will 

play their part as well. 

China obtained more than US$7 billion 
in foreign funding for the power sector be- 
tween 1986 and 1990. About US$1 billion 
came from the World Bank. Japan is cur- 
rently financing six power plants (four 
thermal and two hydroelectric) worth 
US$1.4 billion. 

The bulk of the Japanese funds come 
from a ¥810 billion (US$63 billion) credit 
line extended to the Chinese Government 
in 1987. These credits were suspended in 
the international outcry over the Peking 
massacre in June 1989, but were recently 
restored. 

The Asian Development Bank has con- 
tributed US$65 million towards a big ther- 
mal power plant in Shanxi province, plus a 
couple of million dollars for planning 
studies. The soft-loan arms of various 
European governments have also stepped 
in with an additional US$1.7 billion in re- 
turn for equipment-supply contracts. For- 
eign commercial loans have played a part 
as well. 

The US$3 billion Daya Bay nuclear 
power plant near Hongkong was paid for 
by US$2.5 billion in foreign commercial 
loans, with the remainder in the form of 
soft loans from Britain and France. 

All these resources, however, have not 
kept up with demand. In recent years, the 
official economic-growth forecasts which 
underpin power construction plans have 
consistently proved to be too low. 

In March, the National People's Con- 
gress (NPC) set a target of 6% annual eco- 
nomic growth until 1995. But this figure is 
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considered to represent the view of lead- 
ing conservatives in the government, who 
believe growth should not go higher. Based 
on recent years' performance, their wish is 
unlikely to be fulfilled. 

In the first quarter of this year, the 
economy as a whole grew at an annual rate 
of 10%, while industrial output rose 17%. 
By contrast, energy planners are aiming for 
only a 7% annual rise in electrical output 
up to 1995. Even if this is achieved, the gap 
between power demand and supply will 
widen further. 

Forecasts of energy intensity (the 
amount of energy needed to produce a unit 
of GNP) are equally unrealistic. Energy 
Ministry officials are assuming that the 
ratio of energy consumption to GNP will 
average 1:1 over the next eight years. Yet 
in 1981-91, it averaged 1.72:1. 

In the country's scramble to catch up 
with energy demand, severe transport bot- 
tlenecks have emerged. 

China is rich in natural resources — it 
has among the world's largest coal reserves 
— but it is bedevilled by the unevenness of 
their distribution. Coal is the key, because 
it accounts for 70% of China's power gen- 
eration. 

Yet the low-sulphur coal that for envi- 
ronmental reasons is best suited for power 
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generating is mainly found in a bel 
running across the northern prov 
inces of Shanxi, Shaanxi and Inne 
Mongolia. Other provinces such a: 
Heilongjiang, Sichuan, Shandon, 
and Henan also produce larg: 
amounts of coal. But the types o 
coal they dig out are heavy pollut 
ers, producing a lot of sulphur c 
ash. 

Chinese officials mount a stal 
wart defence against Western fear 
that the country's reliance on coal i 
an environmental disaster in th 
making. "It's unreasonable to us 
the same standards for us,” say 
Wang Wenze, director of the ger 
eral office in the Energy Ministry 
“Our per-capita coal consumption : 
so low that our responsibility tc 
wards global pollution is extremel 
small." 

The Chinese are more concerned thi 
inadequate rail links make it impossible t 
move enough coal to the southern an 
eastern parts of the country, where th 
needs are greatest. Mines in Shanxi, th 
biggest coal producer, have stockpiled € 
million tonnes, according to Zhang Yur 
wu, the Energy Ministry official in charg 
of coal planning. 

Nationwide, the total amount of coal i 
stockpiles is 200 million tonnes, accordin 
to a China Daily report in mid-May. Th 
represents almost a fifth of last year's tot 
output. At the same time, the coastal pro 
inces of Guangdong, Zhejiang and Jiangs 
are facing serious coal shortages, the new 
paper said. 

China is desperately trying to increa: 
carrying capacity. One key project is tl 
Shenmu railway, an 870-km line that w: 
carry coal from the northernmost part : 
Shaanxi province to a newly constructe 
deepwater port at Huanghua, near Tianji 
Most of the coal is then to be transporte 
by ship to the southeastern coastal pro 
inces. But this is hardly a panacea. Beg 
in 1990, the Rmb 15 billion project w 
not be completed for 10 years, optimis 
say. 
Another approach is to build pow 
stations next to coal mines. This is a prac! 
cal solution for local power needs. Bi 
most of the coal belt suffers from seve 
water shortages, making it difficult to bui 
big power plants which would need va 
amounts of water for cooling purposes. 
any case, to get the power to where it 
needed most would require the erection 
transmission lines thousands of kilometr 
long — a complex and expensive unde 
taking. 

Geography therefore dictates the choi 
of fuel for power plants. Hydropower 
concentrated in the more remote sout 
western provinces of Yunnan, Guang 
and Guizhou. Exploitable resources are e 
timated at 378,000 MW, or more than do 
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096 of this amount has so far been deve- 
oped, though there are several proposals 
foot. Besides local power needs that may 
e filled by small hydroelectric projects, 
nere are plans to link the region to fast- 
xpai ding Guangdong. The latter would 
Fay ch of the development costs. 

“gargantuan Three Gorges Project, 
till highly controversial despite having 
‘een approved by the NPC, would eventu- 
ily produce 17,000 MW from a series of 
nassive dams on the upper Yangtze River 
1 Sichuan. That is an amount roughly 
quivalent to Taiwan's total installed ca- 
'acity. 

But the government actually did not 
ommit itself to anything other than more- 
etailed feasibility studies of the project. 
siven its potential environmental and so- 
ial costs, Energy Ministry officials are cau- 
ous about its prospects. One says no 






ands are likely to be committed before 





"The difficulties attached to conventional 


ower production provide the chief justifi- - 


ation for China’s efforts to develop com- 
nercial nuclear plants. Even under the 
10st optimistic scenarios, though, nuclear 
ower will not account for more than 2-3% 
f output by 2000. Coal will thus continue 
' provide the lion's share of China's en- 
rgy needs well into the next century. a 
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the nation's current ate But only 


By Carl Goldstein in Guangdong 
and Hongkong 


E n n amaca aaa Hinemana emtee mimaa a aaan aonaran 


Go-ahead Guangdong, 
home of southern China's 
economic boom, has two 
aces up its sleeve in the 
struggle to meet energy 
* demand. One is a group of 
able local. administrators who have man- 
aged to pay for new power plants from 
local resources. The other is Gordon Wu, a 
Hongkong businessman who is in a class 
of his own when it comes to south-China 
infrastructure investments. 

Typical of the local officials is Lee Fook- 
pong, deputy chief of Nanhai county, an 








 industrialising region in the prosperous 
Pearl River Delta. Lee says Nanhai will be 


"completely self-sufficient in power" in 


two years' time. Two small power stations 
have already been built and three more are 


under construction. 
Further down the delta, Lee's opposite 
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number in Shunde county, Wu Xiuhao, |. 
says his district need turn to the provincial — 
grid for only a quarter of its daily power 
consumption of 4 million kwh. The des 
mainder comes from the county's own 24 
MW plant, which will be expanded by 
160 MW within two years. All the money 
is coming from local-government re- 
sources. | 
Gordon Wu's Hopewell Ho 
meanwhile, has just starie 
second big power plant in 
Shajao C. The project will brin 
well's power-related investments | 
Guangdong to US$1.7 billion. 
Hopewell completed Shajiao's B 
ahead of schedule in 1987. The 700-) 
coal-fired unit now provides power for 
Shenzhen special economic zone (5 
bordering Hongkong. Ground-breaking 
Shajiao C — two 660-MW units cos 
US$1.1 billion — began in May. Wu s 
Shajiao B provides 13% of Guangd 
power output, and that Shajiao C will rai: 
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a The Advisory Board of the India Fund (the “Fund”), the Directors of Merrill Lynch International Capital E 
Management (Guernsey) Limited, the Manager of the Fund, and its investment manager in India, the Unit Tr ast | 
of India, have initiated a review of the Fund’s capital structure, with a view to reducing or eliminating the p present | 


substantial discount to net asset value* at which shares of the Fund have recently been trading. The Fund's | 
professional advisors have been asked to investigate over the next few months appropriate capital structures, 













i m including the possibility of converting the Fund into an open-ended Fund. These will be reviewed by the Directors. 4 
. and any restructuring proposals which are recommended by the Directors will be submitted to shareholders at an. 









Extraordinary General Meeting. 


2) The date of the Extraordinary General Meeting is likely to be May 1993 which could enable the Fund to be 
restructured with effect from 1 July 1993, the first practicable date for the Fund to permit redemptions. Prior to that 
date, the Fund may only permit redemptions if each and every shareholder votes on the proposal and all 100 per 
cent. vote in favour of it. The large number of smaller shareholdings on the share register and the geographical 
diversity of registered addresses suggest that a 100 per cent vote by shareholders is extremely unlikely. The 
implementation of such a proposal after 1st July 1993 will require the approval of a resolution passed by a 75 per | 
. cent. majority at a meeting at which not less than 50 per cent. of the shares have been voted. These voti "d 

.. requirements are entrenched in the constitution of the Fund and cannot be changed by either the Manager or the 
"Trustee, orby the Shareholders othertl 1an by a resolution passed by avote which satisfies these hurdle requiteimenà | 
o it would not be possible to relax these voting hurdles and accelerate a change prior to Ist July 1993. 













] May 1992 the net asset value per share was 344 = while the shares were being quoted at 216.0p, which 
a discount P 37.2766. | 
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that amount to 35%. 

Hopewell is not the only Hongkong 
firm to get involved in Guangdong’s 
power programme. The Kadoorie family’s 
China Light & Power (CLP), the larger of 
the colony’s two electric utilities, has a 25% 
stake in the Daya Bay project, a US$3.7 bil- 
lion nuclear-power station that is nearing 
completion 50 km from Hongkong. 

CLP will buy 70% of Daya Bay’s 1,800- 
MW output when the station reaches full 
power in 1994. The electricity trade is a 
two-way street, however. Since 1979, CLP 
has been selling increasing amounts of sur- 
plus, off-peak electricity to Guangdong 
from its plants in Hongkong. 

These power exports reached 800 MW 
a day last year. CL?’s sales include a small 
amount of electricity sold directly to She- 
kou industrial zone, which is part of the 
Shenzhen SEZ. This has given Shekou en- 
viously reliable power supplies, 
whereas the rest of the SEZ is begin- 
ning to be afflicted by shortages. An 
executive of a foreign-owned elec- 
tronics factory in Shenzhen says SEZ 
authorities have asked his firm to 
contribute US$1 million towards 
new power plants. 

Another major venture for CLP in 
- Guangdong is the US$236 million 
Conghua pumped-storage project, 
north of Canton. Construction began 
in 1988 on two nearby reservoirs, 
connected by tunnels filled with 
pumps and turbine generators. 

Night-time surplus power from 
Daya Bay will be used to pump wa- 
ter from the lower reservoir into the 
upper one. Then during the day, re- 
leased water will drive the turbines, 
generating up to 1,200 MW to meet 
peak demand. CLP will buy half of 
this output. The company is also 
considering further Guangdong 
power investments, including a 
thermal plant at Taishan and a pro- 
posal to double Conghua's capacity, 
which would make it the biggest 
pumped-storage facility in the 
world. 

Whichever project it chooses, CLP ap- 
pears likely to favour the build-operate- 
transfer (BOT) format, under which it 
would operate the plant commercially for 
an agreed period before eventually trans- 
ferring it to government ownership. "After 
all, we have all the necessary elements to 
do it on our own: we've got the capital, the 
expertise and the good relationships at all 
levels of the Chinese Government," says 
CLP planning chief Y. B. Lee. 

The BOT form of project financing has 
been pioneered in China by Hopewell's 
Wu, who has also demonstrated good 
contacts with both local and central au- 
thorities. At one time seen as a favourite of 
reform-minded premier Zhao Ziyang, Wu 
weathered his patron's fall from grace in 


1989 and has since held highly publicised 
meetings with Zhao's successor, Li Peng. 
He uses his prestige to good effect. "The 
biggest problem is that you've always got 
to get 29 different committees to put their 
chop on every project," he says. "Then you 
get them sticking their noses in all the time. 
You've just got to tell them to go to hell, or 
you never get anything done." 
Bureaucratic difficulties, however, have 
not dissuaded him from even more gran- 
diose plans. He seems confident Hopewell 
will land the contract to build a US$4 bil- 
lion power station in Zhuhai, across the 
Pearl River from Macau. And he is already 
negotiating further expansion of Shajiao 
using a “cookie-cutter” approach to add up 
to a dozen units identical to Shajiao C. 
Hongkong-based New World Develop- 
ment is meanwhile taking a 50% stake in a 
US$380 million, 600-MW thermal power 





Appliance demand widens Guangdong's power gap. 


project near Canton. In contrast to Hope- 
well or CLP, its involvement is chiefly fi- 
nancial. Guangzhou Economic Construc- 
tion Development, a unit of the municipal 
government, will design and build the 
plant. 

Despite Hongkong capitalism's best ef- 
forts, however, Guangdong's power defi- 
ciency is worsening. Power output rose by 
more than 15% a year from 1986-91. But 
gross industrial and agricultural output 
value rose by 21% a year. “So you can see 
why our power gap is getting wider," says 
Gao Guanqing, a senior engineer in the 
Guangdong Power Bureau. He estimates 
the province's current peak-hour shortfall 
to be at least 30%. 

The bureau forecasts that both power 
output and gross industrial and agricul- 
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tural output will rise by 12-13% in the nex 
four years. But the economic-growth fig 
ure is laughably low. Industry and agricul 
ture are likely to expand by at least 20% 
annually, according to a foreign economis 
based in Canton. 

Moreover, the structure of Guang 
dong’s electricity consumption is changin 
rapidly as people spend the fruits of thei 
labours. Among consumers’ most sough 
after household appliances is the humbl 
air-conditioner — a power-consumptio 
problem in the making that Guangdon 
planners seem barely to have thougl 
about. 

“A couple of years ago, you'd never sc 
air-conditioners sticking out of windows i 
Guangdong. Now it's a common sight 
says Henk van der Tak, Hongkong-base 
president and country manager of Ase 
Brown Boveri, a Swedish-Swiss supplier « 
generating plant. 

As a result of such purchase 
households now account for 10% « 
Guangdong's total power consum] 
tion, up from 2% five years ago. 
more telling statistic, however, 
per-capita generating capacity. Eve 
if Guangdong fulfils its goal of rai 
ing capacity from 9,500 MW | 
15,000 MW by 1995, per-capita c 
pacity will still only be 0.2 kw. E 
comparison, Hongkong and Taiwz 
have already reached 1 kw. Th 
alone challenges suggestions th. 
Guangdong is on the brink of Litt 
Dragonhood. 

Guangdong is neverthele: 
showing signs of shaking off one 
the worst shortcomings of comnr 
nist industrial policy: under-pricin 
The province's electricity rates a 
already at least 50% higher than 
many other parts of the country. ^ 
though this partly reflects high 
transport costs, it is also a major re 
son why Guangdong has been b: 
ter able to fund new plant constru 
tion. 

The move to market-oriente 

pricing — more advanced in Guangdo1 
than anywhere else in China — is likely 
continue. Power rates will in any case ha’ 
to rise to reflect the increased costs of usi! 
imported coal rather than relying solely « 
subsidised supplies from state-ownt 
mines. 
Guangdong received permission to bi 
overseas coal for power generation follo 
ing patriarch Deng Xiaoping's tour of t 
province in January. This will make 
easier to phase out older, oil-fired plan 
which are more expensive and less efficie 
than coal-fired ones. 

While consumers will no doubt gru: 
ble at higher power prices, they will u! 
mately benefit from having local gover 
ments that are able to build enough plar 
to power a modern lifestyle. 
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. MAJOR DECISIONS IN A DIFFICULT YEAR 


__SAME DIVIDEND PROPOSED 


KEY FIGURES FOR THE YEAR ENDING DECEMBER 31 


(data approved by the external auditor) 














| 91/90 1991 1991 
Solvay Group (in millions) BEF +/- (96) BEF USD 
Sales v 255,241 -02 264,801 7,893 
Investments —- 36500 (— - 71 33900 1050 
Research expenditures 12,846 . +02 12866 399 
Net earnings 15,910 -218 12,440 385 
Solvay S.A. (in BEF per share) 
Net dividend 500 - 500 15.49 





Exchange rate 1991: USD 1 - BEF 32.28 


Four major agreements that affect 
our future have been concluded 
recently. They will have an impact 
on our 1992 figures and confirm 
the growing diversification of the 
Group toward sectors and prod- 
ucts that have more added value 
and are not very cyclical. 


e A strategic alliance with the 
Upjohn company covering two 
central nervous system pharma- 
ceuticals, an alliance which man- 
ifests our interest in the Health 
Sector. 

e Recovery of the Bernburg plant 
in Eastern Germany, which opens 
new prospects for our products in 
Central Europe. 

e Take-over of 100% of the 
Interox companies' activities in 
hydrogen peroxide, persalts and 
related products, which will en- 


able us to reinforce a core busi- 
ness with good margins and 
prospects for growth. 

e Acquisition of a soda ash ac- 
tivity from Tenneco Inc., which 
gives us access to production of 
«natural soda ash» and enhances 
our geographical diversification 
in the United States. 


In 1991, the Solvay Group wit- 
nessed a gradual economic slow- 
down and increasingly stronger 
competition. Although results are 
down in the Plastics and Alkalis 
sectors, they are virtually un- 
changed in the Peroxygens sector 
but are on the rise in the Proces- 
sing and Health sectors. 

The dividend proposed to the 
General Assembly will remain at 
the 1990 level. 


SOLVAY 





Baron Daniel Janssen 
Chairman Executive Committee 


The annual report is available in English, French, Dutch and German on request from the Company Secretary, 
Solvay S.A., rue du Prince Albert 33, B-1050 Brussels 








ENERGY 





gastos e RAE 


The nuclear option 


Chinas programme dogged by delays 


China's commitment to 
nuclear energy comes from 
the top: Premier Li Peng. 
Li, a Moscow-trained elec- 
trical engineer, served a 
lengthy stint in the Peking 
power bureau before his 1980 elevation to 
minister of water resources and electric 
- power. “In China, nuclear power is more 
. Or less his baby," says Y. B. Lee, planning 
chief at Hongkong's China Light & Power 
(CLP). 

Li's interest in nuclear power proved 
fortunate for CLP. The company was deep 
.. án negotiations over the Daya Bay nuclear 
plant near Hongkong when Li was pro- 
z moted to vice-minister for energy in 1983. 

That left little doubt that the project would 
‘go ahead. 
. China's commitment to nuclear energy 
-comes at a time when there are rising 
‘doubts internationally about its economic 
advantages over thermal power-genera- 
tion. This, together with concerns over ra- 
dioactive waste and the decommissioning 
of aged plants, has slowed or halted nu- 
clear power plans in North America and 
Western Europe. (In Asia, however, South 
Korea, Japan and Taiwan continue to push 
nuclear programmes.) 
The Chinese premier shares the nuclear 
































engineer's conviction that all such prob- 
lems have been or can be solved, accord- 
ing to a foreign equipment supplier who 
has discussed the question with him. But 
for most Chinese energy planners, the only 
justification needed is the intractable diffi- 
culty of getting coal from China's mines to 
its power plants. 

"We feel the development of nuclear 
power is the only way to meet China's fu- 
ture electricity demands," says Huang 
Qitao, vice-president of China National 
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Nuclear Corp. and chairman of the join 


venture company that owns Daya Bay. 

Economic and technical obstacles ha 
nevertheless kept China's goals modest. 
1988 plan called for nine reactors to be i 
stalled by 2000. These were to compri: 
two reactors at Daya Bay; a 300-MW e 
perimental reactor at Qinshan, 125 k 
south of Shanghai; four additional units f 
Qinshan; and two 1,000-MW reactors ne 
Dalian in China's northeast. Their 6,5 
MW, even if built, would be only 3% of tl 
nation's projected total electrical capaci 
by 2000. 

Even these goals, however, have prov 
too ambitious. While the first Qinshan t 
actor began operation last December, t 
US$3.7 billion Daya Bay plant is nearly tv 
years behind schedule. Money for only tv 
additional, 600-MW reactors at Qinshi 
has been included in preliminary plans f 
the 1996-2000 programme, according to 
Yingxiang, spokesman for China Natior 
Nuclear Corp. (CNNC). Negotiations wi 
Moscow for the supply of the two Dali: 
reactors have been derailed by the brea 
up of the Soviet Union. "We're still d 
cussing it with Russia, but we basically hi 
to start over,” says Li. 

Daya Bay, where the first of two 9X 
MW reactors is due to begin full operati. 
in October 1993, exemplifies one of ty 
models for the development of commerc 
nuclear power in China. In this instance 
is foreign financing, design, equipme 
and even operation. 

The second, and indigenous, model 
demonstrated at Qinshan, which was bi 
around a Chinese-designed pressuris 
water reactor. It is this model, Chinese o! 
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als say, which will be the dominant one 
a the future. Even so, about 30% of the 
tinshan project in value terms had to be 
mported, says CNNC's Li. 

Daya Bay, on the other hand, has been 
foreign operation from start to finish. The 
eactors were supplied by Framatome of 
rance and the turbine generators by Brit- 
sh-French joint venture GEC-Alsthom. 
lectricite de France (EdF) has been re- 
ponsible for design, engineering, and 
achnical management. EdF engineers will 
An the plant for the first five years and 
“ill train Chinese personnel. 

This learning function is a key part of 
ke project from the Chinese point of view. 
Jthough it mines and processes uranium, 
aakes fuel assemblies and recently even 
«ported some civilian nuclear technolo 
hina cannot yet design or build large nu- 
ear plants of 600 MW and up. It hopes 
sat experience gained at Daya Bay, plus 
ature technology transfers from foreign 
rms in return for contracts, will give it 
rat capability. 

. The Daya Bay project remains contro- 
ersial. Safety teams from the International 
tomic Energy Authority (IAEA) have vis- 
ed the site three times, most recently in 
lay. Each time they have identified a 
umber of weaknesses in preparations for 
ie facility's operation. After the May visit, 
'am leader Ashley Erwin said good 
rogress had been made in the past year 
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but problems remained in obtaining expe- E 
rienced operating staff, as well as develop- | 
ing a strong monitoring and maintenance | 
team. But questions on the overall safety of | 
Daya Bay are "beyond our purview,” he | | 


said. 
The delay i in completing Daya Bay has 


cost about US$400 million so far, according 2 
to C. K. Ho, managing director of Hong- - 


kong Nuclear Investment, which holds 


CLP's 25% share in the project (its majority | 


partner is CNNC). Executives associated 


with the project say the overrun is not | | 
much more than 10% of the overall price | 
tag. Looked at another way, it is the cost of | 


a 600-MW coal-fired plant. 


Nuclear power's claimed cheapness | 
does not hold up well in the Chinese con- | 


text, either. The coal-fired Shajiao C station 
being built by Hopewell Holdings will sell 


its electricity to Guangdong's authorities at | 


about 5.5 US cents a kwh over 20 years. 
Power from Daya Bay, by contrast, will 
cost 9 US cents a kwh, according to Ho. 


None of these doubts appears to have : 


cooled China’s ardour for nuclear power, 


however. Although it will not be an- | 


nounced until year-end at the earliest, 


Guangdong will get its second nuclear | 
plant near Yangjiang, 150 km west of | 
Hongkong. But construction of the 2,000 _ 
MW facility will almost certainly not begin - 


until the 2001-05 plan period. 





ANKING: JAPAN 


Peeper into the mire 


inancial results for most of the big 
Japanese banks in the year to the end 
of March show that their provisions 
zainst non-performing loans were higher 
ian expected and point to a rising burden 
: bad debt. If Finance-Ministry estimates 
: the bad-debt burden are correct, the 
inks still have a long way to go in setting 
ide reserves, despite a recent increase. 
at other estimates of bad debt, said to be 
ised on official data, suggest provisions 
uld rise to a level where they overwhelm 
inks’ profits. 
Operating profits for the 
"city" banks rose by 32% 
| a total of ¥1.9 trillion 
1$$14.6 billion) in the 1991 
scal year which ends in 
arch, due to the declining 
ist of funds. But after provi- 
ons for bad debt and tax de- 
actions, net profits for the 
ty banks fell by 27% to Y648 
llion. Their combined bad- 
obi | provisions rose to Y647 











billion, a fivefold increase compared with | | 
fiscal 1990. Provisions now stand at Y23 - 


trillion for the top 21 banks (i.e., city banks, 
trusts and long-term credit banks). 


According to the Finance Ministry, non- | 
those on which inter- - 
est has not been paid for at least six months - 


performing loans — 


— amount to *7-8 trillion for the top banks. 
However, a report said to be based on 


confidential data from the central bank | 
suggests that the 21 largest banks may - 
have problem loans of ¥26.4-35.4 trillion on - 
their books. The bad-debt load for the — 
banking system as a whole may amount to | 


m Car! Goldstein | 
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¥42-56 trillion, the report suggests. 

The ministry's figures suggest that 
around 2% of the 21 biggest banks’ aggre- 
gate loan book of Y343 trillion may be at 
risk. But the actual exposure could be 
much larger if reports circulating in the 
banking community are correct. For the 
city banks, the cost of provisioning against 
bad debts under adverse circumstances 
could amount to 48-64% of the recurring 
profits they reported in fiscal 1991. 

The big difference between the minis- 
try's figures and those purporting to come 
from the central bank reflect the difficulties 
in classifying bad loans in Japan. Banks 
have discretion up to a period of 12 months 
before reporting loans that are no longer 
yielding interest, and there are numerous 
ways of disguising bad debt. 

Many banks are believed to have dra- 
matically reduced interest payments on 
loans to hard-pressed corporate customers 
and also to non-bank affiliates which are 
embroiled in the troubled real-estate sec- 
tor. How much of this debt will ultimately 
be recoverable is a matter of guesswork, 
but the signs are not encouraging. Co 
rate bankruptcies in Japan shot up by 65% 
to 10,725 in 1991 while the aggregate value 
of the debts involved quadrupled to ¥8 tril- 
lion. 

Big banks report that up to 90% of their 
bad loans are real-estate related. The fact 
that land prices in major urban areas have 
declined by nearly a third and share prices 
by 55% since the end of 1989 also raises 
questions over the true value of the collat- 
eral lodged with banks in the shape of land 
and stocks. 

There is little consolation to be derived, 
either, from Finance-Ministry assurances 
that the value of hidden assets, in the shape 
of unrealised gains on shares, held by the 
banks are more than enough to cover po- 
tential loan write-offs. The ministry says 
that the city banks have some ¥11 trillion 
of such gains, even after the stockmarket 
plunge. For the top 21 banks, the figure is 
put at around Y17 trillion. 

It should be noted that, when realised, 
such gains are taxable at a rate of 52%. So, 
even on the basis of Finance-Ministry esti- 
mates, the realisable value of hidden assets 
barely covers exposure to bad loans. 

The seven trust banks fared especially 
badly last year in profits terms. Combined 
unconsolidated pre-tax profits fell by just 
under 34% to Y248 billion while profits 
from their core banking business fell by 
12.6% to Y218 billion. 

Long-term credit banks appeared to be 
doing remarkably well, with a 76% jump 
in operating profits to Y292 billion in fiscal 
1991. This, however, was due to a change 
in the method of amortising the cost of de- 
bentures which fund their lending. With- 
out this change, net operating profits 
would have been roughly half of those re- 
ported in fiscal 1991, analysts suggest. m 
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INVISIBLE HAND 


Of mice and men 


When Chamlong Srimuang was arrested on 18 May in Bangkok, one of the men 
trying to shield the opposition leader from his military captors was the scion ofa 
sugar-refining dynasty. The next day, a property developer called his banker to ask 
where he could buy guns. Furious at the military crackdown that claimed scores of 
lives, he wanted to kill soldiers. 

Many industry captains manned barricades in the country's worst political 
crisis in nearly 20 years. They stood alongside messengers and bar girls as well as 
labourers and clerks. Some also worked behind the scenes to defuse the crisis. 

In contrast to these individual actions, Thailand's biggest business organisa- 
tions — the Federation of Thai Industries (FTI), the Thai Chamber of Commerce, 
the Thai Bankers Association, and the Board of Trade — were quiet. This lack of 
action is resounding given the extent to which the country's prosperity was threat- 
ened by the bloody tactics of ex-prime minister Suchinda Kraprayoon. 

The inaction also compares badly with the role played by the Makati Business 
Club in forcing Ferdinand Marcos to step down from the Philippine presidency in 
1986. The club, which had pressed Marcos to loosen his reins of power as early as 
1982, became a galvinising force in the people's revolution that forced the strong- 
man into exile in Hawaii. The club gave anti-Marcos businessmen a forum to press 
home to the president that it was time for new leadership. Perhaps less blood was 
spilled in Manila than Bangkok as a result. 

Analysts in Bangkok believe that a similarly 
concerted effort did not materialise among the city's 
business organisations simply because they prefer 
to ride out political storms. Historically, Bangkok's 
business community waits for the dust to clear in 
times of crisis. 

Even with the greatly increased integration of 
Thailand into the world economy and the impor- 
tance of the country's image, this point of view 
dominates, though many younger Thai entre- 
preneurs no longer need to pay fealty to make their 
fortunes. For many of the new elite, shrewd stock 
trading has replaced the politicised attainment of 
import licences and other forms of government 
approval as the key to success. 

At the Fri and the Thai Chamber of Commerce, 
the old style of doing business holds sway. Lieutenants of Dhanin Chearavanont, 
chairman of Charoen Pokphand (CP) Group, run both organisations. CP, like many 
other major Thai companies, has benefited from its links to the military. Dhanin 
presumably saw little advantage in using the FTI and the Chamber of Commerce as 
a force for change. 

For its part, the Thai Bankers Association was riven. Two of its members — 
Thai Military Bank and Bank of Ayudhya — are strongly identified with the 
military and have suffered public opprobrium as a result. Bangkok Bank chief 
executive Chatri Sophonpanich, however, warned before the killings that the 
emerging instability was hurting Thailand's international image. 

There is no doubt that the military will continue to be intertwined with business 
in Thailand. Even businessmen who accept the Western mode of democracy face 
the dilemma of sharing the fruits of their entrepreneurship in exchange for coop- 
eration from a succession of political leaders whose careers began in the barracks. 

But even in this milieu, business organisations can be powerful forces for 
change. As the Makati Business Club demonstrated six years ago, there is strength 
in collective action. And while it may be argued that Suchinda and his generals 
would not have listened to any businessmen, business organisations still should 
have put Thailand's economic stability ahead of their expedient relationship with 
the leadership. Two of the organisations issued a statement urging stability long 
after the bloodshed, on 1 June. If there is a next time, maybe such an action will not 
be so late. m Jonathan Friedland 


Chamlong was a catalyst. 
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IN BUSINESS, WHERE YOU'RE STAYING SAYS 
EVERYTHING ABOUT WHERE YOU'RE GOING. 


It can say th 
business travel, as 
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‘ALI : BANGKOK - COLOMBO : GUAM : HONG KONG « HONOLULU : JAKARTA : KUALA LUMPUR» KUCHIN 
NAGOYA : OSAKA : PETALING JAYA SEOUL - SHANGHAI : SINGAPORE TAIPEI TOKYO PORK 


| ! X y 
S TT POSSIBLE TO ESTABLISH A COMFORTABLE MARGIN OF SAFE 
IN | W ALLER WI jV ) Just because a caris smaller doesnt mean it needs to be any 
iV I sale. Quite the contrary, in fact. At Toyota our experieno 
designing and manufacturing cars of all sizes gives us unique insight into what works and v 
And we ve had great success in adapting the most effective safety features to benefit all of our moc 





Exact features and specifications may vary depending on country of purchase. Please check with your nearest TOYOTA dealer for details. 





E NEW COROLLAS SIDE-IMPACT BEAM MAKES IT A SAFE DET. 


the new Corolla. Using an innovative process called Finite 
ient Analysis, our engineers and designers were capable of deter- 
ng the ideal body structure to maximize the Corolla's strength 
eight ratio, most of which comes from the use of high-tensile 
. And then they went even further by adding more protection 
1e form of a side-impact beam. Which says a lot about the 
Corolla. And how were SETTING THE FUTURE IN MOTION. 





AGA. AGA is the world's fifth 
largest producer of gases for 
industrial and medical purposes 
with companies in Europe, USA 
and Latin America. Group activities 
also include Frigoscandia 
equipment and services for 
handling refrigerated and frozen 
foods. As of June Ist, AGA's energy 
operations will be transfered to 
Gullspångs Kraft AB. 1991 sales- 
USD 2,297m. AGA has 14,500 
employees, 34,000 shareholders. 
HQ in Lidingö, Sweden. 199] was a 
good year for AGA. Income after 
financial items reached USD 258m. 
Group's financial position is strong. 


CARDO. Cardo is an investment 
and industrial holding company 
with a large share portfolio and 
internationally-oriented industrial 
operations. Since its formation in 
1986, Cardo has been characterized 
by strong growth. Turnover has 
increased from SEK 1,500m to more 
than SEK 10,000m. Cardo is one of 
the leading companies in the 
international market in pumps, 
industrial doors, railway brake 
systems and medical technology. 
ELECTROLUX. Electrolux is one 
of the world's leading producers of 
white goods. The Group is also the 
largest, or second largest in floor- 
care products, absorption 
refrigerators for caravans and hotel 
rooms, food/service and industrial 
laundry equipment, forestry and 
garden equipment, refrigerator 
compressors and car safety belts. 
Total sales in 199] SEK 79,027m 
(82,434), approximately 88% 
outside Sweden. The US is the 
largest single market, with 25%, 
followed by Sweden's 12%. The EC 
accounts for 45% of sales and 
EFTA, 18%. Operations in 46 
countries with 134,200 employees. 


PERSTORP. Perstorp operates in 
specially selected niche markets. 
Strong positions have been attained 
in several areas related to specialty 
chemicals, surface materials, 
acoustic products, plastics and 
biotechnology. Perstorp is a highly 
internationalized company with 
manufacturing operations in l4 
countries in Europe, North and 
South America and Asia. Sales 
outside Sweden exceed 80% of 
manufacturing volume. Company 
shares are listed on the Stockholm, 
London and Paris stock exchanges. 


PROCORDIA. Procordia's largest 
areas of operation are phamaceuti- 
cals and food. Procordia is an 
internationally established group, 
with subsidiaries in about 30 
countries and approximately 
40,000 employees. The numbers of 
stockholders is 42,000. 

Procordia group income after 
financial items in 199] amounted to 
SEK 4,197m, up 21% on income 
before restructuring and fusion 
costs in 1990. Sales totaled SEK 
38,354m, an increase of 4% 
compared with 1990. 


SKF. SKF is the world's leader in 
rolling bearings with a 20% global 
market share. The Group also 
manufactures machine tools, 
fastening systems, aerospace 
equipment, textile machinery 
components, cutting tools, other 
high precision engineered products 
and special steels. Group sales in 
199] totalled SEK 26,302 m. Result 
after financial items was SEK -221m. 
Rolling bearings and related 
products, SKF’s core business, 
exceeded 90% of total sales in 1991. 


High technology, 
innovative design, 
an efficient 
banking structure, 
communication 
networks and 

a modern 
transportation 
system... 

There is much 
more... 

We are proud of 
our highly skilled 
work force, of our 
desire and 

ability to 

succeed in a 
changing world 
and of our 
beautiful natural 
resources. 

This is Sweden. 


Contact us 

for the 1991 
annual reports 
of these promi- 
nent Swedish 
companies. 
Invest in our 
future and share 
our profits. 
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VATTENFALL. Half of all 
electricity used for lighting, power 
and heating in Sweden comes from 
Vattenfall, providing efficient 
energy solutions, for both the 
Swedish and international energy 
markets. Incorporated as of 1992, 
and now the sixth largest energy 
company in Europe. In 199], 
turnover rose 12.7% to SEK 
21,94lm. Company profits after 


financial items rose to SEK 4,065m, 


an increase of 13,5%. Interest on 
adjusted capital after taxes was 
1.4%. Company investment 
increased to SEK 3,600m. 
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: “BS-CBN qe. Corp.'s ini- 
tial-share offering that began on 1 
j L june is expected to go a long way 
ewards proving that investor confidence 
. the Philippines has been bolstered by 
je prospects of Corazon Aquino's hand- 
mosen successor vA over the presi- 
ancy. The company’s 8 July listings on 
' Manila and Makati stock exchanges 
| be the first under the likely adminis- 
tion of Fidel Ramos. 
Roberto Atendido, president of under- 
iter Asian Oceanic Investment House 
. Says the issue was oversubscribed sev- 
al weeks before the official offering pe- 
od. Brokers attribute the response to the 
sew in the stockmarket that ABS-CBN, 
hich had assets of P1.2 billion (US$45 
illion) in 1991, has positioned itself to re- 
ain on top of the television industry for a 
ing time. 
- ABS-CBN has had remarkable results 
ace it rose to prominence in the late 1980s. 
. 1991, income totalled P251.9 million, up 
om P13.6 million in 1987. Advertisement 
lings rose to P1.1 billion from P222.5 
illion five years earlier. Income in the first 
1arter of this year reached P97 million, 
dicating that the company's full-year 
recast of P338 million could be overshot 
* a large margin. 
¿In addition, proceeds from the share 
sue are to help finance the completion of 
1 impressive expansion programme. 
'hen the plan is completed, ABS-CBN 
ypes to reach about 88% of the house- 
3lds in the Philippines. The company's 21 
ision stations already reach about 71%. 
_ Much of the enthusiasm about the ABS- 
BN listing has been fuelled by the 
onomy, which emerged healthy from the 
: May general elections, and on indica- 
rs pointing towards a better business cli- 
ate. In 1972, Ramos, who was in control 
-the Philippine Constabulary, ironically 
osed down ABS-CBN when Ferdinand 
arcos imposed martial law. 
To counter the trend of disappointing 
itial-share offerings in the stockmarket in 
e past two years, the price of ABS-CBN's 
|9 million shares, or 25% of its equity, 
as set at a relatively low P15 each. At this 
e, the company's price-earnings ratio 
n projected 1992 income is 5.49. By 
the p/es of stockmarket fa- 
lippine National Bank and 
are 5,8 and 52. Nonethe- 






























share price is likely to be : 





: hiippine media firm is first listing since election 


| Network news 


affected by the absence of foreign inves- 
tors, as the Philippine constitution prohib- 
its foreign investment in media enterprises. 
It is also an unknown factor just how much 
of an impact the new administration — the 
first since 1969 to be installed under nor- 
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, espite the absence of a counterbid 
for Britain's Midland Bank, HSBC 
Holdings has raised its offer from 
£31 billion (US$5.6 billion) to £3.9 billion 
in an effort to clinch the deal quickly. The 
parent concern of Hongkong & Shanghai 
Banking Corp. is hoping that the new bid 
wil be enough to quash any attempt by 
Britain's Lloyds Bank to make a counter- 
bid. But this possibility had already 
seemed far-fetched: in May, the British 
Government decided to refer Lloyds” 
mooted bid ‘but not HsBC's actual offer’ to 
the competition authorities for scrutiny. 
HSBC sweetened its bid in three ways. 





Mid land. shareholders are now being of- 
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adow boxing 
Mid: Bank aims to clinch deal for Midl 






mal constitutional processes — will me 
on the country's economic prospects. 

Some analysts believe trading on the 
Manila and Makati exchanges will surge . 
soon after the new irish is sworn e 





























ihe economy, pM cium see Peut 
nosedive sharply in the coming months, — 

On 26 May, the Manila Stock: Bx: 
change’s composite index reached a record - 
1440.9 points when former defence. 
tary Ramos appeared to be the clear 
dential winner in the country's prot 
vote-tallying process. The index, hawew 
has fallen largely because of fears tha 
constitutional crisis could occur if Cor 
fails to proclaim a president by 3i 
when Aquino ends her E The ind 
closed on 2 June at 1,405.72 points. | 

ABS-CBN's stockmarket entry rr 
the company's near-complete rehab 
by the Eugenio Lopez family, which 
retain 70% of the company's shares. A ; 
CBN was nearly liquidated after it : 
taken away from the Lopezes in 1972 bs 
the Marcos dictatorship. 

A run-down ABS-CBN was reclaimed ‘ 
by the Lopez family in 1987, and a year 
later, the com pany emerged as the leading | 
television network after huge investments: 
in facilities and programming charges. 
Consequently, ABS-CBN's listing is about : 
more than raising capital. “Public owner- 
ship will mitigate the chances of the JABS 
CBN's television stations] being clos 
down in the event of martial law." Ask 
Oceanic Investment House noted in its ¢ 
sessment of the company’s political ris 
to investors. 




















fered 120 HSBC shares for every 100 Mid- 
land shares and £65 of bonds. A ema- 
tively, shareholders can take cash insteac 
of the bonds. Under the old offer, stc k: 
holders could exchange 118 Hsec shares for o 
100 Midland shares and £50 of bonds, -— 
without the option of taking cash instead. 
Institutional investors had iade dearthat = 
they were unhappy about the absence of a 
cash alternative. : 
The new bid values Midland at £4.71 4 
share against the April offer of EX 
share. The later offer dide eds an incre 
in Midland's capital value of 864 b over 
pre-bid share price, and a premium: i 
above shareholders" funds at the en 
last year. | 
In return for the increased gene 




















HSBC is putting pressure on Midland's 
shareholders to accept the offer quickly, by 
bringing forward the deadline for accept- 

- ances from 2 July to 25 June, though HSBC 

- could extend the deadline if it wished. 

Lloyds Bank is unlikely to receive word 
from Britain's competition authorities 
about whether it could make a counter-bid 

. until 25 August. 

In view of the fact that Lloyds has not 
made a bid and would be unable to do so 
for some time, HSBC deputy chairman John 
Gray was asked at a news conference on 2 
June why a "final offer" had been made 
before rivals had revealed their hand. "We 
have an extraordinary general meeting 
coming up on 9 June, and we thought it 

^. best for our shareholders to know before 
C. that meeting," he said. HSBC had obtained 
. all the regulatory approvals needed for the 
bid to proceed, so "there seems no point in 
delaying, ^ he added. "If you delay, you 
increase the period of uncertainty." 

. One matter HSBC stockholders will con- 
sider is the significant increase in the level 
of dilution they will face under the new 
offer. Some 838 million new shares would 
be created, 60% of the existing capital. Un- 
der the initial offer, the capital would have 
increased by 43%. If the offer succeeds, 
Midland shareholders will end up holding 
37% of HSBC stock. 

To pay for the cash element to the offer, 
HSBC has issued £454 million of subordi- 
nated 10-year bonds, fully underwritten by 
. a syndicate comprising Credit Suisse, First 
Boston, Cazenove & Co., S. G. Warburg 
Securities and Schroders. The coupon of 
2.4% over the reference rate for the compa- 
rable British treasury bond compares to à 
premium of 1.6% in the initial offer. By is- 
 suing the bonds, HSBC has retained the ad- 
vantage it had originally sought, albeit at a 
high price. The bonds will count towards 
the merged company's Tier-Two capital 
under the guidelines set by the Bank for 
International Settlements. 

One of the biggest questions arising 
. from a successful deal would be the likely 
.; ownership structure of HSBC. A clause in 
HSBC's articles of association disbars any 
single shareholder from owning more than 
1% of the company's issued capital. At the 
^. June meeting, shareholders will be asked 
.. to remove this rule, leaving the field open 
for stakebuilding in what will be one of the 
world's largest banking groups. 
_ John Gray says, “I have no knowledge 
¿of any particular group that wants to go 
above that [1%] level." But that may 
change very quickly. The proposal to issue 
838 million new shares, not to mention the 
existing stock, could provide a very liquid 
market. Gray believes that an overhang of 
shares will not materialise, if only because 
HSBC will form a significant part of the Fi- 
nancial Times share index, and will thus 
.be a core holding for institutional fund 
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Hongkong firm takes over Japanese audio maker - 


By Ralph Balfour in Hongkong 
C ompany boss James Ting has spent 


more time on the road in the last 12 

months than the average rock star. 
Ting, chief executive of Hongkong-based 
Semi-Tech (Global) Ltd (SGL) has given 
more than 100 presentations to institutional 
investors in the hope that his latest share 
offering will be a sellout. 

It had better be. The acquisitive Ting is 
again expanding the home-appliance 
maker and distributor. 

He has just paid a little over US$31 mil- 
lion to assume full control of Sansui Elec- 
tric Co., an ailing Tokyo-based audio 
maker. And he plans to create a new fi- 
nance company, Singer Credit Corp., in a 
50-50 joint venture with sGL's 51%-owned 
subsidiary, Singer Sewing Machines Corp. 

Ting announced the Sansui deal and 
share offer at SGL's annual meeting on 29 
May. SGL will raise US$124 million in a 
placement of 46 million shares at the end 
of June. About US$100 million will be used 
to set up the credit company. 

The announcement of yet another SGL 
cash call is bound to raise some eyebrows 


among investors and analysts, who in tl 
past have criticised Ting's tendency toc 
lute earnings to support his purchases. TI 
new issue will be SGL’s ninth cash call sin 
the company was listed in Hongkong 
1987. 

"| don't think the timing is that good 
says Ho Wing Lok of Peregrine Securitie 
“They just told analysts they are trying 
different approach to improve the sha 
price. What they are doing is the opposi 
to what they said a month ago,” said Fk 

Ting flatly denies ever having said | 
would not go to the market again, ar 
there is a trace of petulance in his voi 
when he defends his strategy. "We ha 
the performance; we deserve it. We wa 
capital, and we should have it." 

Hoare Govett analyst Chuk Kwan Tii 
sees the share issue as unnecessary as t. 
company already has US$200 million « 
hand. Ting says, however, that he has oth 
“capital-hungry projects" up his sleeve, i 
cluding joint-venture sewing-machine fe 
tories in China and Vietnam. Furthermo: 
he says keeping the company flush wi 
cash is the way of the 1990s. “We nev 
would have been able to get the banks 
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hand,” Ting adds. 

On the strength of SGL's current cash 
idings and his promise that Sansui is 
nother. Singer in the making,” Ting con- 
iced a bank consortium led by Bank of 
kyo to absorb about US$80 million in 
ig-term debt. In return, SGL raised 5 
ke from 19% to 51%. For the banks, "i 
5 better than the alternative," Says Ting, 
10 knew the banks were not keen to see 
‘company listed on both the Tokyo and 
aka exchanges go belly up. 

Whether Ting can repeat the dazzling 
rformance he achieved with Singer re- 
üns to be seen. When Ting bought Singer 
1989 he got an internationally recognised 
ne, a worldwide distribution network 
more than 30,000 outlets and an enor- 
usly underutilised capacity. Singer lost 
$33 million that year, but two years af- 
being purchased by Ting it turned a net 
fit of US$62 million. 

In the Sansui deal, sGL is getting little 
ire than a 100-strong research and de- 
opment team and a brandname of dubi- 
: cachet. But Donald Kaiser of Baring 
‘urities points out that Ting can leverage 
existing Singer distribution network to 
. Sansui products. 

The SGL offer will be priced at HK$21.40 









ree to the Sansui deal nou this cash i 


ECONOMIC 


Heating 


fter back-stage wrangling at the 
_ National People's Congress ear- 

lier this year, China looks com- 
mitted to double-digit GDP 
growth i in 1992, well above the stated five- 
year plan target of 6%. Production figures 
quickly confirmed the trend, as industrial 
output in the first four months of the year 
rose 18.2% from a year earlier. 

But inflation has followed suit, increas- 
ing at an annualised rate of 11.7% in the 
same period, against 2.8% in 1991. Ad- 
ministered price rises might tell part of the 








_ tale. The cost of rice and wheat flour in 
| State stores went up by more than 40%. 
, Price increases are also imminent for ce- 


352.76) a share — a 9.3% discount to | 


"s closing price on 29 May. International 
ni-Tech Microelectronics, the Toronto- 
ed parent of SGL, has promised to pur- 
ise US$50 million worth of the shares to 
intain its 40% stake. n 





ment, steel, coal and timber, which used to 
be allotted preferentially to state enter- 
prises. 

The main culprit in inflation is over- 
heated growth, according to conservative 
economists who have become less shy in 
their admonitions now that the Chinese 
New Year frenzy of reformist sloganeering 


| has died down. Conservatives argue that 


government is caught in a vicious cycle: 
rising costs have squeezed state enterprise 
profits and tax contributions, which in turn 
have crimped government revenues. To 
turn around these state firms, Peking must 


, now pump about Rmb 85 billion (US$15 
| billion) into them in the form of loss subsi- 
| dies, development funds, tax cuts and en- 
. hanced working-capital allotments. 


State enterprises have already started 
1992 on a spendthrift roll, splashing out 
Kmb 56 billion in capital spending through 
April, a 39% increase from year-earlier out 
lays. Funding these injections accounts for 


| a large portion of the unprecedented Rmb 
| 38 billion of domestic debt that China will 
| issue in 1992. 


On top of that, enterprises are borrow- 


| ing funds from the public and from their 
, own personnel at interest rates well above 


the Treasury-bill yield curve. They are also 
borrowing from each other, to the tune of 
an intractable Rmb 250 billion of inter-cor- 
porate triangular debt. 

If these assets were to be written off 
with the approximately Rmb 200 billion of 
unsaleable goods inventories in the public 
sector, the net effect would be a sudden 
jump in enterprise liquidity, amounting to 
an increase in money supply with infla- 
tionary consequences. But the most men- 


| acing inflationary threat is the burgeoning 
| bank deposits, which in March crossed the 
| Rmb 1 trillion mark for the first time. 


Both the government and industry eye 


| these funds as a source of "med liquid- 
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CHINA 


ity for industrial restructuring and upgrade. 
ing, to be mobilised through China's pas 
cent securities market. An Bue inc 
sumer spending could also help trim. 
sold inventories. 

An expansionary business climate, go 
ernment planners hope, will create new 
jobs to redeploy the estimated 20% of the. 
public-sector workforce that is redundar 
With rising real incomes, wo 
also take on a greater share of t 
costs in areas such as housing a 
expenditures, which have tra 
been subsidised entirely by en 

But too rapid an expansion could 
ger a wage-price spiral, slash real incor 
and limit the government's options i 
"commoditising" welfare services apa 
from the workplace. The result might be 
more visible joblessness. Currently, the 
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slack in China's labour market is 
as underemployment in pad 
payrolls, Already, wildcat stril 
cally break out in northern C 
joblessness in Shanghai runs close tot 
according to unofficial reports. 
On the trade front, China's ex 
grow th outstripped that for imports b 
in the first four months of the year. Exports. 
totaled US$21.3 billion in the period, wine: : 
imports totalled U5$19.8 billion. : 
Accordingly, depreciation of the swap: 
rate for non-convertible renminbi ou tpaced 
that of the official bank rate for foreign: 
exchange certificates (FEC). The swap 
ket, dominated by joint ventures, ten 
reflect demand for imports of capital goods 
and industrial inputs, while the FEC market 
is linked more to export earnings. In t 
light, depreciation might not benefit C 
na's trade balance, as charged in a 12. 
US Treasury report. a Lincoin Kay 
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THE 5TH COLUMN 


Cash and Carrian 


s Hongkong's shares and prop- 

erty markets again reach dizzy 

heights, one name is rarely spoken 

aloud among speculators: Carrian. 
But this bankrupt property concern con- 
tinues to cast a long shadow over the 
colony, as well as jurisdictions further 
afield, nearly a decade after its bubble was 
pricked. 

In Hongkong, former Carrian chairman 
George Tan goes on trial on 8 June on eight 
charges of offering bribes to bankers. He 
says he is not guilty on all counts. In San 
Francisco, a US$3 billion lawsuit is pend- 
ing against Bank Bumiputra Malaysia for 
“looting” Carrian's US assets. (The bank 
insists that the claim has no validity.) Other 
issues related to Carrian have been raised 
in courts in Britain and in France. 

The trial of Tan has a personal interest 
for this journalist. I was working in Hong- 
kong and was asked in 1982 to delve into 
the mysterious rise of the Carrian group 
and its equally enigmatic chairman, George 
Tan. Who was behind this upstart group 
which seemingly had money to burn? 
Imelda Marcos was mentioned. So were 
members of the Chinese politburo. 

Two years later and Carrian was a car- 
cass being picked over by its creditors. 
Banks which had lent the group a total of 
more than US$1 billion were dismissing 
officers, dodging shareholders and dash- 
ing around to minimise losses. For sheer 
bathos, it was hard to beat a 1984 auction 
in which the curious could bid for Carrian 
kitsch; proceeds were sold to pay debts. 

But the saga — full as it was of corpo- 
rate shenanigans, violence and even sex — 
had a wholly unsatisfying ending. While 
it soon became obvious that Carrian was 
built on the back of bank loans, not bot- 
tomless pockets, a number of critical ques- 
tions to this day remain unanswered. 

Why did Malaysia's Bank Bumiputra 
lend Carrian so much money? Was the 
murder of a Bank Bumiputra officer in 
Hongkong tied to Carrian's fall? What 
drove one of Hongkong's most prominent 
lawyers to suicide? Were there government 
officials dotted around Southeast Asia who 
had a stake in the company? Were vast 
sums spirited away? 

Some of these old questions may well 
be revived during Tan's trial. But it is 
doubtful that answers will be forthcoming. 
The Hongkong Government has shown no 
desire to get past limited legal culpability 
on any number of Carrian-related issues. 

That stands to reason. The Carrian story 


By Matt Miller 


does not revolve so much around person- 
alities — however colourful they may be 
— but around the official blind eye that is 
turned towards all but the most brazen 
malpractices in Hongkong's business com- 
munity. This lack of transparency incubates 
a suspicion that Hongkong's markets, 
especially the property sector, are a game 
that only insiders are advised to play. 

Carrian burst on the scene in 1980 by 
buying, and then apparently selling for 
record prices, an office building in the 
Central financial district called Gammon 
House. (In fact, the sale was never com- 
pleted.) Even in the midst of a giddy real- 
estate boom, in which 
land auctions were al- 
most social events, 
Carrian grabbed head- 
lines for its pathological 
buy-buy mentality. 

The fact that no one 
seemed to know for sure 
who or what Carrian and 
George Tan were did not 
seem to matter. Bankers 
began lining up for the 
privilege of lending to 
the group. 

Then came Margaret 
Thatcher's ill-fated jour- 
ney to China in Septem- 





Tan s trial 


group. Among other major lenders was tl 
Hongkong Bank. 

In January 1983, I was present at a luni 
with top executives from the Hongko1 
Bank. Conversation naturally turned 
Carrian. Believe us, said the bankers, t! 
Tan family has money. Carrian's probler 
were the result of the colony's jitters. 

The officials were either disingenuo 
or gullible. Tan had no rich family. Indee 
he had been declared bankrupt in Sing 
pore several years earlier. His Hongkoi 
companies were doomed to failure as del 
far exceeded the value of assets even E 
fore the Thatcher trip. Whether he did an 
thing illegal is for 
Hongkong jury to d 
cide. 

Carrian ruined mai 
lives. Several princip: 
lost their jobs. Son 
landed in jail. Two pa 
the ultimate penalty. 
July 1983, Jalil Ibrahi: 
who was probing Bai 
Bumiputra's role 
Carrian on behalf of t 
bank, was murdere 
Malaysian businessm 
Mak Foon Than w 
convicted of the crin 
but a motive was not 


A 1982 when Deng will revive tablished. . 
iaoping insisted that | Lawyer John Wii 
Hongkong would revert several bush, who helped str 
to Chinese control in : ture some of the re 
1997, The colony's stock- T as estate purchases f 
market and currency questionis Carrian, committed s: 
tumbled. Suddenly, no may cide in 1984, imme 
one wanted to touch ANSWETS ip ately before he was 
what days before had not be be quizzed by pol 


been hot real estate. 

Carrian's star drop- 
ped beneath the horizon. 
In October, publicly 
traded Carrian Invest- 
ments announced it might not be able to 
pay mammoth debts. Two months later, 
parent company Carrian Holdings an- 
nounced the same. 

Carrian's financial adviser Wardley, the 
merchant bank unit of Hongkong & Shang- 
hai Banking Corp., scampered to put to- 
gether a restructuring agreement. But 
Carrian was beyond resuscitation. The big- 
gest lender was Bumiputra Malaysia Fi- 
nance, a Hongkong-based subsidiary of 
Bank Bumiputra. The unit lost HK$56 bil- 
lion (US$769 million) in the early 1980s, 
mainly as a result of loans to the Carrian 
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forthcoming 


on the failed grot 
The authorities new 
established if there v 
any link between | 
death and the pol 
investigation. 

This unwillingness to probe deer 
typifies the colonial government's view 
wards Carrian: punish individuals if 1 
cessary, but paper over the real caus 
Such an attitude is misguided. As t 
speculative bubble once again stretcl 
over Hongkong, another Carrian could 
sheltered inside. 


Matt Miller, now Asia-Pacific correspondent 
The San Diego Union-Tribune, covered 

Carrian affair for the Asian Wall Street Jo 
nal from 1982-84. 
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Ina Pe en on Bombay's 
1ancial scandal, the Reserve Bank of 

dia (RBI, the central bank) said on 2 June 
at securities shortfalls in India’s banking 
‘stem total Rs 31 billion (US$1.2 billion). 
‘itish-based Standard Chartered Bank is 
e biggest foreign victim, missing Rs 3 
llion of securities and holding Rs 7.6 
llion of banker's receipts not backed by 
sets. National Housing Bank (NHB), an 

I subsidiary, has a Rs 12 billion 

ortfall. The report said the evidence 
jinted to fraudulent transfers of funds 
əm banks to stockbrokers. It also noted 
erious implications" in the unauthorised 
editing of cheques to "Big Bull" 
ockbroker Harshad Mehta. The cheques 
ere drawn on the RBI by NHB in favour 
State Bank of India (SBI) and ANZ 
rindlays Bank. Earlier, the RBI had asked 
I to make provision of Rs 7.2 billion, 

id ANZ Grindlays Rs 5 billion, to cover 
1B. ANZ Grindlays denied liability. 





ustralia plans to merge 
antas and Australian Airlines 


Prime Minister Paul Keating 
inounced a plan for international flag 
rrier Qantas Airways to acquire 
astralian Airlines, another government- 
vned carrier, for A$400 million (US$304 
illion). Keating said that under the plan, 
hich must be approved by the ruling 
ibor Party, Qantas and the domestic 
rrier would be merged and the new 
mpany would be sold to investors and 
ternational airlines for about A$1 billion. 
e government would retain a golden 
are in the airline to allow for the 
otection of national interests as well to 
isure that 6596 of equity is owned by 
ustralians. 


S reviews progress of 
ipan microchip pact 
Washington is reviewing the 
plementation of its Semiconductor 
rrangement with Japan because of 
ncerns that Tokyo is not fully 
mplying with market-access rules. The 
view, announced by US Trade 
»presentative Carla Hills on 27 May, 
vers foreign market share, Japanese 
overnment efforts to promote foreign 
cess to the domestic market, and long- 
rm relationships between Japanese and 
firms. The findings will be 
port by 1 August. The US wants the 
? of Japan's semiconductor 
eed 20% by year-end. In the 
991, the share was 14.496, 

















under terms of the Arrangement. Japan's 
embassy i in Washington said the 20% 
figure “was not a guarantee.” 


China sets up markets 

for farm materials 

» China will set up wholesale markets 
for farm inputs and will source 
government grain reserves through open 
markets instead of state distribution 
channels, officials announced. Shandong 
province launched a market for pesticides, 
fertilisers and equipment; the first of a 
nationwide market network to supplant 
state allocation of such materials. 
Likewise, open-market grain sales and 
purchases are to supplant mandatory 
state acquisition of grain reserves direct 
from farmers at sub-market prices, 
according to the State Grain Storage 
Bureau. 


Business indicato 





Tokyo reins in non-bank 


financial institutions 


Japan is tightening controls on 20,000 
non-bank financial institutions embroiled 
in real-estate loans and other problem 
lending areas. Reform proposals tabled in 
the Diet by Seiichi Ota, chairman of the 
House of Representatives finance 
committee, have the support of the ruling 
Liberal Democratic Party and of 
opposition parties. These proposals 
require the non-banks — consumer credit, 
financing and leasing companies — to 
draft proposals for self-regulation. 
Japanese banks are also likely to be 
required to monitor the operations of their 
non-bank affiliates as well as their lending 
to such affiliates. 
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Loans of US$4.8 billion 
sought for indonesia 


> In its annual report on Indonesia, the 
World Bank has recommended that : 
foreign donors commit US$4.8 billion in | ` 
new loans and grants to Jakarta in the- 
current fiscal year. A 14-member 
multilateral aid group called the | 
Consultative Group on Indonesia wi 

meet in Paris from 16-17 July to discu 
aid commitments. Indonesia is hoping to 
add South Korea, Saudi Arabia, the | 
Islamic Development Bank and the 
Nordic Investment Bank to the 
consortium. 


















Vietnamese carrier receives — 
first Western airplanes 


> Vietnam on 29 May received its first 
Western-built aircraft, a 66-seat, twin- 
engine ATR72 plane produced by p 
Aerospatiale of France and Alenia of 1tà ly. 
Vietnam Airlines’ previous attempts to — 
buy Western aircraft had been blocked bi 
the US embargo against Hanoi, forcing 
the flag-carrier to rely on an ageing fleet — 
of Soviet-built aircraft. A consortium of 
four French banks provided the airline — 
with a US$20 million loan to lease the — 
aircraft. A second ATR72 is due for 
delivery in December. 


Seoul unveils US$3.7 billion 
bailout of investment trusts 
> South Korea's Finance Ministry o 
May unveiled a Won 2.9 trillion (t 
billion) bailout for three ailing invest 
trust companies. Under the sche 
central bank will provide fundi 

mmercial banks, and the 
require the trusts to purchase an equ 
amount of monetary stabilisation bonds 
offset inflationary pressures. The loans 
must be approved by the National — 
Assembly — a demand of the central _ 
bank, which was reluctant to mount the 
rescue. The Korea, Daehan and Citiz: 
trusts had a combined debt of Won 59 
trillion as of 30 April, the result of 
government-led efforts to prop up Seoul's 
stockmarket in 1989. 














Britain's ELG Products 

to open Bataan plant 

P British-owned ELG Products won 
approval for a P452 million (US$17 
million) factory that will manufacture 
condoms, catheters and other medical 
rubber products for export. The plant 
will be located at the export processing - 


zone in Mariveles, Bataan, north of 
Manila. 
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hroff smells a rat in the sale of a 
prime piece of property in Hong- 
kong’s central business district. The 
transaction in question is the 
purchase of Nine Queen’s Road Central, 
an office and retail property, by a consor- 
tium allegedly backed by interests from 
China. 
The seller of the tower is Hongkong 
~~) Land, an arm of Jardine Matheson & Co., 
<<| whose share price has failed to budge 
..| much since the purchase was announced 
on 27 May. Funny that. 
Hongkong Land completed the build- 
; ing only a few months ago at a cost of 
HK$2.1 billion (US$269 million). The price 
quoted for the acquisition by Innsbuck Co. 
is HK$3.8 billion. But if the stockmarket 
. really believed that the arrangement was 
consummated, Hongkong Land would 
probably be enjoying an upward re-rating 
of its share price. 
. There are plenty of historical precedents 
for scepticism. Shroff remembers at least 
three property deals that gave the market 
cause for optimism only later to bite back. 
^— In 1980, George Tan’s Carrian Invest- 
i ments came out of nowhere to buy Gam- 
| mon House from Hongkong Land for 
about HK$1 billion. Hongkong Land was 
-paid in full, but the Gammon House deal 
|. was the first public card to be put down in 
| the Carrian house that collapsed spectacu- 
| larly three years later. 
| There was also the 1984 cancellation of 
| a HK$1 billion property deal between Li 
| Ka-shing's International City Holdings and 
| then Peking-owned Everbright Industrial 
| Corp. That episode earned the estimable Li 
| a rebuke from regulators for putting the 
| cart before the horse. 
| Four years later, a similar scenario 
.unfolded involving Shui On Centre. 
:S. Zhongshan International Investors, a 
“company with modest tangible assets but 
boasting close ties to Peking, announced it 
was paying HK$2.5 billion for the Wanchai 
.. | office block. The deal was scuppered a few 
. | months later when Zhongshan failed to 
. |. raise the cash. 
=: There are parallels between the Nine 
aeen's Road acquisition and the previous 
'bacles. All were announced at times 
hen the property market was strong and 
when optimism was high about the 
' colony's future. All involved trophy prices 
.to be paid for by instalment. And all in- 
-volved buyers either purporting to be, or 
- who were, connected to China. 
_ But investors may have reason to be 
| suspicione ob the Nine Queen's Road deal 
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on other grounds. The only two share- 
holders of Innsbuck to be named are 
Hongkong Macau (Holdings) (HMH) and 
China Investment, both speculative con- 
cerns owned at one time by Legislative 
Councillor Chim Pui-chung. Chim first 
made his mark in the colony as George 
Tan's broker. 

With combined assets of HK$1 billion 
as of the end of their 1991 fiscal years and 
no bankable track-records to speak of, HMH 
and China Investment will be hard-pressed 
to pay for their 15% stake in Innsbuck. But 
the bigger worry is where the remainder of 
the money will be found. 

Nine Queen's Road Central has been on 
the market for several months. Potential 
buyers, such as Chinese Estates boss Joseph 
Lau, have been thwarted because banks 
would put up only 50-60% of the HK$3 
billion that is believed to have been 
Hongkong Land's asking price. 

The other shareholders of Innsbuck are 
said to be companies owned by the 
Guangdong province cities of Foshan, 
Nanhai and Zhongshan. If true, these 
boom towns could put the cash together 
needed to buy Nine Queen’s Road Central 
with Peking’s backing. 

Still, HMH officers are avoiding saying 
who exactly owns Innsbuck. None of the 
mainland parties has confirmed a share- 
holding, and Lau Hiu-lam, HMH's repre- 
sentative on Innsbuck's board, cannot re- 
call the names of the company’s other 
shareholders. m Jonathan Friedland 


The Stock Exchange of Thailand (SET) should 
be given credit for keeping the market 
open throughout the past month's events, 
in which scores of people were killed in 
Bangkok. Well before violence erupted on 
17-20 May, some brokers were strongly 
urging the closure of the exchange. But 
cooler heads prevailed at the Ministry of 
Finance and the central bank. Citing the 
damage to Hongkong's bourse when it 
shut down in the October 1987 crash, SET 
chairman Niphat Bhukkanasut said that 
"as long as the banks can stay open, the 
market should not close." 

This was easier said than done. For 
safety reasons, most banks and brokers 
sent their staff home around midday on 
18-19 May. The share-settlement problems 
that ensued were sensibly solved by add- 
ing a day to the normal three-day settle- 
ment period. 

Off the streets of Bangkok, the SET has 
been taking flak in recent months from one 
particular quarter. Property companies 
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which want to list have strongly criticise 
the exchange for allegedly stonewallis 
their applications. Firms such as Easte 
Star, Raimon Land, Country Group at 
Ban Chang argue that the SET listir 
committee has an unfounded prejudi 
against speculative property countel 
Some critics rightly say the committee 
preference for applicants with industri 
interests smacks of an artificial appe 
ment of capital. 

But the apparently consistent inabili 
of listed property developers to meet th« 
business projections gives justifiable cau 
for disquiet. The SET uses a simple rule 
thumb: if the listing applicant can achie 
half the full year's sales projections with 
the first six months, the application will | 
passed. All the firms which have be: 
turned away by the set have failed so f 
to meet that target. 





A perfect example has just come 
light. Bangkok Land, the most heavi 
capitalised stock on the exchange, dras 
cally cut its sales forecast for 1992 by ov 
half, after the riots. Prior to its initial pub 
offering last October, Bangkok Land hi 
projected some Baht 70 billion (US$2.7 b 
lion) in turnover for this year. This es 
mate was later lowered to about Baht . 
billion — and then to Baht 20 billion. 

Bangkok Land head Anant Kanjanap 
says that sales are slower, mainly becau 
of heavy competition. So what is nev 
Furthermore, the only investors who we 
scared off by the riots are foreign specu! 
tors, who Bangkok Land has always mai 
tained are not important clients. | 
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UNESCO HEADG UARTERS, 
: Paris 


Seeks candidates, nationals of its Member states for the 
post of Chief Expenditure Control Division, Bureau of the 
Comptroller. 


Main responsibilities: 

Control of the expenditure of the Organization and 
management of the Payroll, Contracts and Claims and 
Travel Sections; negotiation and administration of i insurance 
coverage; directly responsible to Comptroller. 


Qualifications: 

University degree in appropriate field or recognized dene 
in accountancy. At least five years’ experience in financial 
administration at managerial level. Authoritative 
knowledge of computerized financial systems. Fluent 
knowledge of French or English and good working 
knowledge of the other. | 


Initial net annual salary & allowances: 

$70,000 approximately per annum for a single person with 
various allowances for dependants, Social Security 
coverage and pension scheme. | 


A detailed CV with photograph should reach: 
UNESCO 
Director — Bureau of Personnel 


7 Place de Fontenoy 
75700 PARIS — France 


no later than 30 June 1992, quoting reference BOC-010. 
— Only selected candidates will receive a reply. — 





Yost: US$ 70 per column centimeter 


-olumn Width: 
| column 4l mm 
2 columns 88 mm 
3 columns 133 mm 
4 columns 183 mm 
olumn Depth: minimum 30 mm, maximum 230 mm 
tandard Units: 
1/4 (v) page (2230x41 mm) — US$1610 — 
1/4 (h) page (120 x 88 mm) US$ 1680 
1/2 (v) page (230 x88 mm) US$ 3220 
1/2 (h) page (120 x 183 mm) US$ 3360 
Full page (240 x 183 mm) US$ 6720 | 


‘or more information please contact the 
lassified advertisement manager 

‘ar Eastern Economic Review 

th Floor, Centre Point Building 

81 Gloucester Road 

long Kong, Tel: 8328473, Fax: 8346051 


[nena COURSES 


Take a Master's degree in Business Admin- | 

























The International Federation of Red Cross 
and Red Crescent Societies 
seeks to fill the ndis pon 


SPECIAL ADVISOR C 


The holder will be expected to join needs assessment and 
planning missions, to assist local Societies with the 
coordination of incoming NGO relief assistance, to take à 
leading role in the development of a Needsassessment 
Manual for the International Federation field staff, and to 
contribute to the production of country and disaster 
background material. 

Requirements include an academic qualification to graduate 
level, at least five years field experience in disaster response 
and management, proven negotiating and diplomatic skills, 
proven ability to write, as well as verbal and written fluency 
in English and preferably French. 

The holder of this position will join a multi-disciplinary 
team of disaster professionals responsible for providing 
field, research and development services to the disaster 
related programmes of the International Federation. 


The Federation is an equal opportunity employer. 





Please send application to: 


Human Resources Department 
International Federation of Red Cross and 
Red Crescent Societies 

(Formerly: League) 

P.O. Box 372, 1211 Geneva 19, Switzerland 


Antiquarian & Secondhand | 
BOOKS ON 
ASIA, AFRICA & 
MIDDLE EAST 
FREE CATALOGUES 
WANTS LISTS WELCOMED 
BOOKS SENT WORLDWIDE 
WEEKEND GALLERY BOOKS 
5 Birdwood 51. Hugbes, A, C. T. 
2605, AUSTRALIA 
Ph: 06-281 2745 Fax: 06-285 1074 : 


istration (MBA) entirely at home anywhere in 
. the world. Also Bachelors, Masters and 
Doctorate programmes in Computer Sel- 
ence, Economics, Education, Engineering. 
international Law, Languages, Sciences, etc. 
Knightshridge University, Dept. FER5, 
Stefansgade 18, 2200 Copenhagen, 
Denmark. Tel/fax: +45 31 81 58 14 














Classified Results 


“We placed a small ad in the REVIEW Classified 
Section and we had an extremely varied and 
interesting response — and some good clients. At | 
a reasonable price, Classified has a large, high 
quality readership and we hope to use it again." 





















— Mark Fox-Andrews 
Director | 
Sabre Fund Management Ltd. |. 
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INNOVATION 


Defining success 


ver since the introduction of Win- 

dows 3.0, Microsoft's hugely suc- 

cessful graphical interface for per- 

sonal computers, PC users have 
been clamouring for bigger, higher-resolu- 
tion colour monitors. Other than US-based 
Microsoft, the main beneficiary of this de- 
mand has been Taiwan's computer-moni- 
tor industry. 

Monitors are now the best-selling pro- 
duct category in Taiwan's information in- 
dustry, ahead even of personal computers. 
Suddenly, monitors have become highly 
profitable at a time when margins on PCs 
have just about vanished. 

Why so? Is not one monitor much like 


| another? Not at all. In fact, it is personal 


computers that have become more or less 
interchangeable, while monitor makers 
have hit upon a variety of ways of differen- 
tiating their products. 

In 1991, according to the island's 
Institute for Information Industry, 
Taiwan produced 9.8 million moni- 
tors with a total value of nearly 
US$2 billion. (PCs, by comparison, 
amounted to US$1.9 billion.) This 
spurt in output — around 17% in 
volume terms — catapulted Taiwan 
ahead of South Korea as the world’s 
largest supplier of monitors, with a 
market share now nearing 40%. 

The changing fortunes of PC and 
monitor firms is illustrated by a deal 
signed in May between cash- 
strapped Acer and the fastest-rising 
star of the small screen, MAG Tech- 
nology. Under the deal, MAG ac- 
quires Acer’s newly built factory at 
the Hsinchu Science-Based Indus- 
trial Park, south of Taipei, and 
thereby the capacity to double its 
production to 100,000 units a month. 
One of the products the company may 
manufacture there is a monitor that in- 
cludes a built-in Pc. 

MAG was founded five years ago, with 


| venture capital from investors who in- 


cluded Citicorp of the US; China Develop- 
ment Corp., a Taiwan Government affili- 
ate; and European-based Suez Interna- 
tional. The company is already Taiwan's 
10th-largest monitor maker in terms of pro- 
duction volume, but ranks sixth by produc- 
tion value. Sales doubled in 1991 to US$112 


million. The company projects sales of 


US$180 million in 1992, and plans to go 
public next year. 

MAG’s president is Alpha Wu, an engi- 
neer who spent 14 years designing televi- 


| sions for Philips Taiwan before becoming 


R&D manager at Wyse, then one of the 
world's largest makers of computer termi- 
nals. When Wyse ran into cash problems, 
Wu left to form MAG, taking many of 
Wyse's best engineers along. 

Accumulated experience in both analog 
(rv) and digital (computer) technologies is 
the key to MAG's success. Computer moni- 
tors work via devices called graphics adap- 
tors. These take digital data from the com- 
puter and translate it into analog form. 
That is, video signals consisting of a con- 
tinuously varying voltage which produce 
light, dark and coloured lines on the screen. 

In the primeval period of personal com- 
puting — about 10 years ago — graphic 
adapters were capable of producing only 
single colours, usually green or amber. À 
major milestone was IBM's introduction in 
1985 of the video graphics array (VGA), a 





Crisper images are clear improvements. 


colour adapter that rapidly became the in- 
dustry standard. VGA displayed images in 
up to 256 colours as a matrix consisting of 
640 x 480 dots. Under VGA, the screen was 
repainted between 60 and 70 times a sec- 
ond, producing a relatively flicker-free im- 
age which is easier on the eyes. 

Next came SupervGA, featuring a higher 
resolution of 800 x 600 dots, but a some- 
what lower repaint rate. This in turn begat 
Ergonomic SupervGA, so-called because of 
its eye-friendly faster repaint rate of 72 
times a second. 

Producing monitors that can switch 
seamlessly from one video standard to an- 
other is one of MAG's strengths. A second 
is the ability to manipulate the displayed 
image using digital controls. For example, 
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to electronically expand the image so tł 
it fills the whole screen. 

Features like these are popular wi 
MAG's main customers — “power user 
such as engineers, who use personal cor 
puters and workstations for such tasks 
the design and manufacture of industr 
components. 

Power users also tend to prefer larg 
screens, because increased size allows the 
to display more information simultar 
ously. At the same time, however, the c 
tail on this information must be clearly ai 
crisply presented. That means a smaller c 
pitch — the distance from one group 
red, green and blue phosphors on t 
screen to the next. And that in turn mea 
buying glass tubes from the Japanese. 

Taiwan firms like Tatung can make 1 
in tubes with a dot pitch of 0.31 mm. E 
for tubes of 15 in and above, wi 
dot pitches of 0.28-0.26 mm, | 
panese companies like Toshit 
Hitachi and Sony rule the roo 
Japanese dominance of the high-e 
tube business has important con: 
quences for the Taiwanese. Tub 
which account for 30-35% of the « 
of monitors, are believed to be t 
largest single component in T. 
wan's US$10-billion trade defi 
with Japan. 

Japanese control of this key co: 
ponent makes MAG president V 
uneasy, especially because MAC 
closest rivals are Japanese firms li 
NEC. The company's edge com 
largely from its speed to mark 
“But if you do too well, [the Jay 
nese] can limit supply," he says. 

Making big tubes with fine fi 
tures requires expertise in materi. 
technology (glass and special he 
resistant alloys used to reduce distortic 
and precision machining. Both are in sh: 
supply on the island. Wu wants Taiwan 
develop the ability to produce big tut 
locally, and he has been encouraging t 
government and big companies to inv 
in research and facilities. "With all our f 
eign exchange, we have the money to 
it,” he says. 

The Taiwanese also have the moti 
With the coming of high definition tele 
sion, which uses a lot of digital technolo; 
the distinctions between computer mo 
tors and televisions are disappearing. TI 
means the Japanese, as leaders in tu 
technology, will be in an even strong 
competitive position vis-a-vis their Asi 
rivals. m Bob Johnsto 
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. JOURNEY INTO THE WORLD OF INTERNATIONAL COMMERCE Has ITs Twists AND TURNS 











company that wanders unguided into the labyrinth of international 
trading may find an intricate journey ahead of it. Samsung Co. ha 
traveled the paths to the world’s market place for over fifty years gathering 
valuable experience, to make it the ideal guiding partner for any 
company wishing to navigate safely past the dead-ends and pitfalls lurking along 
the tangled routes to international business success. 
Let Samsung be your guide through the labyrinth 


The International Division of Samsung Group 


SAMSUNG CO..LTD. 


C.P.O. BOX 1144 SEOUL. KOREA. TEL: 751-2114 TELEX: STARS K23657 FAX: 751-3440 


Swissair Customer Portrait 112: Heinz Luksch, managing director, Vienna. 
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Will you want the expertise and 
far-sightedness that keeps you ahead in 
the markets? 

Or the strength and stability offered by 
an organization long on tradition? 

At Dai-Ichi Kangyo Bank, we have both. 
We were the first bank to be established 
in Japan, and are today the country’s 
largest. 

We have massive resources to call on. And 
the broadest range of services available. 


Bh Your most reliable partner 


A DAI-ICHI KANG 


P Head Office: 1-5, Uchisaiwaicho 1-chome, 
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Network in Asia and Oceania | Branches in: Taipei, Seoul, Singapore, 
Representative Offices in: Jakarta, Kuala Lumpur, Bangkok, Beijing, Guangzhou, Dalian, 
Xiamen, Bombay, Sydney, Melbourne Subsidiaries: DKB Asia Limited; Chekiang First Bank Lid, 
DKB Futures (Singapore) Pte Lid, DKB Merchant Bank (Singapore) Limited, 

PT. Indonesia Dai-Ichi Kangyo Bank, Dai-Ichi Kangyo Austraha Limited 
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Yet we are the first to recog ize the : 
importance of each indiv ual, and the 
value of every business part 
In Asia and around the world, the 
speed of our reaction combined with 
alues. gives us 
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LETTERS 


Fundamentally speaking . . . 
Tan Wee Kiat [LETTERS, 21 May] makes the 
ps that religious fundamentalism is 
on "the belief that one's scriptures 
set out, without error, the commands of 
God which should be strictly followed in 
all aspects of life." He then goes on to make 
she point that the excesses of fundamental- 
ism often arise from erroneous interpreta- 
tions of those scriptures. 

I would argue that the excesses of fun- 
Jamentalism arise precisely from the doc- 
rine that a given canon of scriptures can 
»e considered infallible, dictated directly 
»y God. We get this in the Christian funda- 
nentalist doctrine that the Bible was dic- 
ated by the Holy Spirit to inerrant scribes, 
ind also in the Islamic fundamentalist doc- 
rine that Allah dictated the Koran directly 
o Muhammad. Once you accept such 
"ropositions, there is no possibility of ra- 
ional discourse. What you get sa are 
lashing absolutisms: “My book is right, 
‘ours is wrong; accept my book or go to 
tell.” It is no wonder that competing 
undamentalisms have been the cause of 
o much bloodshed in the world. 

If you examine any body of scriptures 
losely, whether the Vedas, or the Bible, or 
1e Koran, you will find much that is wise 
nd profound, but also elements that are 
rimitive, brutish, and irrational. All of 
yese scriptures have come down to us 
‘om primitive times, and they all reflect 
»e mentality of the people who wrote 
vem. It can hardly be a coincidence that in 
Ye Jewish scriptures the Jews are the spe- 
ial object of God's affection, whereas in 
Ye Christian scriptures it is the Christians, 
nd in the Muslim scriptures the Muslims. 

Tan Wee Kiat argues that “no one has 
ie complete answer, not even the West.” 
le asks us to be reasonable and not con- 
emn fundamentalists, ^who may be sin- 
rely seeking to establish what they may 
uly believe to be the way of God." | 
:uldn't agree more with his first proposi- 
on, but I question the wording of his sec- 
id. It is because religious fundamental- 
ts think they already have all the answers, 
id try to force them down our throats, 
at the rest of us resent them. All know- 
Jge is tentative, and truth is open ended. 





mgkok WILLIAM PAGE 
story supports the gun 
vish to differ from the view expressed 


by 
ie correspondent from Sydney [LETTERS, 
May], that the Liberation Tigers of Tamil 
‘lam are “fascists.” By the same yardstick 
ed by him, the groups led by Mahatma 
indhi and Mao Zedong should also be 
tegorised as “fascists.” Firstly, historical 
cords show that the Congress movement 
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Hong Kong 
after saving the 


deal from certain 





disaster when they took 


a few shortcuts that added 









two months 


on to the 
project, 
isnt it wonderful to be 


HONG KONG 


back in a city that has a Mandarin Oriental. sisoxux oxi ii 
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REPROCESSING : AN ESSENTIAL PART OF THE NUCLEAR FUEL CYCLE 
————————————— EEUU 


We had faith 
in our decision 
20 years ago. 














we know we were 
right. 











hi gh energy content "waste"? Or to wait tor: aid e recovery of valuable energy products fr 


l tomorrow's solutions to » today s problems 


= x Certainly not. 








onvictions when we built our first repro- 





cessin g plant at the La Hague sites so t at | , : 

utilities « can recover recyclable € energy pro- 

ducts from their spent fuel and process the 

real waste into the. ‘mest. suitable: forms for 
disposal. 


? Following on the heels of the first plant's success, 
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Does i it make sense to call something n with a — industrially demonstrated solution to offer: " | & 
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Z" ai bii had the courage ge of o our : | ‘potential environmental dir 

_ forms, facilitating the creation of final repc 


-sitories. - 


_ buoyed by the su pport of our electric utilit 






















Cogema has been steadily developing, demon- 
strating and operating a tangible solution to - 


the back end of the fuel cycle for twenty years, 


ogema recently: began operating the entirely - cli 
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in China also did not tolerate dissent. Sec- 
ondly, neither Gandhi nor Mao stood for 
any election in a democratic manner and 
canvassed for the popular vote, when they 
led their liberation movements. 

The Sydney correspondent had further 
noted that the Tigers, "which have estab- 
lished a quasi-government in the north, 
have done so with the aid of the gun." 
Does he know how independence was ob- 
tained by a rebel named George Washing- 
ton, for his then 13-state country called the 
United States of America? Is he so ignorant 
about the Second Amendment to the US 
constitution and why it is still retained? If 
possession of guns is enshrined in the Bill 
of Rights of the country which is labelled 
as the cradle of modern democracy, what 
is wrong with the Tigers using the gun to 
establish their supremacy? 

Osaka SACHI SRI KANTHA 


No quick-fix for corruption 

Paul Handley's Graft busters [INVISIBLE 
HAND, 14 May] levels thoughtful criticism 
against a proposal of the UNDP Human 
Development Report, to set up an Honesty 
International to investigate corruption 
around the world, but the author's alterna- 
tive is too simplistic. 

The author suggests that "where the 
UNDP might act most effectively, is helping 
countries to develop a legal system that 
works. This would entail convincing a na- 
tional elite that a justice system which ap- 
plies the law neutrally and unselectively is 
in the long-term interests of everyone.” 

Patently, reliance on legal systems to 
lead anti-corruption campaigns is a sim- 
plistic (and misplaced) first-step interven- 
tion in addressing this vexing problem: the 
sort of simplicity for which the author so 
roundly criticizes the UNDP. The author 
correctly reasons that national elites must 
eventually support moves toward greater 
accountability. But, at least in theory, na- 
tional elites generally need no convincing 
that the virtue of a blindfolded-virgin-of- 
justice approach is in everyone's long-term 
interests. The “convincing” becomes more 
nettlesome in case-by-case adherence to the 
letter and intent of the law where real eco- 
nomic interests are at stake — and this 
raises deeper questions. 

The author's solution to corruption — 
calling for the development of legal sys- 
tems that work — is premised on a mis- 
conception of the rule of law and legal sys- 
tems in Asian societies. The most success- 
ful part of law codifies existing mores and 
reflects, rather than imposes, existing or- 
der. Without broad consensus, it is difficult 
to legislate against corruption effectively. 
Problems arise when the legal framework 
diverges substantially from prevailing 
forces within society. Hence, anti-corrup- 
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In thinking about what is required to make 
governments more accountable, we need 
to better understand what legal systems in 
developing countries can and cannot do. 

Corruption in developing countries is ê 
frustrating issue because it does not easily 
admit to quick-fix solutions such as pro 
secution within the legal system, or lega 
or extra legal vigilantism (which poten 
tially has dire human rights consequences) 
Rent-seeking opportunities by public offi 
cials can be lessened on the margins, bu 
large-scale reform may well require a fun 
damental rethinking of the nature of state 
Benevolence provides only the flimsies 
impetus for national elites to seriously em 
bark on reforming the nature of state. / 
much more convincing force for reform i 
widespread public demand for more re 
sponsive governance. This process tends t 
be a long-haul endeavour. ; 

(The contents of this letter represent th 
views of the author, not necessarily the in 
stitution with which he is affiliated.) - 





Manila The Asia Foundatio. 


Congratulations on your FOCUS on tek 
communications [4 June]. Rapid expansio 
of rural telephone services would help re 
duce urban-rural gaps and increase oppo: 
tunities for villagers to earn a living an 
improve the quality of their lives. The se 
tion on Thailand contains three reference 
to the 1 million-line "rural telephone coi 
cession." Almost all these lines will be i 
stalled in provincial cities and towns, s 
the project is more accurately referred to 


_ the provincial telephone concession. 


The Telephone Organisation of Tha 
land is expanding rural telephone servic 
in a separate project to add 4,500 statior 
by the end of 1996. Lines from these sti 
tions will provide a public telephone se 
vice to the main village of every sub-di 
trict, as well as along some main transpo 
routes. 

Chiang Mai BRYAN BRUI 
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Correction 

South Korean President Roh Tae Woo 
attended the Korea Military Academy, not 
Seoul National University [4 June]. Cho 
Soon, a tenured professor at Seoul, also 
lectured at the military academy. 
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We take as much pride in our ultra-modern aircraft 
as we do in our old-fashioned ideas about service. 


CATHAY PACIFIC 


Arrive in better shape 
















































The 11 May election showed 
Philippine democracy at its 
best, but Fidel Ramos — the 
retired general who came 
first out of seven candidates 
in the presidential poll — 
lacks a strong political base 
and has been slow to announce policies. 
Ramos has spoken of forging a _ | 
. ^. "rainbow coalition" of different political 
c. groups, but Manila correspondent 
odney Tasker argue that 

he will have to depend heavily on the 
ithority and power of the presidency 
to govern effectively. Correspondent 
jonathan Karp profiles Ramos the man, 

iggesting that his professional 
background and lack of political 

nvictions make him a Philippine 
eorge Bush. In an interview with 
iglao, Financial Secretary Estanislao 
stresses the need for strong leadership 
to solve the country's economic 
problems 16 : 
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Thailand : Army and Government 
Despite its growing unpopularity, the 
Thai military insists on naming its proxy 
in parliament as the next prime 


^ minister 10 


B Japan : Peacekeeping Vote 
After lengthy obstruction by the 


MANTARA AOADA ASTETE 


INTELLIGENCE 


Danger Ahead 


Vietnamese officials fear that China's 
decision in May to sign an agreement 
allowing the US' Crestone Energy Corp. 
to explore for oil and gas in the Spratly 
Island group means that Peking believes 
it has effectively annexed the disputed 
archipelago. China's Justice Ministry, 
rather than the Foreign Ministry, 

responded to Vietnam's protest against 

_ the agreement by declaring that the 

= Spratlys, which are contested by six 

countries in the region, have always 

belonged to China. Tensions also 
continue on the Sino-Vietnamese land 
vo border, despite the recent drive by 

Hanoi and Peking to improve their 








opposition the upper house of- 
parliament approves a bill to allow 
Japanese forces to take part in UN 
peacekeeping operations 10 


China : Tiananmen Anniversary 
Police detain foreign journalists in. 


Peking and continue to harass local 


dissidents in blatant disregard of 
international opinion of China's record 
on human rights 12 


Hongkong : Demonstrations 

Police and pro-democracy demonstrators 
clash on the third anniversary of the 
Peking massacre 13 


US Polls : Hanoi Link 
Undeclared presidential candidate 
Ross Perot may be facing trouble 
following disclosures that he pursued 
business links with Vietnam while 
playing the patriot over the MIA - 
issue 12 


Pakistan : Army in 
Sindh 

Islamabad deploys the 
army in Sindh to 
restore law and order, 
but if the soldiers 
persecute opposition 
parties in the province 
it could lead to further 
alienation 15 


Taiwan : Constitutional 
Amendments EM - 
The National Assembly Mee 
passeseight = = 


relations. Vietnamese officials say 
Chinese forces in the past few months 
have seized some 8,400 ha at 15 
disputed points, while the border at the 
historic Friendship Gate has been moved 
nearly 400 m into Vietnamese territory. 


Office Politics 


Russia has asked Taiwan for US$3 
billion in aid and financial assistance 
before Taipei would be allowed to 
upgrade its Moscow trade office to 
something more official. 

President Lee Teng-hui, however, has 
reportedly commented that it is far too 
much for Taiwan to pav. 


Home Truths 


A former south Vietnamese communist 
party leader and respected historian 
surprised participants at an ideology 
conference in Hanoi in late May by 
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warning the leadership that it had lost 
touch with reality. After listening to 
three of the party's leading intellectuals 
repeat the conventional tenets of 
communism, retired professor Tran Vai 
Giau stunned the hundreds of party 
faithful at the conference by grabbing 
the microphone and warning them that 
their tired Marxist-Leninist platitudes 
were no longer of interest to the 
Vietnamese people. 


Ailing Leader 

Japan's Deputy Prime Minister and 
Foreign Minister Michio Watanabe, wh 
is also an important Liberal Democratic 
Party (LDP) faction leader, was reportec 
in stable condition after undergoing 
surgery to remove his gallbladder and 
gallstones on 9 June. However, there hi 
been considerable speculation that 
Watanabe's illness may be more seriou 





aysia : Parliament 
w involving ruling party MPs and 


: Opposition leader Lim renews debate on ; 


. the effectiveness and proper role of the . 
een a 30 


Japon; ‘Recruiting Students _ 
_'Study? Why bother,’ says one 
undergraduate revelling in Japan 
_labour shortage. Instead of looking for. 
_ work, college students are wooed by 










mpenies 33 


orea : University Scandal 

going to the right university is the 
ticket to the good life, parents have 
bribed their way in for their kids and 
Kicked up a scandal over college 
Admissions 3 34. 











tensions with the US and Europe is 
complicating Japan's search for a new 
global and regional role in the post-Cold 
War era 41 








Business 


ie Pe roused by Deng Xiaoping’s s. 
'el call for bolder economic reforms, - 





catch up with China’s booming — 
som provinces 64 


than reported. A 
senior figure in the 
LDP's dominant 
Takeshita faction 
told faction 
members at a recent 
meeting that 
Watanabe was 
suffering from : 
pancreatic cancer, io 

and advised them to Watanabe. 

prepare for 

Watanabe’s resignation from all his 
posts. Watanabe’s illness could also 
throw future government leadership 
succession plans into disarray. Although 
his faction is the fourth largest in the 
LDP Watanabe came in second during 
val oting. for the LDP E last 
` ber, 
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p Aviation — 
sam itious expansion programm i 
“Ma dep Airline System has hi 
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The British. connection 74 


n India : Finance 


pu EN TM New Delhi cracks: down on bankers and 
Sec dby growing tade. 


brokers implicated in Bombay’s bond 
and shares scandal, while foreign banks 
count their losses 76 


Japan : Investment 


The tidal wave of Japanese overseas 


u investment subsidies 78 


Singapore : Markets 


.. The stockmarket is in the doldrums, 


whi le rival nee is doing a roaring 


‘Hongkong : Companies 
Trading pud Li & Fung is going 


Unwelcome Guest 


: The governments of three of Thailand's 


Asean partners — Singapore, Malaysia 
and Indonesia — are nervously waiting 
to see whether Thai Supreme 
Commander Air Chief Marshal Kaset 
Rojananin will decide to cancel a tour of 
their countries scheduled for the end of 
June. The invitations to Kaset were made 
before mid-May's violence in Bangkok, 
when troops fired on pro-democracy 
demonstrators, killing at least 50 of 
them. Kaset is one of the military leaders 
widely blamed for the slaughter, and 
government and military leaders in the 
three Asean countries are worried that it 
might be diplomatically damaging to 
them if he goes ahead with the tour. But 
as the three cannot withdraw their 
invitations, they are privately hoping 
Kaset obliges by cancelling his trip. 
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Hydrogen power for cars 90 
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Puncturing the Peso 
Outgoing Philippine finance secretary 
Jesus Estanislao has told presumed 
presidential victor Fidel Ramos' key 
advisers that the next administration’s 
first major economic action should be to 
allow the peso's exchange rate to 
depreciate. A variety of factors have 
sent the peso up from its P27.5:U9$1 rate 
a year ago to its recent P26:US$1 level. 
Estanislao's argument is that export 
competitiveness has been eroded by the 
peso's strength, and that a Ramos 
administration could take polite a of 
its prestige to send a strong signal on 
the economy's need to be more 
"outward-oriented." If he sticks to his 
campaign promises, Ramos mav take 
Estanislao's advice: he has consistently 
said that his government will abandon 
the (previous) "cheap dollar" policy. 











JAPAN 





Offshore Samurai 


Vote on peacekeeping bill strengthens Miyazawa 


as x oo leet 


he parliamentary battle in the up- 
per house had all the elements of 
a classic Noh drama: the pace was 
» glacially slow, the players wore 
masks, and everyone knew the likely out- 
ome from the beginning. The issue at 
take was the bill to allow Japanese forces 
o participate in UN peacekeeping opera- 
ions (PKO). 

` But the outcome of the marathon vote 
nay prove to be drama of a very different 
nd. The PKO controversy has played into 
e hands of Prime Minister Kiichi 
iyazawa. The ruling party might now 
are much better than originally expected 
n the upper house election scheduled for 
ate July. Opinion polls taken as the parlia- 
mentary struggle was getting under way 
ready showed a sharp rise in the 
Miyazawa cabinet's support ratings. 

_ For three days from 5 June, members of 
he opposition Social Democratic Party of 
apan (spP) and Japan Communist Party 
(cr) filed successive censure motions in an 
attempt to block a vote on the PKO bill on 
the grounds that it competes with Japan's 
^ "Peace Constitution.” They also delayed 
proceedings by “ox-walking,” a filibuster 
"technique in which each MP prolongs the 
short walk to the podium to cast a vote 






























































crawl. 

. While colleagues slept in their chairs, 
ix-walkers took more than seven hours to 
vote on a censure resolution against the 
príme minister on 5 June. They then set a 
ew parliamentary voting record of more 
than 11 hours on another censure motion 
the following night. 

<o This record was broken the next day 
when the chamber took 13 hours to vote 
on the final censure motion against 
Shinichiro Shimojo, chairman of the upper 
house committee on international peace 
and cooperation. That motion was finally 
voted down early on 8 June. 

spp] leaders abandoned their ox-walk 
tactics later that day, agreeing to shelve five 
additional censure bills that had been filed 
against cabinet members. SDPJ chairman 
Makoto Tanabe cited the evident exhaus- 
tion of some members as the main reason 
or backing down. But indications of grow- 
ng impatience with the party's go-slow 





tactics among the public may have been 
the more important factor. 

The upper house reconvened shortly 
after midnight on 9 June. Less than two 
hours later, the PKO bill was passed by a 
vote of 137-102. The amended bill now 
goes to the lower house, which approved 
the legislation in its original form last 
December. 

The comfortable lower-house majority 
of the ruling Liberal Democratic Party (LDP) 
makes final approval likely, but the SDP} 
and icp have vowed to resume efforts to 
block the bill. Although their relative 
strength is less than in the upper house, 
ox-walk tactics could make it necessary to 
extend the current session beyond its 
scheduled closing date of 21 June. 

Although the SDPJ can still drag out the 
battle over the PKO bill, it is likely to gain 
little by doing so. "TV coverage of the ox- 
walk tactics made the IsP's a spectacle in 
front of all the Japanese people," a govern- 


ment official said. “All the LDP had to do is 
sit back and enjoy it." 

The snag about the government's legis- 
lative triumph is that the PKO bill had to be 
severely modified in order to secure its 
passage through the upper house. The LDP 
no longer commands a majority in the up- 
per house but two centrist opposition par- 
ties — the Komei Party and the Democratic 
Socialist Party (DsP) — joined the LDP to 
support the PKO bill after insisting on cer- 
tain modifications. 

The various safeguards insisted on by 
the LDp’s centrist allies make it uncertain 
how far the core provisions of the bill can 
be activated. But, the bill does at least al- 
low for participation of up to 2000 person- 
nel in three broad areas of UN peacekeep- 
ing activities. 

Tasks such as monitoring elections and 
assisting in civil administration are to be 
handled primarily by civilians recruited 
from government agencies and the police. 
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Japanese soldiers and sailors will under- 
take various kinds of humanitarian assist- 
ance, including emergency medical care, 
handling refugees, as well as providing 
transport, communications, construction 
and other kinds of logistical support. 

The most controversial aspects of the 
bill concern so-called peacekeeping force 
(PKF) operations. These include establish- 
ment and monitoring of ceasefire agree- 
ments, acting as a buffer force, checking 
transfers of arms and munitions, and 
facilitating the exchange of prisoners of 
war. 

Under the amendments adopted by the 
upper house, participation in peacekeep- 
ing operations will require prior authorisa- 
ion by parliament in each instance. There 
nust be acceptance of a ceasefire agree- 
nent among all combatant parties, who 
nust also agree to Japan's participation. 
Another amendment provides that the en- 
ire bill will be reconsidered by parliament 
ifter three years. 

Participation in peacekeeping abroad, 
noreover, will remain "frozen" until such 
ime as parliament enacts additional 
‘unfreezing” legislation, which is not likely 
o be soon. This restriction does not affect 
he assignment of individual officers to 
nilitary observer missions. 

A side effect of the battle over the PKO 
"ill has been to raise the possibility that the 
'overnment might call a double election in 
uly by dissolving the lower house in time 


to hold a poll concurrently with an already 
scheduled upper house election. 

An election to both houses will become 
a strong possibility if the SDPJ submits a 
motion of no confidence against the cabinet 
during the lower house debate on the PKO 
bill. A double election would greatly 
strengthen Miyazawa's hand within his 
own party against groups such as the pow- 
erful Takeshita faction leaders, who are 
cool to the idea of a diac ed dis- 
solution. Some analysts also believe that, 
if the election goes ahead, the spr} could 
split on the question of how far the party 
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should stick to its ant-militarist 
ture. | 

Anti-militarism has alwavs been far 
more central to the sDPI's pe litical identit 
than economic or social policy. Because of 
this "the jsP has to try to block the PKo 
bill,” a government official explained. “Tf it 
does not, it has no reason fo exist.” Yet the 
party also faces the prospect of electoral 
disaster if it sticks to its principles. 

Tanabe is believed to be particularly 
concerned that the party may be risking its 
position in parliament by inflexibility on 
the PKO issue. His views are said to be 
shared by many lower house [SP members. 
who would have to fight to daten their 
seats if there is a dissolution. 

"The SDP!'s efforts to block the PEO bil. 
IS just a pose to pee hardline support 
ers," says political ana lyst Minoru Morita. 
“Though some upper house membi 
want to kill the bill, the lower house ISP 
members will not seriously bloc a bec ause 
they fear a double election. The PKE 
is ultimately empty. Its on dv dee i 
to make Japanese E ic even more cyn ical. 
about politics and politicians." 

Results of recent polls showing rising. 
public support for the Miyazawa cabinet: 
tend to support the notion that the timing. 
may be right for a July genet ral election. A 
Nihon Keizai Shimbun poll conducted over 

5-8 June showed Miyazawa’s public sup- 
port rate climbing to 30.2% from only 
22.3% m March. Support . for the LDP was 
slightly higher at 30.9% , while iie 
support fell from 19.1% to 17.5%. 

C orporate leaders who view the eco- 
nomic recession as the primary issue fac 
ing the government are keen to see 
Mivazawa strengthen his mandate 
holding an election. Gaishi H3 iraiwa, chair- 
man of the Keidanren, Japan's most pow- 
erful big business federation, i5 said to have 
quietly urged Mivazawa to go for a gen- 
eral election if the opportunity arises and 
to have promised extensive financial sup- 
port. a. 
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oreign journalists and Chinese secu- 
F rity agents — two groups who 
played key supporting roles in the 
1989 Tiananmen tragedy — were back in 
the central Peking square for the third an- 
-niversary of the violent crackdown against 
` pro-democracy demonstrators. But the two 
1989 protagonists — students and the Peo- 
-ples Liberation Army — were conspicu- 
ly absent from the square this year. 
"Left with only each other to focus upon, 
ie foreign press and the plainclothes po- 
ce re-enacted a curious and fleeting pas- 
che of the 1989 brutalities. A Japanese 
levision cameraman was badly beaten 
nd three Western camera crews had their 
- equipment seized and film confiscated. 
- . Altogether, eight foreign journalists 
-were taken from Tiananmen by police on 3 
© June and detained for about three hours 
` for interrogation. Another two reporters 
< were seized as they left a college campus 
in the capital. They were questioned for 
- nearly four hours and then released. 
... Unlike 1989, though, world attention 
seemed to alight only fleetingly on the go- 
< ings-on in Tiananmen Square before pass- 
«ing on to diplomatic business-as-usual. 















ficial suspicion of foreign media intensifies 


Washington's support for China's con- 
tinued most-favoured-nation (MFN) trading 
status showed no signs of wavering. Pre- 
mier Li Peng looked forward to a series of 
meetings with his foreign counterparts at 
the Rio environmental summit. 

Official media gave China-boosters 
plenty to tout on the economic side. A 
front-page editorial in the People's Daily 
heralded a "New Phase of Reform and 
Openness.” While it said little that was 
new, the editorial's timing and play in the 
staunchly conservative communist news- 
paper and its allusions to the forthcoming 
party congress signalled a gathering con- 
sensus behind patriarch Deng Xiaoping's 
progressive policies. 

On the other hand, the Chinese press 
made no mention of the press-bashing at 
Tiananmen. It even downplayed its cover- 
age of the weekly Foreign Ministry press 
briefing. At the 4 June briefing, official 
spokesman Wu Jianmin faced a barrage of 
angry questions from foreign reporters, led 
by the usually more conciliatory Japanese 
press corps in Peking. 

Wu claimed the police action was justi- 
fied by the journalists' failure to apply in 
advance to the Peking Foreign Affairs Of- 
fice and the Tiananmen Square Adminis- 
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trative Committee for permission to report 


from the square. The Foreign Correspond- 
ents Club of Peking registered its reaction 
formally the following day with a letter to 
Wu condemning "the wanton, unjustified 
and unprovoked violence against our. 
members." E 

Diplomatic reaction was equally swift 
and sharp — and equally impotent. Japan, 
Canada, Germany and the US all formally 
protested through their Peking embassies, 
and summoned Chinese envoys in their 
respective capitals for explanations. But the 
protests went no further than rhetoric. 

Even some prominent Chinese democ- 
racy advocates themselves seemed inclined 
to give the leadership the benefit of the 
doubt. 

Outspoken journalist Dai Qing, finally 
reaching Peking after being held up for 
several days in Hongkong when a Chinese 
airline refused her passage on her way 
back from a US fellowship, praised the 
government for its human rights progress 
to date. She made no mention of the 
Tiananmen attacks on her fellow-journal- 
ists. 

Other democracy advocates fared less 
well. Labour leader Han Dongfang, 29, and 
his pregnant wife Chen Jingyun, along 
with three other activists, were taken into 
custody the night of the Tiananmen anni- 
versary before they could stage a planned 
silent commemorative walk around the 
square. Chinese authorities had earlier 
promised a visiting US envoy that Han 
would be given an exit permit, but since 
then he has only received beatings, deten- 
tions and eviction threats from officials. 
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A Chinese Education Ministry official 
condemned a US Senate resolution grant- 
ing residence status to any Chinese ex- 
*hange student who arrived in the US prior 
o April 1990, unless President George 
3ush could certify that returnees would not 
de subject to political persecution. This was 
1 “politically motivated” slander, the offi- 
‘ial said; all exchange students were wel- 
‘ome back, no matter what their prior po- 
itical stance. 

After their return, though, they had bet- 
er not maintain foreign contacts, judging 
rom the advice in Counter-Espionage; Pro- 
ecting Secrets and National Security, a 
nanual published by the National Defence 
Jniversity. “Foreign embassies, business- 
nen, students and journalists all try to play 
he ‘friendship card’,” the book warns. 
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banned 
by the 


Beijing authorities as China prepares for 
Thursday's third anniversary of the bloody 
crackdown on the pro-democracy 
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.. IT NOTA 
LAUGHING 
MATTER: 


They chat, leave their addresses, invite 
you to their parties to watch obscene films 
... Then they pull you under the water 
and you tell national secrets to foreigners.” 

A less lurid assessment of the perils of 
dealing with foreigners came in a recent 
paper delivered by Duan Liancheng, a 
propagandist on the staff of the Beijing Re- 
view. China's carefully cultivated interna- 
tional image, he says, was “blackened” 
within a few days in 1989. 

Then the former Soviet Union and East- 
ern Europe suddenly emerged as 
mediagenic reformists, while "China was 
seen to be a tiger blocking the path." Even 
after sanctions were lifted in the 1990s, 
Duan adds, the Western media maintained 
its "coldness and hostility" — a situation 
likely to continue, he predicts. u 


FAR EASTERN ECONOMIC REVIEW 













uem 


HONGKONG 






Parameters 
of protest 


By Stacy Mosher in Hongkong 





scuffle on 4 June between police. 
and protesters when 37 people . 
. were injured has highlighted the $ 
problem of the Public Order Ordinance, © 
which regulates the public assembly of 20 
or more people in the British colony. The - 
protesters, who were demonstrating i 
front of the local Xinhua Newsagency, 
were marking the third anniversary of the 
brutal crackdown in Peking. 

It was the most serious incident since 
protesters and police clashed outside à Xin- 
hua cocktail reception in September 1989, 
A student present at this year’s confronta- 
tion said the atmosphere might have been 
more charged because of the recent mass 
protests in Thailand, and because of local 
discontent over Peking’s refusal to allow 
Chinese journalist Dai Qing, who was pass- 
ing through Hongkong, to return to China, 











Dai finally flew to Peking on 7 June. 


Some 50,000 people gathered in Victo- 
ria Park on the evening of 4 June for a 
three-hour commemorative candlelight 
ceremony. After the ceremony a group of 
students marched to the local headeniar- — 
ters of the Xinhua Newsagency, Peking: 
de facto consulate in Hongkong. But px 
stopped them about 50 m from the br 
ing's entrance, saying that according. 
Public Order Ordinance groups of 20 or 
more have to apply for official permissh 
to engage in public assemblies or proces 
sions. The protesters were allowed the or 
tion of proceeding in groups of 19 or | 

While the students considered the Otter 
they were joined by another group of more. 
than 100 people, who were also told to 
break up into smaller groups in order to 
approach the Xinhua building. Around 
2:30 a.m. about 50 people attempted to 
break through the police line. In the ensu- 
ing scuffle, a photographer's step ladder 
was thrown, injuring two police officers. 

Police and students are both examining 
their roles in the incident, but there is gen- 
eral discontent with current regulations 
governing public demonstrations. Most 
controversial is the issue of restricted ac- 
cess to the Xinhua building. 

Protesters say that officials from other 
consulates always come out to receive peti- 
tions, and sometimes even allow protesters 
to enter consulate premises, Onlv China's 
Xinhua, thev say, refuses to acknowledge: 
protests and continually badgers the local - 
government to keep protesters at a dis- 
tance. 

























| rd 


REGIONAL - | | EERTE | 


. Washington warns 
Islamabad over Kashmir 
P» The US has warned Pakistan that it 


— could be declared a terrorist state if it 


does not stop supporting the insurgency 
in Indian Kashmir. The warning by 
Secretary of State James Baker was 
conveyed to Pakistan's Prime Minister 
Nawaz Sharif by US Ambassador 
Nicholas Platt in Islamabad in late May. If 
Washington carries out its threat, all 
economic and other assistance in the 
pipeline would be frozen and the US 
could begin voting against assistance 
given through multilateral agencies like 
the World Bank. Pakistan was similarly 
warned in April 1990. During Indian 
Defence Minister Sharad Pawar's visit to 
the US in early 1992, Baker declared the 
US shared India's view of Pakistani 
support to the Kashmir insurgency. 


Peking snub hits 
US broadcast plan 


> A commission appointed by the US 
Congress and the president to study the 
setting up of a new broadcasting service 
for China has cancelled a June visit to that 
country because Peking has refused to 
receive the members as anything but 
individual guests of the US Embassy in 
Peking, and has forbidden them to act or 
speak on behalf of their organisation. The 
Commission on Broadcasting to the 
People's Republic of China, headed by 
former Voice of America director John 
Hughes, sought to gauge the effect of the 
proposed new service on Sino-US 
relations through discussions with 
Chinese officials and other contacts. 


China scientists 
clear Taiwan barrier 


> Seven prominent scientists and 
academics from China arrived in Taiwan 
on 8 June for the first such official visit in 
‘more than 40 years. They included five 
members of the Chinese Academy of 
Sciences and the president of Fudan 
University in Shanghai. The group will be 
in Taiwan for more than a week. 


Army officers jailed 
over Timor demonstration 


> Four army second lieutenants were 
sentenced in early June to jail terms of 8- 
14 months for exceeding their authority in 
quashing the pro-independence 
demonstration in Dili, East Timor, last 
November. A military tribunal in 
Denpasar, Bali, found that they failed to 
control their troops and defied orders from 
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their commanding officers. According to 
official figures, the Dili crackdown resulted 
in 50 dead and 90 injured. 


Taipei dissident convicted 
of attempted murder 


> George Chang, chairman of the World 
United Formosans for Independence, has 
been jailed for five years for attempted 
murder and sedition. The murder 
conviction was based on the confession of 
convicted letter-bomber Wang Sin-nan, 
who said in 1977 that Chang had ordered 
him to send a letter-bomb which maimed 
Taiwan’s vice-president. Wang later 
withdrew the confession, saying it was 
made under duress. Although Chang was 
banned from returning to Taiwan, he 
entered the country last year and was 
arrested in December. US Sen. Joseph 
Lieberman and parliamentarians from 
Latin America have written to President 
Lee Teng-hui to ask for an amnesty for 
Chang. 


Vietnam empties 

re-education camps 

> Vietnam on 30 April released the last 
remaining detainees from re-education 
camps set up in 1975 after the defeat of 
the US-backed Saigon government, 
Foreign Ministry spokeswoman Ho The 
Lan announced. About 100,000 military 
and civilian officials spent long periods in 
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re-education camps after the communist 
victory, but most had been released by 
the late 1980s. Lan said 41,808 former re- 
education camp detainees and their 
families have been resettled in the US 
since October 1989. 


Seoul politician 
defies security laws 
»> Billionaire 
presidential candidate 
Chung Ju Yung has 
challenged South 
Korea's National 
Security Law by 
saying he was 
inclined to allow a 
communist party to 
operate in the South 
provided it 
recognised private property and the 
market economy. The statement, made in 
an interview with the weekly Sisa Journal 
news magazine on 8 June provoked a 
howl of protest from the ruling 
Democratic Liberal Party, which is trying 
to portray Chung as a politician 
irresponsible enough to harbour 
communism. Government prosecutors 
have begun considering possible action 
against Chung for violating laws which 
forbid “praising” or giving “aid and 
comfort” to North Korea or any 
communist party. 





Chung. 


Japan cautioned over 
peacekeeping role 


> Seoul has urged Tokyo to exercise 
“caution and prudence" in sending troop 
overseas under the UN Peacekeeping 
Operations bill passed this week by the 
Japanese upper house. A South Korean 
Foreign Ministry statement said on 9 Jun 
that though the controversial bill has 
enough clauses to block unilateral 
dispatches of Japanese troops overseas, 
Korea and other World War II victims of 
Japanese aggression should guard again: 
these restrictions being steadily removed 
in the future. 


Repatriation hopes rise 
for stranded Pakistanis 


> The Pakistani Government has selecte 
nine districts in Punjab province for the 
resettlement of about 230,000 Pakistanis 
stranded in Bangladesh — formerly East 
Pakistan — since Bangladesh was create 
in 1971. Details of the repatriation, 
expected to get under way later this yea 
are likely to be finalised when 
Bangladesh's Prime Minister Khaleda Zi 
visits Islamabad in July. 
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Military solution 


Army crackdown could further alienate Sindh 





yy Salamat Ali in Islamabad 
T he Pakistani army has launched a 





large-scale operation in the troubled 

province of Sindh which has been a 
'erennial destabilising element in the 
ountry's politics. While the ostensible aim 
; only to restore law and order in the cha- 
itic region, the implications of the crack- 
lown are likely to be felt at the national 
evel as well as externally — in Islamabad's 
elations with neighbouring India. 

Starting in early June additional troops, 
acluding commando battalions from other 
arts of the country, were relocated in 
indh. Armoured personnel carriers have 
een patrolling the streets of provincial 
»wns and the countryside along the lower 
2aches of the Indus river. Army pickets 
ave tightened their surveillance at Sindh's 
oundaries with neighbouring provinces 
nd large sections of Sindh's borders with 
dia have been placed under curfew. 

This is the second time in less than a 
ecade that the province has been sub- 
cted to a military crackdown. In 1983, 
en. Zia-ul Haq, the then president, used 
‘oops and police to crush agitation in 
indh against his martial-law regime. Heli- 
ypter gunships were freely used to crush 
1e political opposition. Many of the vic- 
ms of that crackdown included political 
pponents killed in fake encounters with 
‘oops and the police. 

Since then the politics of Sindh have 
ecome increasingly chaotic, with armed 
valry among political parties and organ- 
ed bandits attacking provincial highways. 
lements in many political parties have 
rged connections with bandit gangs. 

The recent swoop by the army was in 
'sponse to general lawlessness in the 
rovince. But in contrast to the first mili- 
ry crackdown, the popular reaction to 
lilitary intervention has not been totally 
»stile. 

Even opposition politicians who usually 
iticise the military are withholding com- 
ent, waiting to see if the army can restore 
"ace and order. But the real fear is that 
e regime might use the army to crush 
dlitical opponents of the federal govern- 
ent. 

In the late 1980s, the Pakistan People's 
arty (PPP) which was then in power in 
lamabad, wanted to deploy the army in 
ndh to root out the criminal gangs but it 
anned to use the military under Article 
7 of the constitution, which preserves ci- 
lian supremacy. The army demanded 
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powers under Article 245, which would 
have placed its actions outside the purview 
of civilian courts, creating the equivalent of 
a martial-law regime. 

The deadlock between the army and the 
PPP government over this issue was never 
resolved and the continuing chaos in Sindh 
was one of the reasons cited by President 
Ghulam Ishaq Khan for sacking the ppp 
regime in 1990. 

The federal government claims to have 
been forced to take action by a new spurt 
of lawlessness which began in Sindh in 
April when criminals attacked railway 
trains and a major gas pipeline was blown 
up. In May the government claimed that it 
had intercepted a boatload of terrorists 
bound for India. It also charged that a large 
number of terrorists had infiltrated Sindh 





Army patrol: criminals first, then politicians? 
from across the Indian border. Both the 
charges were denied by New Delhi. 

The decision to send troops to Sindh 
was made at a meeting in early April meet- 
ing between President Ishaq Kan, Prime 
Minister Nawaz Sharif and top generals. 
At that meeting Lieut-Gen. Jawaid Akhtar, 
the corps commander in Sindh, was be- 
lieved to have conveyed his alarm at the 
situation, especially the attacks on the 
communications infrastructure in the 
province. 

In contrast with its earlier insistence on 
being granted martial law powers, the 
army has agreed this time to abide by Arti- 
cle 147. But there are fears that the military 
could ask for extra powers under Article 
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245 — including the right to conduct 
military trials of offenders — if it finds ci- 
vilian supremacy obstructive. The military 
intelligence network is known to have 
drawn up three black lists, one of which 
consists of powerful politicians, including 
legislators who are accused of protecting 
bandits. 

Although the army has promised to 
take account of political sensitivities, it is 
unlikely to succeed in restoring order with- 
out arresting the principal political patrons 
of the criminals. Some of these politicians 
belong to the Islamic Democratic Alliance 
(IDA), the ruling coalition in Islamabad. 

Observers have blamed much of the 
urban crime in Sindh on the Muhajir 
Qaumi Movement (MOM) an important 
partner in IDA. When an armed student 
leader of MOM was arrested in May by 
paramilitary forces in Karachi, the MQM 
walked out of the federal parliament and 
threatened to leave the ruling coalition. 
Federal authorities quietly intervened for 
the quick release of the arrested student 
leader. 

Opposition politicians involved or al- 
leged to be involved in the Sindh violence 
have received less favourable treatment. 
Leaders of the separatist Jive Sindh move- 
ment are being rounded up, allegedly for 
criminal activities and for maintaining ties 
with India. 

Meanwhile the PPP has complained that 
the government has gone back on à prom- 
ise to release over 1,000 of its party work- 
ers who were jailed for agitating against 
alleged electoral fraud in the April by-elec- 
tion in Sanghar district. 

More important, opponents of the PPP 
have renewed their charges that the party 
is linked with a terrorist body called the 
Alzulfikar Organisation (AO). The AO was 
active during the Zia era when it was 
headed by Murtaza Bhutto, brother of PPP 
chief Benazir Bhutto. 

The PPP has always disclaimed links 
with the AO, maintaining that the organisa- 
tion was disbanded by Murtaza after Zia's 
death in August 1988. But Home Minister 
Chaudhry Shujaat Hussein argues other- 
wise. At a meeting of the National Assem- 
bly in April he taunted Bhutto for her in- 
ability to secure a pardon for her brother 
even during her premiership. Pakistan's 
ruling establishment has never either for- 
given its enemies or accepted new friends 
easily. 

Meanwhile, many of Sindh’s most 
wanted criminals are known to have gone 
into hiding, taking advantage of the ad- 
vance publicity given to the military op- 
eration which was stalled for weeks due to 
political wranglings in Islamabad. There is 
a widespread feeling in the country that, 
unless the army can prove itself completely 
free of political bias its intervention could 
become counterproductive and enhance 
the alienation of Sindh. . 
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PHILIPPINES 


Fidel's challenge 





Ramos needs national coalition to consolidate power 








By Rigoberto Tiglao and Rodney Tasker 
in Manila 





On the face of it, and by com- 
parison with its neighbours 
elsewhere in the region, the 
Philippines scored an impres- 

sive political success on 11 
Er May when 27 million voters 

went to the polls to choose a 
new president and to fill 17,000 other posts 
from mayor to provincial governor. 

The largely peaceful elections produced 
a clear winner, in former defence secretary 
Fidel Ramos, despite early predictions that 
the result would be a morass of claims and 
counter claims among the seven candidates 
for the presidency. 

The poll also marked a step 
away from some of the sterile 
traditions of Philippines politics. 
Although party machines still 
held sway at the provincial 
level, traditional ties of patron- 
age appeared to have little im- 
pact on the result of the presi- 
dential poll. Yet the election still 
leaves Filipinos staring into a 
vacuum. Ramos’ victory ap- 
pears less a personal endorse- 
ment than an attempt by voters 
to escape the negative forces 
that kept the country bogged 
down during the six-year 
Aquino presidency. Much now 
depends on the man himself 
and how he can coalesce the 
jumbled political strains that put 
him in power. 

Most Filipinos yearn for a strong leader 
after six years of drift under Aquino. But 
whether Ramos, criticised for his indeci- 
siveness, can exploit this mood to stamp a 
new degree of leadership on the country 
— while nurturing hopes for a more 
rounded, workable democracy — is less 
certain. Even many of the voters who gave 
him a plurality over the other six candi- 
dates are doubtful that he can harness 
his popularity-by-default into establishing 
himself as an effective leader. 

Ramos’ first task will be to reconcile 
the potentially disruptive political forces 
that were let loose by the multi-polar 
election and harness them to the task of 
putting Southeast Asia’s economic stretch- 
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er case back on its feet. Despite his back- 
ground as a West Point graduate Ramos 
seems to lack the qualities of a decisive 
leader. He also carries the burden of his 
debt to Aquino for her endorsement of his 
candidacy. 


“What we want to do immediately is to- 


set up a rainbow coalition in Congress, a 
multi-party centrist coalition,” Ramos’ 
campaign colleague and congressman Jose 
de Venecia told the REVIEW. The preoccu- 
pation with consensus reflects the fact that 
Ramos did not have a strong party to back 
his presidential bid. As a result only a small 
number of committed Ramos supporters 
were elected to the Congress in the simul- 
taneous election for all public offices that 
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Can Ramos turn his popularity-by-default into leadership? 


accompanied the presidential poll. 

The reaction of voters against traditional 
politicians and their patronage systems 
helped Ramos as a presidential candidate, 
as it did former judge and immigration 
chief Miriam Defensor Santiago — who 
will be second or third in the presidential 
race as Congress winds up its slow official 
tally of election returns. But it also opened 
a gulf between the power of 
the presidency and Congress 
where traditional parties are 
still strong. 

This leaves Ramos’ Lakas 
Edsa-National Union of Chris- 
tian Democrats (NUCD) party 
in the position of having to 
make deals with the powerful 
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The uncertain 
victor — p.18 


Daunting 


hurdles — p.20 


Family at 
war — p.22 





and potentially hostile Laban ng 
Demokratikong Pilipino (LDP) party. The 
LDP failed miserably as a vehicle for its 
presidential candidate, Ramon Mitra, bul 
won 17 seats in the 24-member Senate 
and perhaps 75 seats in the 200-membe1 
House of Representatives. 

Ramos’ weak position in Congress 
means that his strategy of building alli- 
ances with his main opponents stand oti 
fall, not on the strength of his party, but or 
the authority and powers of the presi 
dency. In attempting to maximise the pow- 
ers of the presidency Ramos can look tc 
two formidable precedents. 

He can aspire to match up historically 
to the strong former presidencies of Ramor 
Magsaysay, in the mid-1950s 
and Marcos in the 1970s, bott 
of whom consolidated persona 
power despite initially weak 
support in Congress. But Ramos 
may have started out with « 
weaker mandate than either o 
these two "strongman" presi 
dents. His slim victory owec 
much to a convergence of fa 
vourable events and factors. “I 
was a configuration that wil 
not be repeated in 100 years,’ 
commented Felipe Miranda 
whose Social Weather Stations 
pre-election surveys accurateh 
forecast the poll result. 

While he owed a great dea 
to Aquino's endorsement in , 
multi-candidate fight, and ca: 
thank the anti-traditional po 
litician trend for sinking Mitra, Ramo 
may have benefited most from the fac 
that some of his opponents were feare« 
and hated by powerful sections of th 
electorate. In this respect his presidenc 
has some of the transitional characteris 
tics of the Aquino administration, whic! 
owed its strength to fact that it was seen a 
being the “reverse” of the Marcos dictator 
ship. 

Ramos’ most valuable elec 
toral asset may have been the 
he was perceived as a pres 
dent who could check Cc 
juangco, whom many Filip: 
nos particularly in the bus 
ness community distruste 
because of the monopolistic 
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crony capitalism he practised under 
Marcos. The Makati business community 
which realised the strength of the 
Cojuangco machine in the early stages of 
the campaign considered throwing its sup- 
port behind Mitra but dropped him after 
he made the fatal error of admitting his 
past, if not present, friendship with 
Cojuangco. 

The president-elect, equally ironically 
owes much to Imelda Marcos, the widow 
of the late dictator. If she had withdrawn 
from the race and instead thrown her lot in 
with Cojuangco, her husband’s associate 
might have generated enough votes — par- 
ticularly from the Marcos family’s strong- 
hold in the northern Luzon Ilocos region 
— to beat Ramos. 


The business community’s fear of the | 


Marcos clan should remain an asset, given 
*Cojuangco's apparent intention of rebuild- 
ing his Marcos-era empire. But as the dust 
bof the electoral battle settles a convoluted 
political configuration is emerging which 
ould test all of Ramos’ skills as a political 


manipulator. In Congress Ramos needs to | 


fbe assured of at least a working relation- 
ship with the House of Representatives, 
seither through party defections or through 
the support of congressmen anxious to at- 
Kract presidential endorsement for their fu- 
Kure careers. 


Ramos' supporters downplay the po- | 


tential fractiousness of the new Congress. 
"Important is the fact that members of the 
House of Representatives, and half of the 
senate, have only three-year terms,” de 
Venecia pointed out. “And any congress- 


man knows how important for his re-elec- | 


tion, is the support of the incumbent presi- 
lent — which he won't get if he adopts an 
adversarial stance.” 

Veteran LDP leader Ronaldo Zamora is 
perhaps more realistic about the short- 
erm congressional scenario under a 
Ramos presidency: “There will, of course, 
'e a honeymoon period [with the new 
»resident]. After that it will be quarrel- 
some." 

The common outlook in the Ramos 
'amp is that through the sheer force of 
eadership a "strong state" system will de- 
relop that rejects, or minimises, competi- 
ion and compromise among parties as the 
»olitical basis for national growth. One 
"uzzword among Ramos’ supporters is 
‘multiparty councils,” an allusion to a 
ouncil of national unity and a council of 
‘conomic advisers that will be set up to 
nclude all political forces. 

This hardly sounds like an ideal demo- 
ratic form of government, though Ramos' 
upporters insist it may offer the Philip- 
ines a way out of its current economic 
voes. Ramos’ rise to power could prove to 
e an unexpected twist in the country’s his- 
ory: the emergence, after Aquino's weak 
residency, of a new version of the 
trongman state. a 
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PHILIPPINES 


The uncertain victor 


Despite spotlight, Ramos remains an engima 


By Jonathan Karp in Manila 


Fidel Ramos weathered the 
first challenge to his leadership 
of the Philippines, an assassi- 
nation plot, with characteristic 
composure. In the words of an 
aide, Ramos ate the death 
threat for a midnight snack 
and did not let it spoil his appetite for 
breakfast the next morning with theatre 
star Lea Salonga. 

Despite such tales of bravado — and 
for a man who faced down a dictator to 
help restore Philippine democracy, defend- 
ed the constitution against coup attempts 
as military chief and defence secretary and 
then beat the odds against his presidential 
bid — the cigar-chomping Ramos does not 
cut a swashbuckling figure. 

“He is a quiet, colourless, grey figure. If 
he did not have the cigar, he'd pass for a 
bank clerk," says a Manila-based diplomat, 
who nonetheless respects Ramos' shrewd- 
ness and adaptability. 

And for a leader who has basked in the 
national spotlight for the past six years, 
Ramos remains an enigma. His record of 
public service and achievement should 
speak clearly for itself but somehow does 
not. Is he a warrior or a wimp? 

Ramos is less a carbon copy of outgoing 
President Corazon Aquino than the George 
Bush of the Philippines: an anointed heir 
who marched to the presidency stuffed 
with professional qualifications, a pragma- 
tist with no discernible set of beliefs and 
little oratorical talent. Just as Bush battled 
the wimp factor, Ramos too is under pres- 
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sure to step out from his predecessor's 
shadow and prove that he is his own man. 

^He has his own identity. He's just sub- 
tle about it,” says Ramos spokesman Rafael 
Alunan, a former Aquino cabinet member. 
Asked how Ramos will distinguish him- 
self as president, Alunan quotes, of all peo- 
ple, Bush: “How does he say it? Wait and 
watch, watch and learn." 

So far Ramos' search for a political per- 
sona has hatched some contradictions. Af- 
ter failing to win the presidential nomina- 
tion of the Laban ng Demokratikong 
Pilipino — the country's largest party — 
he fashioned himself as a non-traditional 
candidate. But his hastily organised cam- 
paign relied on the resources and prestige 
of Aquino and other traditional power- 
brokers. And since edging out Miriam 
Defensor Santiago and Eduardo Cojuangco 
as a compromise choice embodying cont- 
inuity and stability, Ramos is now touted 
by aides as an agent of change. 

Neither his supporters nor critics doubt 
Ramos' ambition, but both have ques- 
tioned his decisiveness. For all his drive, he 
often needs a push. Ramos' campaign 
floundered until Aquino endorsed him in 
late January. Even afterwards, Malacanang 
Palace officials grumbled that he was not 
campaigning hard enough and wanted 
Aquino to carry the torch for him. The in- 
defatigable 64-year-old fitness fanatic 
changed all that by polling day — as ex- 
hausted staffers and reporters will attest. 

"Given his military background, | think 
he will be a more decisive, more vigorous 
president than Cory," says Congressman 
Bonifacio Gillego, a former army intelli- 
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gence officer and critic of Ramos’ role dur- 
ing martial law. But as a member of the 
National Union of Christian Democrats — 
one of the factions that made up Ramos 
base — Gillego is willing to give the new 
president the benefit of the doubt. 

One area where Ramos may actually 
make a bold move — though his leader 
ship-by-committee style is not given t 
swiftness — is in dealing with rightist anc 
leftist insurgents, who have reportedly 
formed a tactical alliance to disrupt his con 
gressional proclamation as president anc 
threatened his life. 

Aides have floated the idea that Ramo 
will soon launch a major initiative to per 
suade the rebels to desist from their arme 
struggle. Ramos, who is credited with con 
taining the insurgency, has consistently al 
tached conditions to any amnesty offer 
and recently stressed that “we should kee 
the doors, and even the windows, open 
for talks. 

Political analysts believe Ramos coul 
strike a deal which a less hardline leade 
like Aquino, could not for fear of appea 
ing weak. "It's important for Ramos be 
cause he senses that the military canm 
modernise until he gets the insurgency o 
his plate," says the diplomat, who env 
sions an offensive against the hardco! 
rebel leadership only after a modifie 
ceasefire, amnesty and reintegration pri 
posal. “Ramos is looking for ways to dra 
them out of the hills,” he says. 

Ramos is using the same approach wi 
congressional adversaries to build conse 
sus. ^He's trying to make friends out of I 
enemies, which Cory did not do,” sa 
Congressman Jose de Venecia, Ramc 
main negotiator. 

Here, one of Ramos' biggest advantag 
may be precisely his lack of ideolog 
though it remains to be seen whether 
has the toughness to hold a coalition ! 
gether when it comes to policy decision: 

“Ramos identity will be marked not 
much by his philosophy as by the peo} 
around him," University of the Philippir 
political scientist Alex Magno says. Ram 
will keep some of Aquino's cabinet min 
ters, including two men who ran his ca 
paign: former trade and industry minis 
Peter Garrucho and former tourism min 
ter Alunan. Both are tied to the busin 
community. Asian Bank President Ram 
del Rosario, a major campaign donor, 
tipped to be finance minister. 

The new economic team is the m 
critical in the short term, since a Ran 
presidency will be judged by how quic 
the lights are turned back on and indus 
revives. However, the quest for the E 
and the brightest planners may suffer c 
to political obligations. The new presid 
must also balance the interests of his 
business constituency with those of 
countryside, particularly the grassroots é 
non-governmental organisations that g 
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ning to his pledge of “people empow- 
ment." WU n 
. Ramos has surrounded himself with fel- 

low former generals, whose cabinet roles 

are uncertain. Some analysts predict he will 

keep them in reserve until the transition 
... period is over and officials inherited from 
. the Aquino era can be edged out. 
^. Allies from his days as chief of the Phil- 
< ippine Constabulary, Ramos’ generals are 
= a reminder of a military career he has tried 
to both play up and play down. He wants 
^. history to start in 1986, not during martial 
_ Jaw. He wants to be remembered as a hero 
-. of people power, the man who profession- 
.. alised the military and inculcated in it the 
«^ commitment to civilian rule. He wants to 
be remembered for crushing the attempted 
-coups, not letting them happen over and 
-över again. But he also wants to be thought 
‘of as a civilian and he is known to bristle 
vhen addressed as "general" instead of 
secretary." 
-. During a campaign stop, Ramos proved 
ow image-sensitive he was by asking that 
armoured personnel carriers deployed as 
outine security back off and keep out of 
ight. He did not want to be seen as the 
irmy's candidate. 
- Indeed, he was not. Although he kept 
he fractious military behind Aquino, he 
‘ould not unify it. In political terms, it is no 
onger his turf, as many soldiers lined up 
ehind Santiago and Cojuangco. Ramos 
now faces the delicate task of regaining the 
military's support through juggling key 
ippointments, though he was quoted in a 
newspaper interview as saying he would 
ot radically reorganise the general staff. 
For example, any move to replace highly 
regarded armed forces Chief-of-Staff Gen. 
-Lisandro Abadia — who was not Ramos 
“choice to begin with — could strain rela- 
tions further. 
In foreign policy, the West Point-edu- 
-cated Ramos has been labelled an "Ameri- 
-can boy" by some for his close links with 
. Washington and the Pentagon. However, 
-while he accepts the need for collective se- 
curity arrangements as proposed by the US 
“and wants a deal giving Washington ac- 
cess to Philippine bases, Ramos is de- 
- scribed by US officials who have dealt with 
him over the years as a “pragmatic nation- 
-= alist” and a “prickly defender of Philippine 
concerns.” 
- Magno believes the US was not the 
¿formative milieu for Ramos. Rather, his 
¿roots are in Pangasinan province and a 
: family which imbued him with an ethic of 
education, public service and professional- 
. ism. His father was a career diplomat and 
foreign secretary. His sister, Leticia Ramos 
. Shahani, was also a diplomat before be- 
coming a senator. 
A But, Magno admits, with Ramos it is 
© hard to know for certain. Reading him and 
.- his presidency may prove as hard as pre- 
; dicting the May election. n 































































The daunting hurdles 


Ramos faces tough economic choices 


Fidel Ramos faces tough 
choices in reviving the battered 
Philippines economy. He must 
restore economic growth, after 
a year of contraction in 1991, 
providing promised jobs and 
prosperity in a country where 
up to 70% of the population now struggles 
below the poverty line. 

At the same time, Ramos will be ex- 
pected by international donors to improve 
the country’s balance-of-payments position 
and to bring government spending in line 
with revenues. His task on all fronts will 
be all the more difficult because he will 
likely face an adversarial Congress. 

Ramos has tipped his hand little to date 
on how he intends to address the Philip- 
pines’ persistent economic problems. He 
has only made vague commitments to 
streamlining the country’s huge govern- 
ment bureaucracy and to continue to 
gradual liberalisation policies pursued by 
President Corazon Aquino. This, in turn, 
has led to fears that Ramos will prove no 
match for lawmakers backed by strong 
vested interests. 
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The most immediate area of confronta 
tion could be the foreign debt-managemen 
strategy pursued by President Corazor 
Aquino. Ramos, if anointed, is widely ex 
pected to stick to this tack. 

While the country's US$26 billion in for 
eign debt still remains a heavy burden or 
economic growth, Aquino's administratiot 
managed to reduce debt-service level: 
from 36% of exports of goods and service: 


in 1986 to 2196 by 1991. Despite this pro 


gress, the issue of how to approach foreigi 
debt has become politicised and vulnerabk 
to populist demands. Debt service contin 
ues to eat up roughly 20% of the govern 
ment budget, reducing available fundin; 
for infrastructure and social services. 

The outgoing Congress had twice pass 
ed a bill imposing a cap on debt repay 
ments. It was vetoed both times by Aquin 
who, in turn, leaned on House Speake 
Ramon Mitra to use his clout to cut off ai 
override. Mitra's party has since beei 
trumped and proponents of a debt-ca] 
might command a two-thirds majorit 
needed to override a presidential veto. 

The majority of Filipino businessmei 
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are against a unilateral debt-cap because 
they feel it would result in a cessation of all 
foreign-exchange inflows. The Aquino gov- 
ernment and its foreign commercial credi- 
tors agreed a US$5 billion debt-reduction 
package in March. The deal, which in- 
volves the conversion of Philippines debt 
into long-term bonds and debt-reduction 
through discounted buy-backs, now hangs 
in the balance. 

"Worse than any coup attempts, or 
natural disasters, a debt-cap will mean an- 
other economic crisis," Citytrust Banking 
Corp. president Jose Facundo said. 

An adversarial Congress could also stall 
other Aquino administration initiatives 
which Ramos is expected to pursue. One 
of these was designed to attract badly 
needed foreign investment. While in office, 
Aquino sought repeatedly to do away with 





Estanislao: decisive direction needed. 


seem to embody everything that has 
been wrong in the Aquino administra- 
tion. How do you think this crisis came 
about? 

Two months ago, I presided over a 
meeting of the Investment Coordinating 
Committee in which a company pro- 
posed a project to build a power plant. 
The National Power Corp. (NPC) repre- 
sentative dismissed the proposal, saying 
that the NPC already has a lot of projects. 
I... told him that he didn't realise that 
[while] all these were beautiful on paper, 
not a single shovel of earth has been 
moved to build them. Nobody was or- 
chestrating all the things needed for the 
power programme. 

There have also been two other major 
problems. The first is power pricing. If 
the NPC has to go to all those offices to 
jet permission for the rates they charge, 
orget it. It will always have problems 
zetting the money it needs. 
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laws dating from the 1950s which prohibit 
the entry of foreign capital into the bank- 
ing and retailing sectors. She was also re- 
peatedly foiled. 

This scenario also unfolded on the fiscal 
front, where Congressional cooperation is 
necessary on a variety of levels. If a Ramos 
Administration is to retain the good will of 
the IMF and the World Bank, it must re- 
form the customs service and the bureau 
of internal revenue in order to increase 
government revenues. But the Congress- 
men have long been loathe to adjust a civil 
service code which makes it difficult to fire 
officials suspected of corruption. 

"If there is any major weakness of 
Ramos, it is his lack of regard for the 
political dimension of issues," says a suc- 
cinct pre-election analysis written by 
Hongkong-based Crosby Securities. “This 
could stunt his effectiveness as 
president and undermine the 
lines of communication be- 
tween the executive and legis- 
lative branches of govern- 
ment." 

Even the country's urgent 
power crisis has its legislative 
aspects. Salaries at the National 
Power Corp. are set by civil 
service laws that standardise 
wages for all government enti- 
ties, leaving the country's prin- 
cipal energy supplier short of 
technicians and engineers. 

8 Rigoberto Tiglao 


The second problem is 
the NPC itself. What do you 
do with it? They do not 
know how to maintain their 
power plants so they just al- 
low them to break down. 


Rather than political stability, it seems 
that investors' concerns now centre on 
the infrastructure and the delivery of 
basic services. What has been the prob- 
lem? 


te Mi are not willing to go to a higher 


level of resource mobilisation. It is a crime 


in this country to talk of higher taxes. But 
we don't have water, we don't have 
telephones. How can you provide for 
all these if people are not willing to pay 
for them? What we are finding out is 
that it is very expensive not to pay for 
them. 


Do you think [presumed presidential 
winner] Fidel Ramos has the kind of 
leadership you want to see? 

I think so. He is the type of individual 
who now has the opportunity [to make 
changes]. But if he turns out to be more 
of the same [kind of leader], forget it. = 
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PHILIPPINES 


Family at war 


Cebu's Osmena clan wracked by political infighting 


The Philippine election, while 
cruel to some of the big clans 
was kind to clan watchers, 
who lapped up the juicy feuds 
that sank dynasties. For politi- 
cal scientist Resil Mojares, au- 
thor of The Man Who Would Be 
President about late Sen. Sergio Osmena Jr, 
it may have provided enough material for 
a sequel about “Serging’s” nephews, enti- 
tled The Men Who Would Not Be President. 

The downfall of Cebu province's 
Osmena clan, a political family which 
traces its origins to a pre-World War Il 
vice-president, shows what can happen 
when a clan has no clear leader and just 
gets too big. More broadly, one lesson of 
the May election is that while the era of 
traditional elite politics is not over, such a 
process does have limits. 

The Osmenas exceeded those bounds 
when Sen. John Henry “Sonny” and his 
brother, Cebu’s Governor Emilio “Lito,” 
both decided to seek the vice-presidency. 
“The plan was for me to run for vice- 
president this year setting up a presidential 
bid in 1998, but Lito screwed it up. He's a 
sergeant who wants to be a general and 
now it's doubtful that either of us will 
make it [to the presidency],” Sonny told 
the REVIEW after the election. 

Seeing his chances were slim, Sonny 
withdrew from the vice-presidential race 
and was re-elected as senator on the 
ticket of former Marcos crony Eduardo 
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With regret and resignation, 
| the congressman said he 
~~ gg had no choice but to grease 

Ip " — voters on the eve of 
4, the 11 May Philippine elec- 

1: t tions if he were to keep his 
VE. seat. The consolation? Vic- 
. tory and the belief that he had partners 
. in crime: every other winner. "Nobody's 
.J While the Philippine authorities 
. largely rid this year's campaign of guns 
. and goons, they could do little to stem 
.. the rush of gold. Vice-President Salvador 
.. Laurel branded it the country’s dirtiest 
. election ever, and other losers cried foul 
— of better endowed winners. But few 
politicians, like the congressman, admit- 


Mea 
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Lito and clan implode. 


Cojuangco. The irony is not lost on family 
members who were jailed by Marcos dur- 
ing martial law. 

Although Lito delivered votes for his 
presidential running mate Fidel Ramos, he 
himself finished third. Moreover, his fail- 
ure to deliver wife Annette as his successor 
and cousin Serge III as a congressman rep- 
resents an astonishing repudiation of the 
Osmena name. Only two of five other 
Osmenas won, including Serge's brother 
Tommy who tried to remain neutral and 
ran on his own ticket for a second term as 
Cebu City mayor. “It looks like I’m the 
only survivor this time,” he said. 

A host of factors toppled Lito, who had 


ted their own abuses — though he spoke 
on condition he would not be identified. 

What saved him from defeat was 
P350,000 (US$14,000) in “sandwich” 
funds, money that is placed in folded 
sample ballots and handed out to sup- 
porters the day before the election. His 
incentive packages ranged from P30 to 
P500 per person. Many voters said they 
took such funds from more than one 
candidate and then voted according to 
their conscience. Yet the congressman 
believes this petty cash was critical. “It 
kept people on my side by making them 
invulnerable to other offers.” 

The last-minute money almost did 
not arrive. Some P110,000 promised by 
his party headquarters was “lost” in 
transit from Manila. He had to confront 
a government official over a further 
P100,000 delayed in its release from his 
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gained a reputation as father of Cebu's 
economic success during his four-year term 
as governor. In particular, many voters saw 
him as arrogant and aloof. Cebuanos also 
questioned his integrity after he entered the 
race against former supreme court justice 
Marcelo Fernan, a popular native son, and 
dumped his vice-governor in favour of 
political neophyte Annette. 

But the smear campaign by Sonny, es- 
tranged but fighting for the mantle of fam- 
ily patriarch, certainly helped bring Lito 
down and elevate a man who is a polar 
opposite: Vicente de la Serna, a former 
human-rights lawyer endorsed by a mili- 
tant trade union. A self-professed "trapo," 
Filipino argot for "traditional politician," 
who says he knows which buttons to push 
in Philippine politics, Sonny was so deter- 
mined to see "Lito and Co." defeated that 
he initially endorsed de la Serna over his 
own party's candidate for governor. He 
also freely spent Cojuangco's funds for his 
own grudge match, feuding relatives al- 
lege. ^I hope Cojuangco has his head for 
that," says Serge. 

As Lito reflects on defeat in his moun- 
tain-top home overlooking his former 
domain, other Philippine clan leaders are 
also licking their wounds. Not all families 
were purged. President Corazon Aquino's 
Cojuangco family scored regional successes 
against cousin Eduardo's faction. 

But even the winning side splintered 
when it came to the presidential race. 

The Osmenas now face an uphill strug- 
gle as they attempt to close ranks behind 
an uncontested leader. Sonny wants to let 
Cebu mayor Tommy run the show and 
has offered to retire in 1995 if Lito and 
Serge promise to stay out as well. Not 
likely, says Serge. “I wish we were a closer- 
knit family, but we're not. There is now 
moral suasion not to run." # Jonathan Karp 


coffers. Still running short, the 


party's 
congressman received an unsolicited of- 
fer from a member of a powerful clan. 
^Will a quarter of a million help you?" 
he quoted the man as saying a few days 
before the election. A was sent to 
a bank account of a cabinet member and 
cash was given to the congressman's 
daughter. In the last week of the cam- 
paign, he raised and dished out more 
than half of what he spent on his entire 
1987 campaign. 
"The of defeat haunted me. If 
you're not walking the corridors of 
power, you're just a defeated hoi polloi 
and nobody will listen to you. That is the 
Philippine political culture," he said, ac- 
knowledging his hypocrisy after years of 
fighting against government corruption. 
“Perhaps I'm not man enough to face 
defeat.” m Jonathan Karp 
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KMT veterans block moves for constitutional reform 


Taiwan's National Assembly 
reached a peak in May, it was 
words like "cockroach" and "eunuch" 
which entered the public record and sent 
reporters scurrying to file another colour- 
ful story about the country's elected offi- 
cials. 

For the majority of deputies, however, 
the lack of responsible debate was not the 
most serious shortcoming of the assembly. 
Far more worrying, say members of both 
the ruling Kuomintang (KMT) and the op- 
position Democratic Progressive Party 
(DPP), were the limits imposed by ruling 
party apparatchiks on the popularly 
elected assembly's freedom of action. As a 
result the assembly made extremely mod- 
est progress in carrying through the sec- 
ond stage of President Lee Teng-hui's po- 
litical reform programme. 

In the first stage of the reform pro- 
gramme, inaugurated two years ago, Lee 
removed the most objectionable holdovers 
of Taiwan’s authoritarian past by ending 
the formal state of civil war with the Chi- 
nese mainland and forcing the retirement 
Xf senior parliamentarians who had not 
stood for elections for more than 40 years. 

By returning Taiwan to constitutional 
rule and holding national elections for the 
National Assembly last year and the Legis- 
ative Yuan this year, Lee has gained new 
egitimacy for his government. 

The second stage of the programme was 

»xpected to include measures for simplify- 
ng Taiwan's elaborate governmental ma- 
"hinery, originally designed for the main- 
and, but this has proved more difficult. 
.. "Lee's balanced approach to reform 
vould ideally have included many more 
neasures than have been achieved so far," 
aid Tien Hung-mao, chairman of the In- 
titute for National Policy Research, an in- 
lependent think-tank in Taipei. Tien said 
hat an alliance of KMT conservatives with 
ther influential groups in academia and 
he news media had effectively blocked the 
eform process. 

The result is that changes in the pattern 
government have been predictably 
nodest. “Taiwan is an example of one of 
he most conservative transitions from au- 
horitarianism to democracy to be found 
nywhere," Tien said. 

Politicians and constitutional scholars 
ay that one result of the relatively minor 


























to strengthen the presidency and the Na- 
tional Assembly while weakening other 
branches of government. As a result of the 
latest changes, the president will appoint 
the Control Yuan, the government's 
watchdog. body, extending his appoint- 
ment powers to three of the five branches 
of government outlined in the constitution. 
The other branches are the Judicial Yuan 
and the Examination Yuan. 

While citing both the opposition party's 
pro-independence platform and the threat 
from Peking as reasons for going slow in 
the reform process, Tien said what the con- 
servatives were most worried about was 
losing their grip on power. The ruling 
party's minority conservative wing repre- 
sents the interests of traditional power bro- 
kers who arrived in Taiwan in 1949 and 
who retain control of military and security 
affairs. Their preference for political con- 
trol and mastery of the party machinery 
reflects their fear of being 
swept aside by democratic 
change. 

Although the views of 
the conservative minority 
were known, the party's 
heavy-handed orchestra- 
tion of the assembly dashed 
many reformers' hopes that 
things had changed. Some 
elected deputies considered 
the exercise in reform to be 
an embarrassment. Tai- 
wan's leading political 
magazine, The Journalist, 
described the reform proc- 
ess as a failure and a na- 
tional disgrace. 

“The old thinking about 
the National Assembly 
hasn't changed," says KMT deputy Li Ke- 
ming, referring to his party's tradition of 
dictating an agenda for members to follow. 
“The frustration we felt was that the con- 
stitutional amendments were coming 
down from the top and were not being 
discussed within the party first." 

After more than two months of often 
trivial debate on other issues, the assembly 
devoted its last three days to passing eight 
constitutional amendments which had 
been approved in advance by the KMr's 
central committee. None of the 147 other 
proposals submitted by the deputies, 
mostly from KMT members, were allowed 
to pass the required readings. 

With KMT apparatchiks sometimes rul- 


. ing the meeting from the floor, sending or- 
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das 
cussion or call a vote, there was little dou 
about the outcome, said delegates. 
“There was much manipulation ¢ 
unthinkable violation of procedural rules 
said DPP deputy Chang Fu-mei. “We h 
to go through so many fights; it was ve 
unpleasant.” The 75-member opposition 
delegation walked out three weeks before’. 
the session ended, abandoning its attempt 
to filibuster the meetings and protestin 
that its ideas could not get a hearing. 
The extent of the challenge facing.) 
in the second round of reforms bec 
apparent in March when he surprised. 
some of his closest advisers with a pr 
posal that the KMT's central comrhittee 
prove the direct popular election of: 
president. The move would have ina 
rated a fully democratic governmet 
cording to its supporters, and wou 
substantially shifted the balance of pow 
within the government and the party. 
Despite its probable success if + 
vote in the KMT central committee 
soon backed down in order to pre 
split in the party. Conservatives favou 
an indirect method of election, using dep 
ties to the National Assembly as prox 
for the electorate. As thev continued 
disagree, the KMT leaders subseque 
barred their deputies 
National Assembly f 
raising the issue. The. 
was to postpone an 
sion on how to choos 
next president to a 
session of the asse 
be called before Mas 
Many KMT as 
delegates commen 
for his restraint in 
pushing the direct el 
issue and leaving if: 
decided later. Befo 
raised the idea, few. 
members thought a 4 
election was likely. N 
that it is on the Kp 
agenda, many party me 
bers are hopeful it wil 
eventually be approved. E 
In the meantime, though, the KMT's top. 
down reform process appears to be sty” 
mied. The national debate about deme. 
cratic change, which peaked two years ago 
during the National Affairs Conference ug 
and again during the run-up to the Na- 
tional Assembly elections last year, has losti 
steam. The country's political energies are. 
absorbed by preparations for the electiori 
due in December to the Legislative Yuan: 
Reformers now sav that the prospe 


ders to the session chairman to en 
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for further democratic reform depet 
change within the ruling party itself. 
hope Lee will achieve such reforms a 
party's 14th Congress next year. "TE 
step is democracy inside the party," s 
KMT assembly member. 
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State of siege 


Mahathir tightens squeeze on ‘dissident’ Saban 


——— - 


. By Michael Vatikiotis in Kota Kinabalu 
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for Malaysia. The nationalist euphoria 
sweeping through the bar was no different 
from scenes elsewhere in Malaysia, except 
that in this distant eastern state of Sabah 
little else apart from badminton persuades 
the local people to feel close to the 
rest of the country. 

" Anti-federal feelings are running 
high in Sabah," said a young busi- 
nesswoman watching the televised 
badminton match. "The government 
is trying to force our chief minister 
to resign, but for us he is a hero,” 
she said. A school teacher added that 
she was losing friends from the 
peninsula as a result of Kuala 
Lumpur's onslaught against Sabah's 
state government. 

Political pressure on the state 
government led by Chief Minister 
Datuk Joseph Pairin Kitingan has 
been building ever since he pulled 
out of the ruling National Front co- 
alition and sided with the opposition 
alliance led by Tunku Razaleigh 
Hamzah in the 1990 elections. While 
Razaleigh failed to seize the national lead- 
ership, Pairin’s Parti Bersatu Sabah (PBs) 
retained its mandate in Sabah, winning 36 
of the state assembly’s 48 seats. 

Not known for his magnanimity, Ma- 
laysia’s Prime Minister Datuk Seri Ma- 
hathir Mohamad has made no secret of his 
desire to see Pairin defeated to pay for his 
switch to the opposition. “We cannot ac- 
cept this kind of people, who have no prin- 
ciple, or any commitment at all,” Mahathir 
said on a recent visit to Sabah. 

However, some of the tactics federal 
politicians are using to regain the state 
have highlighted the perceptual and social 
gulf between East and West Malaysia, gen- 
erating tension in a state where anti-fed- 
eral feelings lie close to the surface. Eco- 
nomic ties are being pared to the essential 
minimum and local politicians say Sabah's 
multi-racial harmony is threatened by the 
establishment of the peninsula-based 
United Malays National Organisation 
(Umno) in the state. 

Nevertheless, Sabah's chief minister 
does not look like a man under pressure. 
Soft-spoken and unruffled, Pairin is an un- 
likely protagonist in the battle of wills be- 
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Pairin's political options 


tween this resource-rich state and the fed- 
eral government. His options, however, are 
narrowing. 

^| feel they really want me to resign," 
Pairin said in an interview. As if to under- 
line the message, he has been hauled up in 
court on petty corruption charges, while 
his brother, Jeffery Kitingan, is detained in 
a Kuala Lumpur prison under suspicion of 
plotting to take Sabah out of the Malaysian 
federation. 





are narrowing. 

Pairin's troubles began after the 1990 
elections. But the federal government's dis- 
comfort with the PBs — a multi-racial party 
dominated by Sabah's mainly Christian 
Kadazan-Dusun indigenous people — 
probably dates back to its 1985 victory over 
Berjaya, a Muslim-led coalition. "Being de- 
feated by a new party [which took] away 
the leadership of the state from a Muslim 
[politician] was something of a shock to 
them," a senior PBS leader said. "They have 
not been able to put this aside." 

This view is based on the assumption 
that the Malay-Muslim dominated federal 
establishment is uncomfortable with the 
idea of a Christian-dominated state, espe- 
cially when it sees the number of Muslims 
in Sabah — who account for about 50% of 
the 1.5 million population — as a statistical 
counterweight to the roughly 50% non- 
Muslim population on the peninsula. 

The Kadazan-Dusun com- 
munity, the largest of Sabah's 
50-odd indigenous groups, is 
fearful of moves to Islamise 
the state. Although the agree- 
ment under which Sabah 
joined the Malaysian federa- 
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tion in 1963 included safeguards against 
Muslim proselytisation, many Sabahans 
argue these safeguards have been eroded 
by subsequent Muslim-led state adminis- 
trations. 

Mahathir has given assurances that the 
National Front is concerned with the peo- 
ple of Sabah in general, regardless of race 
and religion. But the launching of Umno's 
first foothold outside the peninsula in 
Sabah last year raised fears among non- 
Muslim Sabahans that peninsular-style ra- 
cial politics are being imposed on the state. 

It is an impression that Umno's infor- 
mation chief in Sabah, Karim Ghani, makes 
little attempt to dispel. "We want to see the 
PBS dissolved. Muslim members should 
join Umno, the Chinese join Chinese par- 
ties and the Kadazans can remain where 
they are,” he said, arguing that political 
parties should be national and not 
regional in affiliation. 

As part of this strategy, Mahathir 
recently attended the congress of a 
new political party in Sabah which 
aims to attract Chinese voters away 
from the pps. Formed in 1989, the 
Liberal Democratic Party (LDP) was 
admitted to the National Front be- 
fore the 1990 elections, but has yet 
to win any of the nine Chinese-ma- 
jority constituencies in the state as- 
sembly. “So far we have not been 
effective," admits an LDP official, 
"put we can sense that people are 
wavering in their support for PBS." 

Giving the game away some- 
what, the LDP canvasses for support 
from Chinese businessmen by high- 
lighting the windfall in federal 
funds and projects which has gone 
to neighbouring Sarawak since its reaffir- 
mation of support for the National Front in 
state elections last year. 

Pairin describes these moves as a 
“policy of divide and rule." He rejects the 
notion that the PBS should serve only the 
Kadazan community. “The PBS as a multi- 
racial party is one which we in Sabah fee 
is ideal, not just in Sabah, but for the rest o 
Malaysia," he said. 

Despite such rhetoric, some believe 
the PBs is being drawn into the arena o! 
racial politics. Datuk Mohamad Sari Nuar 
head of the Chinese Chamber of Com: 
merce in Kota Kinabalu, finds this perplex: 
ing. A Hakka Chinese of mixed blood, he 
is proud of Sabah's heterogeneous society 
“The community is united and intermar 
ried. You cannot isolate the communities,’ 
he said, while complaining that politic 
was doing just this. 

If politics threatens Sabah" 
social fabric, it is already at 
fecting the economy. Sabal 
seems to be paying for it 
“treachery” as an oppositio! 
state in much the same way a 
Kelantan's Islamic state gov 
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ernment is on the peninsula. Kelantan has 
faced economic difficulties which it blames 
on the federal government's scant alloca- 
tion of federal funds. 

Similarly, Kota Kinabalu's economic re- 
lations with Kuala Lumpur have been 
pared down to what is constitutionally re- 
quired. “We are still receiving funds from 
the federal government, the only difference 
being that extra allocations are no longer 
channelled through the state government,” 
said state Finance Minister Datuk Bernard 
Kurup. “The allocations are there,” 
Mohamad Sari Nuar, “but whether they 
are disbursed sooner rather than later is a 
different matter.” 

Federal politicians have warned that 
economic development will suffer unless 
Sabah returns to the political fold. Judging 
from the 40% cut in this year’s state budget, 
the state is feeling the pinch. GDP growth 
declined trom 5.6% in 1990 to 4.8% in 1991, 
a fall the state government blames on pre- 
vailing global economic conditions. Signifi- 
cantly, federal grants — previously the sec- 
ond-highest contributor to state coffers — 
have been relegated to fourth place in the 
current financial vear. 

More positiv ely, one irony of the situa- 
tion is that Umno’s entry into Sabah has 
been accompanied by a flood of funds and 
projects distributed through the party. This 


savs 


is partly the result of competition among 
Umno leaders to secure the backing of the 
220 delegates Sabah’s Umno branch will 
send to the party’ s next assembly. Al- 
though Karim is certain the money will al- 
ter people's perceptions of the National 
Front, one observer close to the PBS put it 
another way: "This won't buy votes, be- 
cause Sabahans feel they have had a right 
to the money all along." 

The federal government appears to be 
hoping for early state elections. Should 
Pairin be found guilty and fined more than 
M$2,000 (US$790) at the conclusion of his 
trial, he will be ineligible to hold office as 
chief minister. 

Outwardly, the PBS government's policy 
is to stand firm and most key PBs officials 
deny rumours of a snap election. "The 
snap election scenario is aimed at infusing 
instability in the party and creating a po- 
litically volatile situation,” said James 
Ligunjang, a PBS state assemblyman. 

Some PBS officials, however, are con- 
cerned about the impact of federal pres- 
sure on the stability of the state. The longer 
Pairin holds on to power, the more popu- 
lar he seems to become in the eyes of the 
Kadazans. If unchecked, this could spur 
a Muslim backlash similar to one that 
erupted soon after the PBS came to power 
in 1986. " 
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Federal 
excess 


Sabahans feel exploited 
by central government 


urking just beneath the surface of th« 

political conflict between Kot: 

Kinabalu and Kuala Lumpur, is the 
sensitive issue of Sabah's perception of it: 
status within the Malaysian federation. 

Raising the matter riles the federal au 
thorities, who suspect elements in Sabah o 
harbouring secessionist intentions. Since 
mid-1990 at least seven people have beer 
detained under the country’s Interna 
Security Act, accused of plotting to take 
Sabah out of the federation. 

Sabahans themselves recoil from the 
thought of secession, and claim only to be 
seeking a fair deal from the centre. “Being 
re gionalistic does not make us less Malay: 
sian," argues a source close to the state': 
ruling party, Parti Bersatu Sabah (PBs). 

“When we joined Malaysia in 1963 
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Sabah was the richest state, now we are the 
second poorest. Why ?” asks a prominent 
local businessman. 

In the early 1960s Sabah — then known 
as North Borneo — was invited along with 
Sarawak and Singapore, to join the Malay- 
sian federation. An official inquiry found 
only about one-third of the population of 
Sabah in full agreement. “We are frankly 
not interested,” wrote one of Sabah's lead- 
ing politicians, Donald Stephens, in 1961. 

But initial reservations were eventually 
overcome after an Inter Governmental 
Committee (IGC) incorporated most of the 
safeguards demanded by Sabah's political 

parties in a document known as the 
"Twenty Points." This led to Sabah joining 
the federation at its formation in Septem- 
»er 1963. 

Almost 30 years on, many of these safe- 
zuards, including the special position of 
'natives," religion and language, have be- 
'ome less apparent. Amendments made to 
he federal constitution in the interests of 
iational integration and the standardisa- 
ion of laws in the federation have eroded 
heir significance. 

Buried in the IGC agreement is an un- 
lerstanding that the agreement itself 
vould be reviewed every 10 years. The 
irst, and so far only, review in 1973 con- 
‘luded that Sabah and Sarawak's special 





Mahathir freezes out Sabah's ruling party. 


status as "the Borneo states" be drop} »ped 
so as not to convey the impression that 
Malaysia is divided into two parts. 

The re ality is that Sabah's distance from 
Kuala Lumpur, its distinct social chemistry 
and the state's considerable wealth of re- 
sources, has neither fostered dependence 
nor integration of a magnitude the federal 
authorities perhaps envisaged. This may be 
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Minister Datuk Seri Mahathir Mohamad 
told a rally in Sabah in September last 

ear. 
Arguably, there is a nexus between the 
alienation of the PBs from the National 
Front — a coalition that controls the fed- 
eral government — and talk of pushing 
for a review of the Twenty Points in 1993 
— or even of a referendum on the ques- 
tion of whether Sabah wishes to remain in 
the federation. These issues resurfaced in 
the run-up to the 1990 elections. 

Datuk Bernard Dompok is deputy chief 
minister and a leading figure in the PBS. 
He considers calls for a review of the 
Twenty Points as a core issue, but is hesi- 
tant to commit the party. “It would be 
dangerous to raise the issue, but there are 
others in the PBs who want to raise it at the 
next party congress in July,” he said. 

PBS members who are trying to have 
the matter brought up at the party con- 


gress believe they can find a way to avoid 
confrontation with the federal government. 
“We can discuss this in an amicable way, 
perhaps by forming a high level committee 
and meeting with federal officials,” said a 
member of the party’s youth wing. 

This seems unlikely, as Kuala Lumpur's 
response so far has been to suspect those 
who raise Sabah's status in the federation 
of harbouring subversive intentions. 


Dompok for one believes the issue is rid- | 


dled with "petty arguments" and diverts 
attention from more pressing development 
needs in the state. 

However, Dompok concedes that with 


the bulk of Sabah's oil wealth barely ex- | 
ploited or even discovered, the 1976 agree- 


ment surrendering oil rights to the federal 
government is something "that still bugs 
Sabahans. Leaving us this resource would 
have worked wonders to win our hearts," 
he said. m Michael Vatikiotis 
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Floating voters 


Political balance threatened by Muslim migrants 


he last Sunday morning mass at 

Kota Kinabalu's Sacred Heart 

Cathedral is said in Malay. Most of 
the congregation, some kneeling on the 
steps of the cathedral because there is no 
room inside, are Catholic Indonesians from 
East Timor and Flores. Across the bay, on 
Gaya Island, a settlement of Filipino Mus- 
lims juts into the sea on flimsy stilts. 

“I came here because it was easy,” re- 
lates a young Filipina working as a beer 
promotion girl in a Kota Kinabalu restau- 
rant. “I just took the plane from Manila 
and came through the front door." 

Many more take the back door. Immi- 
grants from the Philippines and Indonesia 
are estimated to total between 500,000 and 
700,000, and many officials believe they 
may now account for as much as 40% of 
the population. Although much in demand 
as cheap labour, the immigrants are con- 
sidered Sabah's most pressing social prob- 
lem and have recently become pawns on 
the political chessboard. 

"Because we use immigrant labour, 
costs are cheaper," says Datuk Mohamad 
Sari Nuar, head of the Chinese Chamber of 
Commerce in Kota Kinabalu. "This has 
also brought Sabah a lot of trouble, because 
immigration is difficult to control," he 
added. 

A local economist estimates that immi- 
grant labour now accounts for 60% of the 
service sector and a staggering 90% of the 
state's burgeoning agricultural plantation 
sector. "If we got rid of them, the economy 
would collapse," he claimed. 





Filipino worker: political pawns. 


Despite their vital economic role, 


Sabahans are quick to brand the immi- | 


grants as a social menace. In the east coast 
town of Sempurna, a local assemblyman 
estimates immigrants outnumber locals by 
2:1 and are the chief source of crime. 

Despite Malaysia's stringent firearms 
controls — unlawful possession of a gun is 
a capital offence — the east coast is a hot- 
bed of piracy and smuggling. "Guns are 
easily available here," said a civil servant 
based in Tawau, adding that the "goons" 
who use them are mostly outsiders. 

The federal government has set up a 
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special task force to control the flood of 
immigrants, and claims some 3,000 of them 
were sent back last year. But the state gov- 
ernment suspects that the federal authori- 
ties are dragging their feet. The main rea- 
son for this is politics, officials of the state's 
ruling Parti Bersatu Sabah (PBS) say. 

Most of the immigrants are Muslims 
from Mindanao in the Philippines or from 
Sulawesi and Java in Indonesia. The PBS 
alleges that peninsular Malaysia’s de facto 
ruling United Malays National Organisa- 
tion (Umno) is ignoring their illegal status, 
or even granting them citizenship to enlist 
them as voters. “The immigrants are being 
used as a political tool with the primary 
object of altering the political landscape of 
Sabah,” claims James Ligunjang, a PBS state 


assemblyman. 
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“This is just emotional talk,” counters 
Karim Ghani, Umno's information chief in 
Sabah, though he points out that granting 
citizenship is the federal government's pre- 
serve.” If people apply for citizenship, it is 
up to the federal authorities to consider 
whether they are eligible, and if they are, 
grant them identity cards.” 

In 1985, former chief minister Datuk 
Harris Salleh was quoted in the Borneo Mail 
as saying: “There is no doubt that Sabah is 
moving towards being dominated by the 
Muslims who already make up more than 
50% of the population. It all depends on 
the federal government how fast the proc- 
ess continues.” 

A glance at the 1986-89 electoral rolls 
reveals that a 28.5% increase in Sabah's reg- 
istered voters was the second highest 


Conduct unbecoming 


f By Michael Vatikiotis in Kuala Lumpur 


. Heated arguments and the trading of 
. political insults across political benches 
. are drawing Malaysia's parliament into 
. disrepute, or so many government MPs 
seem to think after a stormy session 
ended in May with the suspension of op- 
position leader Lim Kit Siang for the rest 
of the year. 

But the veteran MP and leader of the 
. multi-racial Democratic Action Party 
. (DAP) views his suspension from another 
angle. “This is the culmination of an in- 
creasing anti-democratic trend in this 

. country," said Lim. 

Initially, the DAP leader was sus- 
.. pended for the remaining week or so of 
. the May session, after a row with Malay- 
. sian Indian (MIC) leader Datuk 
— Samy Vellu on 14 May. Fiercely attacked 
— by DAP MPs over his alleged role in an 
- ongoing controversy over 9 million 
- "Telekom shares allocated to the Indian 
— community, Samy tried to fend off Lim's 
.. vitriolic attack by citing a standing order 

. compelling MPs to “confine their obser- 
vations to matters under discussion." 
_levant to the debate on the government's 
. Bankruptcy Act. Ignoring Deputy 

Speaker Ong Tee Keat's attempts to dis- 

pute this and calm tempers, Lim 
. ploughed on. “If you want to fight, is 

this the way to fight, by running away?" 
— he demanded of an agitated Samy, who 
. earlier had indeed challenged the oppo- 

sition leader to a fight. Eventually, the 
house erupted in pandemonium. Oppo- 
sition MPs began taunting the deputy 








speaker, forcing him to 
temporarily suspend the 
session. 

Lim's subsequent sus- 
pension for the remaining 
week of the session had 
the support of many MPs 
who viewed his tactics as 
being too provocative. 
And when he reappeared 
in the house on 26 May to 
clarify the terms of his re- 
moval, it was with the full 
support of the government 
benches that his suspen- 
sion was extended to the 
end of the year. 

Lim's suspension have raised ques- 
tions about the freedom and scope of 
debate in Malaysia's 180-seat parliament. 
One MP suggested that Lim was not 
breaching any parliamentary rules by 
linking the MIC share scandal with the 
Bankruptcy Act debate. He cited a par- 
liamentary tradition that grants the op- 
position leader latitude to use debates on 
government bills to raise broader issues. 

“If parliament is a place to debate is- 
sues of the day, the agenda must have 
the flexibility to accommodate debate, 
otherwise parliament becomes merely an 
extension of the administration," said the 
MP, a member of the ruling National 
Front, of which the MIC is a member. 

This view reflects concern in parlia- 
mentary circles about the trend towards 
a muted parliament. Opposition MPs 
complain that attendance by govern- 
ment ministers is declining. One MP 
claimed that on some occasions debates 
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Lim: anti-democratic trend. 


among Malaysia's 13 component states. In 
some constituencies, electoral rolls have 
grown by as much as 43% in the past five 
vears. Citing identity card number discrep- 
ancies and foreign names on voter lists, the 
PBS is convinced that immigrants are being 
registered. 

The joke in PBs circles is that the unre- 
solved claim by the Philippines on Sabah 
is close to becoming a reality; another 1C 
years, they say, and the state will be demo- 
graphically dominated by Filipino mi- 
grants. Umno politicians seem more inter- 
ested with increasing Malay-Muslim num- 
bers on Sabah. "People with no loyalty tc 
the country in the first place are not peopk 
you should court politically,” warn: 
Sabah's Chief Minister Datuk Joseph Pairir 
Kitingan. m Michael Vatikiotis 


were conducted even though attend- 

ance did not meet the quorum require- 

ments. Earlier in the May session, the 

tabling of two government bills was 

delayed because the relevant ministers 
were absent. 

Opposition MPs sug- 
gest that the National 
Front's commanding ma- 
jority has, over time, made 
it unnecessary for minis- 
ters to attend parliament. 
They point to the popular 
perception that the domi- 
nant component of the 
Front, the United Malays 
National Organisation, is a 
more influential forum for 
debate on national policy. 

Government MPs dis- 
miss allegations that they 
are stifling debate by dis- 
ciplining unruly members. “We don't 
want our parliament to become like that 
of Taiwan,” said one MP, referring to a 
brawl in the Taiwanese legislature last 
year. All this has focused attention on 
the speaker of parliament, who is sup- 

to guide the ings. During 
heated debates over the month, the 
conduct on both sides of the house has 
verged on contempt of the speaker. MPs 
waved their order books furiously and 
insisted on rulings that the speaker alone 
is supposed to interpret. 

The opposition accuses the speaker of 
bias, while some suspect government 
MPs are acting a little too zealously to 
muzzle the opposition. Neither tactic has 
made the speaker's job any easier. The 
speaker himself, Tan Sri Zahir Ismail, 
was even driven to considering a rule 
adopted by Singapore's parliament 
which allows a three-month prison sen- 
tence to be imposed on MPs for con- 
temptible behaviour. 5 
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Traveller’s Tales 


t was 7:30 a.m. on 18 May, two hours 

after Thai soldiers cleared Ratcha- 

damnoen Avenue with M16s and 

machine guns, killing a still-unknown 
number of people protesting against their 
military-run government. After daybreak 
heavily armed paratroopers occupied the 
street, while hundreds of people quietly 
shuffled on their Monday-morning way to 
work along the sidewalks, nervously eye- 
ing the troops. 

As a colleague and I surveyed the scene, 
a woman, thirty-ish, apparently also on her 
way to work, approached us. Her face re- 
vealed the most intense pain and distress. 
Hands held out from her sides in frustra- 
tion, on the verge of tears but unable to 
cry, she stammered, “You look. See. This is 
my country. Thailand. This is my coun- 

She, and many Thais, may have been 
most shocked to see something they 
thought was impossible in their peaceful 
land. One significant outcome of the 
Ratchadamnoen massacre is that many 
Thais are questioning their own self im- 
age, asking, “How did this happen? Are 
we that kind of people?” 

It is a painful question for a people 
which so genuinely believes itself to be 
peaceful, honest, friendly, fun-loving and 
generous. Thailand built its reputation on 
these traits, so much so that it is the central 
theme of promotions to both international 
tourists and foreign investors. 

The self-image is accurate, but only to a 
certain extent. Over the past few years of 
peaceful prosperity, many Thais may have 
taken their own propaganda too seriously, 
turning their eyes away from some fester- 
ing problems. 

They have ignored — though not 
papered over like other countries — pro- 
stitution, child labour, drug trading, a 
high violent crime rate and corruption. 
The problems do get exposed, but it is just 
that no one ever seems to be punished for 
them. 

But mostly, giddy with four straight 
years of double-digit GDP growth, many 
Thais convinced themselves and the 
rest of the world that Thailand was fully 
past the "coup stage" of national develop- 
ment, that the military was firmly boxed 
up and that Thais would never attack each 
other in the power game. There was too 
much to lose. 

They believed it so much that they were 
convinced that the 23 February 1991 coup, 
which went without a shot being fired, was 
different. And the appointment of Anand 
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Panyarachun and his technocrat govern- 
ment helped everyone ignore the fact that 
it was still the military which empowered 
Anand. 

The events in May have not just divided 
à society against its soldiers. It has riven 
friends and families. People speak of an 
argument that broke out in the normally 
friendly men's changing room of the 
upper-class Polo Club. When one mem- 
ber defended the military's action, a group 
of his fellow club men turned on him, 
almost coming to blows. Some parents are 
angry at their grown-up children for sup- 
porting the demonstrations; others, at their 
military friends for having fired on their 
children. 

In a way, what happened at Ratcha- 
damnoen has reminded Bangkok espe- 
cially how much people became consumed 
by new wealth, and forgot everything else. 
That in itself is hopeful. Did the Los An- 
geles riots wake up the US to its gangre- 
nous inner-city problems? Probably not as 
much as Bangkok has been jolted. 

Thais have a deep-seated conscience, 
something that may have just been stowed 
away over the past few years, along with 
the Thai people's understanding of the role 
of the army. 





The ‘yogurt mob’ before the blood. 
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If the Thai self-image has been exag- 
gerated, it is not wholly incorrect. ft 
seemed that the entire society, aside from 
the military, worked hard to keep the 
demonstrations organised and peaceful 
Ihe derivation of the nickname for the 
demonstrators as "the yogurt mob" was 
that the organisers were very effective in 
halting sales of beer and whiskev in the 
area. 

Even peaceful Thais know the danger 
of one of their own being excited and tipsy 
And since, at the beginning, the big 
demonstrations were equally a picnic to 
many families, drinking was a real worry 
Thais often spice their picnics with Mek- 
hong whiskey. 

After violence erupted, there were 
many reports of soldiers and their com- 
manders who privately said they would 
not shoot anyone. There is wonderful 
television footage of a marine who walked 
into the Royal Hotel's lobby-turned-hospi- 
tal when the army was shooting nearby to 
tell people they could escape over a Ma- 
rine-guarded bridge. He was hoisted on 
people's shoulders and cheered, as if a 
football hero. 

On 20 May, rumours were flving that à 
break in military ranks would soon have 
soldiers fighting soldiers. Soldier-occupied 
Ratchadamnoen was very tense. | asked à 
soldier aiming a machine gun down an 
empty sidestreet what the two cans strap- 
ped to his chest were. "This one is tear 
gas," he said, uncovering the canister on 
the right. "But this one is more important." 
He pulled out a can of Coke. 

On the other hand, the agency which 
helped to build up the image abroad, the 
Tourism Authority of Thailand (TAT), 
sometimes does not know when to stop. A 
week after the shootings, the air still rife 
with political instability, TAT sent a mes- 
sage to the tourism industry around the 
world: "The situation is back to normal 

. We believe that everybody would work 
for a peaceful solution to solve this political 
difficulty. Your clients will be able to travel 
as before without any problem. Only a few 
countries in the world can solve such à 
crisis in a very short time." 

But with bullets? 

This traveller would like to have the last 
entry for the bad taste award. Sighted at 
the arrivals corridor of Bangkok's Don 
Muang airport on 30 June was an appar- 
ently innocent signboard greeting a con- 
vention of medical specialists. It read: Wel- 
come to all participants to the International 
Symposium on Bleeding Disorders a 
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Desperately seeking students 


Thanks to the labour shortage, graduates are in great demand 


By Robert Guest in Tokyo 
t is early evening and the Daikon no 
Hana watering hole in Tokyo is full to 
bursting with university students. A 
British psychedelic band is playing in 

the background, and the conversation 

skips from baseball to movies, and then to 
the fourth-year students’ plans for post- 
graduation trips to Europe or Hawaii. 

The main preoccupation of final year 
students just about everywhere else in the 
world — the problem of finding a job — is 
mot even an issue here. With 2.7 white col- 
far vacancies available for every one appli- 
cant, who's worrying about the future? 

It is not yet 9 p.m., and as is her custom, 
Tomoko Nakagawa is still slaving at her 
desk. She is a junior manager in the re- 
cruiting department of a medium-sized 
Tokyo computer firm, and searching for 
new employees in the middle of a labour 
shortage is not the easiest of tasks. 

Nakagawa tensely puffs on her 28th 
-igarette of the day, and explains her prob- 
iem: "No matter how many letters and 
:ompany brochures we send to university 
students, it's almost impossible to get them 
© read what's inside." 

Nakagawa is sending 45,000 company 
»rochures to students all over Japan, in the 
Yope of recruiting perhaps 70 of them. The 
'ompetition for graduates is extremely 
ough. It is not unusual for Japanese com- 
Janies to put Y500 (US$4.00) telephone 
ards inside their junk mail, and to write 
m the outside: “There is a telephone card 
nside this letter!” just to get the students 
o open the envelope. 

But even this is no guarantee that stu- 
lents will read what is inside. Under- 
raduates — some 2 million of them or 
6.3% of college-age young people in Ja- 
'an — receive such enormous quantities 
f promotional bumph that most find it 
npossible to plough through it all. 

"You could fill three or four big card- 
oard boxes with all the junk mail I’ve re- 
eived in the last couple of months," says 
un Kodo, a third-year student of Western 
listory at Keio University. “And in fact 
at's exactly what I did with the stuff — 
"s easier to throw it out that way.” 

This is perhaps not the kind of attitude 
rat would endear Kodo to a potential 
mployer, but with such a scarcity of 
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‘Study? Why bother?’ 


young graduates in Japan, employers have 
to take what they can find. 

Nakagawa’s company has only 400 em- 
ployees, but the recruiting department 
numbers seven plus secretarial support. 
The task of wooing new talent is deemed 
crucial enough to merit the undivided at- 
tention of four senior executives, and the 
cost of bagging a single student (excluding 
wages for the recruiting staff) is an aston- 
ishing ¥2 million. 

This, however, is a sound investment, 
because under the shushinkoyo system of 
lifetime employment, even a medium- 
sized firm like Nakagawa’s can expect to 
keep its staff virtually for good. 

The race to recruit students has led to 
some creative marketing by would-be em- 
ployers. Japan Railways (East) commis- 
sioned a video drama about what it is like 
to be young and to work for a mass-transit 
company, showing young executives go- 
ing on business trips at resorts in Spain, 
and to trendy spots like the Cross Keys 
Tavern in London. A select group of 
100,000 received unsolicited copies at an 
estimated cost of ¥500 million. 

Yokogawa Electronics Co. has incorpo- 
rated its promotional material into a pin- 
up calendar, presumably on the assump- 
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tion that most of the engineers they are 
looking for will be men. 

Nakagawa's favourite, (for she keeps an 
eye on what rival firms are up to by col- 
lecting all the junk mail sent to the univer- 
sity aged son of one of her colleagues), is a 
brochure for Mitsubishi Motors. "Look at 
this," she says, holding up a glossy enve- 
lope, "they've put the address on the back, 
so the whole of the front of the letter is 
pure advert." 

Inside is a colourful pamphlet which 
omits the boring details of the company's 
accounts and concentrates instead on the 
Paris-Dakar rally. There are pages and 
pages of photos of Mitsubishi cars beating 
tracks through the sand and doing sharp 
corners around the Pyramids. Hot motor 
cars are à popular craze among Japanese 
university students, so a brochure full of 
turbo-charged horsepower creates the ideal 
corporate image: racy, modern, glamorous, 
and if the almost complete absence of con- 
centration-demanding prose is anything to 
go by, not too much hard work. 

Nakagawa's firm is not big enough to 
come up with expensive material like this, 
but smallness has its advantages, too. 
There is an agreement between the 
Nikkeiren (association of Japanese busi- 
nesses) and the universities that companies 
should not start recruiting until June, and 
should not make firm job offers until Octo- 
ber. The idea is to prevent students from 
being distracted from their studies by 
thoughts of their future careers. 

Nakagawa's company begins aggres- 
sively seeking students in March, and is 
handing out job offers by May, six months 
before they are supposed to. In fact, 
according to Nakagawa, the big busi- 
nesses cheat as well, making offers by 
word of mouth well before the recruiting 
season begins, and then merely putting to 
paper in October what has already been 
decided. Since larger enterprises are more 
in the public eye, when they break the 
rules, they have at least to be discreet 
about it. 

Not so the small fry. Nakagawa sends 
every first or second year employee back 
to his or her former university to gather 
together as many friends and acquaint- 
ances as possible, hand out business cards 
and plug the company. 

She pays go-between companies to find 





< out the addresses of just about every final 

| year student in the country, and deluges 
them with direct mail. She makes sure 
that her company's name and address 
feature in every recruiting magazine and 
every employment directory that gets pub- 
lished. 

Even when the students have agreed to 
join the company, Nakagawa's department 
has to keep them sweet to prevent them 
from running away into the arms of a 
competitor. She arranges for them to be 
sent on skiing holidays at company ex- 
pense, just to remind them what a gener- 
ous employer they will have. 


No prizes for guessing who benefits 
from all this. "There is a trend towards 
offering longer holidays, higher pay, and 
reduced overtime to new employees," says 
Nakagawa. "And companies that don't 
follow the trend are simply not going 
to be able to recruit the personnel they 
need." 

What is more, though the competition 
to enter universities like Keio and Waseda 
is often described as hell, life is fairly easy 
once you are inside. "I visit art galleries a 
lot,” says Junko Fukui, a fourth-year law 
student at Nihon University. “Study? Why 
bother? It’s not like I need a first class de- 
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gree to get a job when I go out into the 
world.” 

With the proportion of young people ir 
the population falling steadily, companie! 
are going to be struggling ever mort 
fiercely over a diminishing pool of poten 
tial recruits. Which means that Japanes 
students can look forward to higher pa 
and shorter hours than their parents eve 
dreamed of, whereas the outlook for re 
cruiting managers is bleak. 

Meanwhile, Nakagawa rubs the bag 
under her eyes. "Fifty hours overtime pe 
month is too much for me,” she says. “Tr 
applying for a transfer." 
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T Du of Cambodian History: Politics, 
-War and Revolution since 1945 by David P. 
Chandler. Yale University Press, New Haven 
and London. £25, US$44. 


- David Chandler's new book is the most 
detailed and scrupulously documented ac- 
count of Cambodian politics from 1945 to 
1979 written to date. The tale that emerges 
is not the common fable of a paradise lost, 
but rather of a society ruined by the hubris 
and incompetence of its own ruling class. 
This is what makes the destruction of Cam- 
bodia in the 1970s not just a mistake or 
«rime (as William Shawcross, among oth- 
ers, has eloquently argued), but a tragedy. 
Of course foreigners played a part in 
1 this. Chandler notes US hostility towards 
Prince Sihanouk’s neutralism in the 1950s, 
and records that the US became involved 
in plots against him as early as 1958. He 
also notes that by the early 1960s the Viet- 
namese communists had illegally estab- 
lished base areas in eastern Cambodia, 
from which the insurrection in South Viet- 
nam was directed. 

But in this context Cambodian politi- 
cians whose ambitions outweighed their 
scruples found waging war, first against 
the Vietnamese and then against their own 
countrymen, to be a handy way of gaining 
foreign patronage. Perhaps they could not 
see that what was to their personal advan- 
tage spelled ruin for their country; or per- 
haps they simply did not care. 

Chandler's narrative is shaped by three 
“themes” which link the Cambodias of Si- 
hanouk (under the French colonial protec- 
torate 1945-54, then as an independent 
kingdom 1954-70), Lon Nol (the Khmer 
Republic 1970-75) and Pol Pot (Democratic 
Kampuchea 1975-78). These themes evoke 
a perception of Cambodia’s lost greatness; 
a vision of neighbouring Vietnam and 
Thailand as “eternal enemies” and its tra- 
ditions of autocratic leadership. 

Chandler does not analyse these themes 
in detail. They are largely given, the back- 
drop against which Sihanouk, Lon Nol and 
Pol Pot act out their tragedy. 

“In examining the Sihanouk era,” writes 
Chandler, “one must balance the prince’s 
diplomatic skills, patriotism and capacity 
for hard work against his tolerance of cor- 
ruption and his self-centred, erratic style. 
Anyone trying to form a judgement about 
his years in power must also confront his 
disdain for educated people, his impa- 
tience with advice, his craving for ap- 
proval, his fondness for revenge, his cyni- 
cism, and his flamboyance.” 

Until the mid-1960s, Chandler believes, 
the prince was basically able to deliver 
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Fatal distractions 


what he promised, and was rewarded 
with widespread respect and support. 
From that point on, his vices increasingly 
outweighed his virtues and his DEOR 
ebbed rapidly. 

The seeds of this decline had been sown 
earlier. In the 1940s and 1950s Sihanouk set 
about "using modern techniques to institu- 
tionalise an absolutism that had previously 
been ceremonial, decrepit, and taken for 
granted." He turned his back on political 
pluralism early on, and his successes only 
strengthened his absolutist habits. 

Chandler argues that the critical phase 
was Sihanouk's suppression of the Demo- 
cratic Party, which led the campaign for 
independence and a democratic republic 
in the late 1940s and early 1950s. Oppo- 
sition to Sihanouk was driven under- 
ground, abandoning hopes of democratic 
bi for habits of intrigue and Ciao 

The regimes that fol- 
lowed Sihanouk cruelly 
betrayed the hopes of their 
initial supporters. Each 
tumed out to be more au- 
tocratic, incompetent and 
murderous than the re- 
gimes they replaced. Both 
the Lon Nol and Pol Pot 
regimes, in Chandler's 
view, were children of the 
Democratic Party and 
products of Sihanouk’s re- 
pression. 

As their legitimacy 
evaporated, both regimes 
invoked a glorious past 
with increasing feverish- 
ness, pursued military triumphs and for- 
eign patronage with increasing desperation 
and suppressed domestic opposition with 
increasingly brutality. For Pol Pot's Demo- 
cratic Kampuchea, these deficiencies — 
grave enough in themselves — were am- 
plified many times over by the regime’s 
commitment to Marxism-Leninism, which 
meant nothing to mast ordinary Cambodi- 
ans. 

Chandler rejects the argument that the 
violence of the Pol Pot years was the pro- 
duct of the antagonism of poor peasants 
towards a parasitic urban upper class. The 
fatal flaws in Cambodia’s political culture 
were the autocratic presumptions of its rul- 
ers, and the continuing deference ordinary 
Cambodians showed to their leaders — 
even those who had demonstrated extraor- 
dinary incompetence and brutality. 

Chandler’s narrative stops with the 
Vietnamese overthrow of the Pol Pot re- 
gime in 1979. At this point the “tragic ap- 
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proach” to Cambodian history. 
of its explanatory value. He of 
brief and sometimes cryptic comm 
developments since then. It is, he te 
“possible” to interpret this period "i 

of the fragmentation or devaluation 
Cambodia ... as a nation-state.” B 
Certainly, for much of this time, C: 
bodia was under Vietnamese occur 
And two years after the Vietnamese pulle 

out, the UN moved in. But Chandle 
summary judgment is too negative; 
in these y years a ried nationa was pa 
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Se «ond. what doe: 

racy mean in the i 
social milieu described by Ch 
Third, how viable will any arran 
the UN puts in place be once it lee 
given the present milieu? | 
UN officials might also ponder Chan. 
dler's account of how previous elections _ 
have worked in Cambodia. The elections _ 
of 1955, which were overseen by the Inter | 
national Control Commission (cc) estab: 
lished by the 1954 Geneva Conference, are 
of special relevance. Security forces intimi- 
dated candidates, beat up and jailed oppo 
sition campaign workers m broke up - 
meetings. Candidates for parliament we 
assassinated, newspapers were ck 
their editors jailed. Nevertheless i 
found it expedient to declare the ele 
"correct" 
Let us hope that the UN does 
job this time around. No on 
this excellent book could. dor 
Cambodian people deserve it. 
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Books in brief 


Yaohan's Global Strategy: The 21st Century 
is the Era of Asia by Kazuo Wada. Capital 
Communications, Hongkong. HK$120 
(US$15.40). 


This curious little volume contains the 
musings of Kazuo Wada, a Japanese de- 
partment store boss who decided to start 
afresh in his 60th year by relocating his 
headquarters in Hongkong. Slight in its 
historical information and oddly repetitive 
in its prose, Yaohan’s Global Strategy none- 
theless offers insight into the mind of a true 
Japanese maverick. 

Wada is an exceptional Japanese busi- 
nessman. In his youth, he embraced Marx- 
ism. Now he is an adherent of the wealthy 
universalist Seicho-no-le religion. He didn't 
start, like most big Japanese retailers, from 
Tokyo or Osaka, but from the partly rural 
Izu Peninsula. And when Yaohan first ex- 
panded abroad, it did so in Brazil, not 
somewhere safe in Asia or the US. 

Wada’s message is one of relentless 
optimism. Aphorisms like “press hard with 
resolution and perform 
with bravery and strength” 
drive the text. So do 
lengthy sections extolling 
the competence of Yao- 
han's executives. Chapter 
headings include "The 
feeling of love is the origi- 
nating point for overseas 
strategy," and "No man 
can be a leader if he lacks a 








Wada's emphasis is 
also on humility. Encoun- 
ters with luminaries such 
as Li Ka-shing and Hong- 
kong Bank boss Willie 
Purves are recounted in 
the manner of a wide-eyed 
boy getting to meet his heroes, not in the 
manner of a seasoned businessman who 
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. heads up a corporation with a US$2.6 bil- 


lion annual turnover. Wada was pleased 
that Purves let him buy, at an exorbitant 
price, a Hongkong Peak mansion that has 
been viewed locally as a white elephant 
ever since Michael Sandberg, an egoma- 
niacal former bank boss, erected it. 

Wada claims to have had a spiritual 
epiphany in his 60th year, “to shed the skin 
of the snake in the year of the snake.” See- 
ing the potential of South China’s develop- 
ment and Hongkong’s pivotal role, he 
moved to the colony shortly after the 
Tiananmen incident, buying property on 
the cheap and styling himself as a confi- 
dent visionary. Although he doesn’t men- 
tion it, Yaohan's relocation also takes the 
sting out of Japan’s usurious tax regime. 

Despite Japan's restrictive retail laws, 
Wada has managed to build a 93-store 
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chain in his homeland and to gain an ap- 
parently profitable footing in nine foreign 
countries. His shrewdness is evident from 
an anecdote about how he outwitted 
competitors vying for a big piece of New 
Jersey property. Wada sought out the 
land's orthodox Jewish owner on a secular 
holiday when everyone else was having a 
good time. Unfortunately, though, such 
anecdotes are few and far between, though 
Wada's quirkiness shines through 
throughout. m Jonathan Friedland 


Southeast Asia in the New International Era 
by Clark D. Neher. Westview Press, Boulder, 
Colorado. US$48.50. 


With US economic self-confidence 
shrivelling, a protectionist clamour (laced 
with xenophobia) threatens to swamp 
those brave souls who wave the pennant 
of free trade during this year's presidential 
campaigns. Watch out Japan. Watch out 
China. And, if babble turns to hysteria, 
watch out the rest of Asia's trade-based 
economies. 

In a climate where ignorance is the 
best friend of the loudhailer populist, 
any book is welcome that 
addresses a US audience 
and attempts to dispel 
the stereotype of Asians 
as an homogenous army 
of worker ants mount- 
ing an insidious conspi- 
racy against the totems so 
dear to Uncle Sam. It is a 
pity that Clark Neher's 
book is unlikely to corral 
the attention of blinkered 
polemicists. 

Neher, a professor of 
political science at North- 
ern Illinois University, la- 
ments in his preface how 
Southeast Asia has disap- 
peared into the margins of 
Washington policymaking. (Vietnam, it 
could be argued, is lodged in the adminis- 
tration's subconscious, the passage of time 
and the Gulf War notwithstanding.) 

The book's title is something of a mis- 
nomer, as the author admits. Southeast 
Asia is a geographical identity, a patch- 
work of states that embraces agro-pauper 
Laos and gleaming, booming Singapore, 
not a common bloc of interests. 

The Asean grouping, the principal 
manifestation of the view that contiguity is 
tantamount to comity, was formed to 
present à united front against the threat 
from a Southeast Asian neighbour, Viet- 
nam. Without such an agent of cohesion, 
Asean has often looked like an awkward, 
self-conscious body, groping for a role and 
a purpose. Nor is there much evidence of 
what the "new international era" holds for 
Southeast Asia and, despite the promise of 
the title, Neher wastes little time on fanci- 
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ful postulations. 

[nstead, the author marshals his scho- 
larship into a country-by-country analysis 
of the political, economic and social forces, 
both historical and contemporary, that 
have shaped Southeast Asia. Particula: 
emphasis is placed on Thailand and the 
Philippines, reflecting Neher's expertise 
Neher's fair-minded and sympathetic — 
though never indulgent — approach i: 
exemplified by his analysis of the now 
threadbare logic propping up Washing 
ton's continued trade embargo agains 
Hanoi. 

A more vibrant style, in which meta 
phor and anecdote hold sway over th 
sometimes inelegant argot of political sci 
ence, would help the book reach the wide 
US readership it deserves. W Steve Procto 





Private Business in China by Willy Kraus. 
Hurst & Company, London. £27.50 
(LIS$50). 


This book provides well-researchec 
material on the rapid growth of China’: 
private economy and the dilemma i 
presents to Marxist ideologues in the coun 
try. Perhaps, not wishing to upset th 
many hardliners who still view China’ 
economic reforms as a betrayal of Marx 
ism, reformers have generally underplaye 
the burgeoning influence of private enter 
prise on the economy. 

Just the mere presence of the thousand 
of karaoke bars, snack shops and restau 
rants that line the streets of China's ricl 
coastal cities is testimony enough to th 
spread of private entrepreneurism. Not t 
mention the many marble-trimmet 
apartment blocks that are changing th 
rural landscape of the south. 

Based on published Chinese data, Krau 
computes that the private sector — whic 
includes much of the rural economy — i 
1989 already accounted for 69% of China’ 
total employment. This raises the questio 
of whether the state sector can still mair 
tain its economic dominance — a funde 
mental condition for Chinese socialism — 
given its declining profitability, mountin 
debts and fading potential as a source c 
jobs. 

Given the revival of socialist rhetori 
after 4 June 1989 private business mu: 
have felt threatened, and with good rec 
son, if past experience is any guide. Mixe 
signals from a leadership that remains tor 
between a sentimental attachment t 
Marxist dogma and a pragmatic commi 
ment to improve living standards only ad 
to a sense of insecurity. Many leaders sti 
take the view that individual business mu: 
be subordinated to the public economy t 
avoid a swing towards capitalism. 

Originally written in German, the boc 
could have been more pithily translate 
with closer attention paid to sentence cor 
struction. m Elizabeth Chen 
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Filing a potential Asian power vacuum is frought with problems 


By Robert Delfs in Tokyo 


The threat posed by growing trade tensions with the US and Europe is 
complicating Japan's searc h for a new global and regional role in the 
post-Cold War era in keeping with its enormous wealth and economic 
power. 

Despite pressure from trading partners to reduce the country's bal- 
'ooning balance of payments surplus, this trade surplus has become vir- 
tually structural and is unlikely to be reduced in a hurry. 

Tendencies toward the formation of exclusive economic groupings in 
Europe and North America 
threaten not just Japan but also 
other dynamic but highly trade- 
dependent East Asian economies, 
which experienced dynamic eco- 
nomic growth in the 1980s. 
Ironically, this has driven Japan, 
so often accused of protectionism, 
to emergence as a leading advo- 
rate of global free trade, while at 
the same time becoming increas- 
ingly interested in forming defen- 
sive trade alliances in Asia as a 
'all-back position. 

Heightening trade tensions 
with the US in particular are un- 
nerving for Tokyo because of 
their longstanding “special rela- 
tionship.” Not only are Japan's 
overall foreign and trade policies 
based on the premise of coopera- 
tion with the LIS, but the US- 
lapan security alliance is vital to 
assure neighbouring countries 
that Japan will not feel compelled 
to adopt a more assertive political 
and military presence in the re- 
gion. 


he controversy in Ja- 
pan over legislation 
to allow its Self-De- 
fence Force to par- 
ticipate in UN peace-keeping 
operations, suggests there is 
still a long way to go to reach 
a consensus on Japan's place 





involving the threat of combat. Even so it met domestic opposition 
on the grounds that it violated Article 9 of the Japanese Constitu 
tion, which provides that the Japanese people renounc 
war as a sovereign right of the nation and the threat or use of 
force as a means of settling international disputes." And even 
with safeguards, China, South Korea and other Asian 
have also expressed concern about the plan. 

But the real reasons why Japan's global strategy still seems 
tentative and adrift 
much or more to do with un- 
É certainty about its relation- 
* ship with the US, as it does 
about its own lack of direx 
tion or resolve 

According to Rand € orp ^ 
lonathan Pollack, weakened 
political leadership on a glo- 
bal scale has left a conceptual 
vacuum. He sees "an indeter- 
minate strategic situation in 
which nobody has any idea 
what is driving geo-political 
relationships beyond their gut 
instincts about economic and 
military power 

Ihe new world order e 
pected to emerge in the wak« 
of the collapse of the Soviet 
Union has not vet taken 
shape. Instead, domestic poli- 


Tforevet 


OuntTies 


has as 


"5 M38 


tics have become more vola 
tile in all the leading indus- 
trial countries — the C; This 


has led to less self-confident 
governments not only in Ger- 
many, France, and Britain, but 
also in the US, wher electo 
ral challenges to President 
George Bush have been com 
pounded by recession and the 
recent 
lence 
“While the world remains 
in flux, it is all the more diffi 
cult for Japan to stake out 


focus on urban vio 


in the new world order. new international role,” a sen 
The original concept of the ior Foreign Ministry official 

bill, born out of the criticism said 

of Japan's failure to contribute — Self-defence fleet: visible contribution? [he continuing crises in 

manpower as well as money what was forme ih ugosli 


to the UN-authorised coalition in the 1990 Gulf War was "to allow 
Japan to make a more visible contribution to international efforts 
to resolve conflicts threatening international peace and security," 
according to Jiro Okuyama, a Japanese foreign ministry official. 
In its final form, after months of debate, the bill required 
specific approval by the Japanese parliament before troops could 
be dispatched overseas and still barred them from any situation 
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via and that between Armenia and Azerbaijan have dashed hopes 
that the UN could take on the task of deterring IZ ETOSSIOI and 
resolving international conflicts. 

Although geographically distant from Japan the Serbian crisis 
and those in the former Soviet Union have crystallis atent 
doubts about the adequacy of all post-Cold War security arrang 
ments. While the former communist Warsaw Pact has ceased to 
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exist, neither NATO nor the EC have managed to mobilise any 
effective response. 

This, in turn, calls into question what would happen if US- 
centred bilateral security arrangements in Asia were tested by a 
similarly complex conflict arising in this region. 

Most unnerving for Japan has been the emergence of new 
strains in its relations with the US. It is not only that Japan's 
overall foreign and trade policies are based on the premise of US 
global leadership. Within Asia, the US-Japan security alliance is 
vitally important to neighbouring countries who fear that without 
it, Japan would be compelled to adopt a more assertive political 
and military presence in the region. 

How badly frayed the ties between Washington and Tokyo 
have become was starkly highlighted during Bush's visit to Tokyo 
in January. This trip was designed to demonstrate the heightened 
importance of the US-Japan relationship in the absence of a com- 
mon strategic adversary, based on a redefined security relation- 
ship and the high level of economic 
inter-dependence between the two 
countries. 

Instead, the summit was all but 
hijacked by Chrysler Corp. Chair- 
man Lee Iacocca and other US ex- 
ecutives accompanying Bush to To- 
kyo, who demanded at a press con- 
ference that Japan agree to a fixed 
schedule for reducing its bilateral 
trade surplus with the US, currently 
running around US$40 billion a 
year. 

As far as press coverage was 
concerned, Bush's collapse at a state 
linner given by Prime Minister 
Kiichi Miyazawa far over-shad- 
owed the contents of the Tokyo 
Declaration signed by the two lead- 
ers, intended to redefine a new US- 
japan "global partnership" in the 
post-Cold War era. 

But what perhaps illustrates the 
current tone of US-Japan relations 
better than the Tokyo Declaration, is Michael Crichton's best-sell- 
ing suspense novel Rising Sun, which portrays Japan as a new 
"evil empire," engaged in a worldwide conspiracy to achieve eco- 
nomic and political domination over the US. 

US Vice-President Dan Quayle, in a speech in New York to the 
Council on Foreign Relations in April, characterised the US-Japan 
security relationship as the "vital linchpin of peace and security 
throughout Asia and the Pacific." Similarly, US Defence Secretary 
Dick Cheney, when he visited Tokyo last November, described 
the US-Japan alliance as the "core" of US regional security policy 
which is "helping to provide region-wide security." 

The problem is that the logic underpinning the US-Japan 
iliance still remains essentially rooted in the Cold War era, 
ded to a military threat posed by the Soviet Union and its 
client states, while the strategic focus of the US military presence 
n Asia has shifted to the threat posed by regional conflicts. 

US Secretary of State James Baker wrote in a 
‘ecent issue of Foreign Affairs: “What was a sec- 
ondary aspect of our Cold War era security pres- 
ance is becoming the primary rationale for our 
defence engagement in the [Asian] region: to 
provide geopolitical balance, to be an honest bro- 
ker, [and] to reassure against uncertainty.” 

The reality, as both US and Japanese officials 
privately admit, is that the US naval presence 
and forward-deployed forces in the Western Pa- 
cific are there to prevent a power vacuum deve- 
loping in Asia and to forestall attempts by any 


Surplus 


Aid — p.58 


18 JUNE 1992 





Miyazawa and Bush: core of security. 


Regionalism — p.44 


Environment 
p.50 
Hesearch - 


Multinationals 


World Bank 





FAR EASTERN ECONOMIC REVIEW 


regional power, particularly Japan itself, to fill such a vacuum. 

“To say this openly would be tantamount to admitting that we 
cannot trust ourselves, we can't even try,” a Japanese official ex- 
plained. "What we do say is that our alliance with the US gives 
international credibility to our pledge that Japan will never be- 
come a military power that threatens any other nation 

The gap between the rhetoric and substance of the post-Cold 
War US-Japan alliance makes it politically vulnerable in the event 
of an actual crisis in the region, because in that event the US 
would almost certainly have to respond unilaterally, with limited 
or even no real help from Japan. 

Japan is politically unprepared to participate actively with the 
US in dealing with a regional conflict arising on the Korean 
Peninsula, the contested islands of the South China Sea, or the 
Straits of Taiwan. Nor would many other Asian countries wel- 
come, even as a last resort, the presence of Japanese troops even 
limited to non-combat supporting roles. 

j Such a crisis in Korea, for exam- 
3 ple, could be triggered by confron- 
tation over Pyongyang’s nuclear 
weapon production facilities. The 
possible need for intrusive inspec- 
tions of North Korea’s nuclear fa- 
cilities was recently jointly raised by 

US Congressman Stephen Solarz 

and US Assistant Secretary of De- 

fence for International Security Af- 
fairs, James Lilley. 

For the Pacific alliance to remain 
viable after such a crisis might de- 
pend on whether US political lead- 
ers could explain to the American 
public why Japan's troops re- 
mained at home on alert while US 
forces suffered casualties. The way 
the Bush administration and the US 
Congress dealt with Japan's inter- 
nal difficulties at the time of the 
Gulf War offers little ground for 
confidence that such a public rela- 
tions exercise would be successful. 
This is not to suggest imminent crisis. The collapse of Soviet 

world power has so far had a generally benign effect on regional 
stability in Asia. There has been a dramatic reduction of tension 
on China's borders with India, Vietnam and the former Soviet 
Union in the past few years. The process of resolving the long- 
standing conflict in Cambodia has accelerated, and North Korea 
has been induced to engage in dialogue with the US, Japan, and 
the government in South Korea. 

For many analysts, moreover, increasing economic integration 
and technological inter-dependence between the US and Japan 
remains the overriding factor driving long-term strategic develop- 
ments into the next century. 

"Despite the Japan-bashing in the US . . . the forces leading 
toward a US-Japan 'bigemony' or ‘pax consortis’ are becoming 
stronger every day,” according to Takashi Inoguchi, Professor of 
Political Science at Tokyo University. 

“Bigemony,” a word coined by C. Fred Berg- 
sten, Director of the Institute of International Eco- 
nomics, refers to the fusion of US and Japanese 
manufacturing, financial and commercial sectors 
into a single integrated economy which would be 
a dominant force in the world. Former Japanese 
prime minister Yasuhiro Nakasone is a prominent 
supporter of this model, which implies Japan 
would take on a gradually increasing security role. 

On the other hand, Inoguchi's pax consortis sce- 
nario, assumes a less ordered international sys- 
tem of shifting consortia and coalitions which is 
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not necessarily dominated by the US. 
In this model, Japan would remain a non-military power, and 
its relations with the US would remain, in substance, far less than 
a full military alliance. Japan would focus its energies on coalition 
diplomacy, coordinating and promesing the interests of Asian and 
Pacific countries internationally, and acting, if necessary, as an 
intermediary in regional conflicts. 
The potential vulnerability of US-Japan relations in the 
face of crisis has, in fact, stimulated Japanese diplomatic efforts to 
ease regional tensions and strengthen emerging regional security 
consultative mechanisms. The end result suggests movement in 
the direction of pax consortis rather than the US-Japanese “bige- 
mony.” 
For example, Japan has acted as a go-between for the US and 
China, notably after the crushing of the pro-democracy demon- 
strations in Peking’s Tiananmen Square in June 1989. Then prime 
minister Toshiki Kaifu pushed successfully for relaxing the post- 
Tiananmen economic sanctions against China at the G-7 summit 
in August 1990, and Tokyo was the first of the group to unfreeze 
its economic aid to Peking. 
Western human rights activists have accused Japan of timidity 
in confronting human rights abuses by Asian regimes, but it is 
also true that Tokyo's massive official development assistance and 
high investment levels can be an important, if unspoken, source of 
political pressure. 
Japanese loans to Asia fell to Y604.7 billion (US$4.65 billion) 
last year, largely because of decreased lending to the Philippines 
and the cessation of loans to 
South Korea as Seoul became a 
net contributor, But Japan’s 
loans as well as grant aid to 
Asia (US$1.35 billion in 1990) | e 
still far outshadows US eco- 
nomic assistance to the region. 
| Japan's aid to China in 1989 

— US$832.18 million — ac- 
counted for 55.7% of all bilat- 
eral assistance to China, for 
example. Aid to Indonesia 
(US$1.15 billion) was 67% of 
total aid received. 

While Japan, unlike the 
Netherlands, did not suspend 
aid to Indonesia following the 
killing of more than 50 East 


Japan's 





Timorese protesters in Dili last Fra East 
November, Tokyo officials " dns 
claim Japanese pressure was = Total: US$227.2 billion 


instrumental in insuring that an 
Indonesian government report 
assigned partial responsibility 
to its own security forces. “Our message was quiet, but com- 
pletely clear,” an official said. 

The recent tentative steps in Burma by the ruling State Law 
and Order Restoration Council to relax its iron grip on the nation, 
including the decision to allow opposition leader Aung San Suu 
. Kyu to receive visits from her family, and moves toward resolv- 
ing the problem of Burmese refugees in Bangladesh, have also 
been attributed to quiet Japanese pressure. 

The idea that the annual Asean post ministerial conference 
become a forum for discussing regional security issues among the 
Asean nations and Japan, the US, Australia, and Canada, first 
_ proposed by then Japanese foreign minister Taro Nakayama last 

July, received support at the Asean summit in January. 
Japanese Vice-Foreign Minister Hiroshi Owada told partici- 
pants at the Williamsburg Conference in April that the emerging 
consensus among countries in the region was "not for construc- 
tion of a single concrete architecture for security arrangements, 
— but... establishment of a framework for security dialogue." — & 


*S. Korea, Taiwan, Hongkong 
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REGIONALISM 


Slowlv off the 





trade blocs 


By Anthony Rowley in Tokyo 


t is ironic that Japan, a country whose economy is hardly 

regarded as being among the world's most open, should have 

become almost a lone voice championing the cause of global 
free trade. Ironic, but understandable given that Japan is unable to 
retreat into the hinterland of regional self-sufficiency which beck- 
ons other major industrial powers. 

Europe is a continent of neighbouring states with broadly simi- 
lar political and cultural traditions and the continents of North 
and South America are joined at least in the physical sense. But 
Japan is not only physically an island, but is almost isolated by 
metaphorical seas of suspicion and differing traditions. 

Japan has managed to project itself beyond these local waters 
by building bridges across the Pacific to North America and to 
Europe. Such links are now under threat and can be maintained 
only by championing the cause of open markets and free trade 
while Japan seeks to form de- 
fensive trade alliances with the 
rest of Asia. 

“My dream is to make this 
| region a shop-window for free 
international trade," says one 
official at the Ministry of Inter- 
national Trade and Industry 
(Miti). Noble sentiments, but 
what they boil down to is that 
Japan has no option for the 
present but to advocate free 
trade. 

An EC which has already 
doubled in size from its origi- 
nal six member states to 12, and 
which could go on to form alli- 
ances with another score or so, 
holds the potential for becom- 
ing a self-contained political as 
well as economic bloc. So toc 
does an integrated entity with- 
in the Americas, in the shape of 
the US-Canada-Mexico group- 
ing in the embryonic North America Free Trade Agreement 
(Nafta), or under some other banner. 

The defenders of such groupings argue that free-trade areas, 
customs unions or even regional political and security alliances dc 
not necessarily translate into protectionist blocs. And it is true that 
world trade is still increasing, even if not so fast as intra-regional 
trade. 

Nevertheless, Japan recognises the danger of being discrimi- 
nated against in future by powerful economic groupings in Eu 
rope and in the Americas, and its response has to be formulatec 
from a position of vulnerability. 

Just under 30% of Japan's total foreign trade is with the US 
even though trade within Asia has come to represent a similai 
proportion over the past five years. Trade with Europe account: 
for a further 15% of Japan's total, while the bulk of Japan's foreigr 
direct investment is in the US and Europe. 

Access to these markets must be maintained at almost any 
cost, hence Japan's support for the principle of free trade in gen 
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eral and for the liberalising Gatt Uruguay 
Round in particular. 

Japan cannot retaliate in the short term 
by threatening a defensive trade bloc with 
the rest of Asia — far less a political and 
security alliance. It has a lot to lose by al- 
ienating the US, even in a world freed from 
the Cold War menace. 

While it is far from deciding its own 
role in defence, Japan's mutual security 
links with the US will remain primary as 
long as Tokyo needs protection from 
other potential threats — possibly North 
Korea or even China — and while its vital 
trade sea lanes are still defended by the 7 
US. 7 

From these political and economic links 
with the US and Europe flows a direct need 
for Tokyo to tailor its Asia regional strate- 
gies to suit Western predilections. Japan 
cannot be seen to be giving open support 
to the concept of regionalism in Asia. As 
Miti officials put it: “We have a regional 
policy for Asia but not a policy on regionalism.” 

Japan has to proceed by stealth — or even guile — in its ap- 
proach towards economic and other forms of cooperation in Asia. 
This became apparent in December 1990 when Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad put forward his proposal 
for an East Asian Economic Grouping (EAEG) which would act as 
a regional consultative body for Asia — and which would specifi- 
cally exclude the US, Canada, Australia and New Zealand from 
membership. 

A meeting of Asean economic ministers last October, while 
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Mahathir: caucus without Caucasians. 


altering the name to the East Asian Economic Caucus (EAEC) 
modified the proposal to play down its original consultative aim 
This pleased the Americans who, according to Secretary of State 
James Baker, do not care if the proposal is for a free-trade are 
without the US, but would mind very much if the grouping wert 
to exclude Washington from discussion on regional political anc 
security issues. 

Limiting the membership to strictly Asian countries — making 
it, as one wit said, a caucus without Caucasians — immediateh 
set the proposed EAEC apart from existing organs of regional eco 
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nomic cooperation such as the Asia Pacific | 


Economic Cooperation forum (Apec) estab- 


lished in 1989, and other Asia-Pacific bo- | 


dies such as the Pacific Economic Coopera- 
tion Council or the private-sector business 
forum Pacific Basin Economic Council, 
which are essentially about Asia-Pacific 
cooperation rather than intra-Asian coop- 
eration. 

When the US first showed hostility to 
Mahathir's original concept, Japan quickly 
distanced itself publicly from the proposal, 
but reports surface from time to time that 
the foreign ministry was more sympathetic 
to the idea in private. 

Some even suggest that former foreign 
minister Saburo Okita may have conceived 
the original idea, then asked Kuala 
Lumpur to float it as a trial balloon. It may 
not have been too difficult to persuade 
Mahathir, often critical of the West and tak- 
ing Japan as an economic role model. 

But foreign ministry sources say that 
Okita did not originally come up with the 
proposal: he was simply first to be privy to 
Mahathir's new regional thinking. In an 
article written for Toyo Keizai magazine last 
year, Okita stressed the Japanese dilemma 
of having to present one face to the West 
and another to Asia. 

But if Tokyo is being two-faced, it is 
probably no worse than the US, which in- 
sists on being a party to any Asian discus- 


TRS 


sions on regional cooperation, while never | 


considering inviting Japan to join Nafta's 
deliberations. Neither has the EC invited 
Tokyo to help design European integration 
— but at least Brussels has not publicly 


opposed the Malaysian initiative in the 


way Washington did. 

Tomomitsu Oba, former Japanese vice- 
minister of finance for international affairs, 
holds that if Nafta and the EC are really 
stepping stones on the way towards 
greater integration of the global system, as 
apologists argue, then Japan should be free 
to join a consultative body such as the EAEC 


was originally intended to be, in order to | 


boost the process in Asia. 


Japan appears to think that the EAEC has | 


another valuable role to play — monitor- 
ing the progress of the EC and Nafta to 


guard against them becoming protectionist | 


economic blocs. 

Either Gatt itself or the Paris-based Or- 
ganisation for Economic Cooperation and 
Development might perhaps have been ex- 
pected to fulfil such a role. But Tokyo ap- 


pears to have something else in mind. If | 
the EAEC idea is kept alive, it at least offers | 
the possibility of pan-Asian retaliation | 


against institutionalised regionalism else- 
where. 

But what kind of regionalism is possi- 
ble in Asia, and would it embrace simply 
core economic powers such as the Asian 
NICs, Asean and China, around a Japanese 
nucleus — in a similar fashion to the EAEC? 
Or might it extend to embrace Indo-China, 
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the Indian sub-continent and even the Far Eastern part of the 
Russian Federation — raising the spectre of involving Moscow. 

Indeed, one of Asia’s problems — apart from its extreme cul- 
tural and social diversity — is that economic linkages do not al- 
ways coincide with national boundaries. Any number of so-called 
economic “growth triangles” are emerging, ranging from one 
embracing Southern China, Hongkong and Taiwan to another 
embracing Singapore plus parts of Malaysia and Indonesia — or 
even the proposed development round the Sea of Japan basin, 
based on the Tumen river delta, involving China, Russia, Japan, 
both the Koreas and possibly even Mongolia. 

In devising Nafta, the US 
and Canada may unwittingly 
have given Asia a clue as to 
how economic cooperation in 
the region might be structured. 

Nafta stops far short even of 
being an economic and mon- 
etary union let alone a Euro- 
pean-style political and security 
union. Given their relative lev- 
els of economic development, 
Japan, South Korea and maybe 
Taiwan could use the Nafta for- 
mula as a model for formalised 
cooperation, some Japanese 
analysts suggest. 

The loose formula of Nafta 
is probably something of an il- 
lusion, however, or at best a 
half-way house along the road towards lasting cooperation among 
nations. 

The European Free Trade Association proved incapable of 
withstanding competition from the politically more ambitious EC. 
European experience has shown, too, that once trade barriers are 
lowered this simply exposes other restraints to trade, and ulti- 
mately leads on to policy harmonisation which in turn enters the 
political and security spheres. 

There are other elements to Asian regionalism. As Dr Vittorio 
Volpe, an eminent Italian banker, noted at a recent conference in 
Tokyo, the Japanese-German model of institutional capitalism is 
becoming increasingly opposed to Anglo-Saxon forms of indi- 
vidual capitalism. Both systems, he suggests, could coexist within 
the context of regional economic 
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Leading the 


energy race 


I n the run-up to the UN Conference on Environment and De- 





velopment (Unced) in Rio de Janeiro, Japan has figured in 

most discussions, primarily as chief presumptive donor when 
it comes to the question of who will pay the bill for halting degra- 
dation of the global environment. 

The Unced secretariat has estimated that it will cost US$125 
billion a year to fund the preliminary agenda for environmental 
protection — including programmes related to global warming, 
population control, energy efficiency and deforestation. 

Former Japanese prime minister Noboru Takeshita, who is 
heading Japan's delegation to Rio, has suggested that Japan could 
contribute 20-30% of these costs. Takeshita, who resigned as prime 
minister in 1989 over his involvement in the recruit bribery scan- 
dal, remains co-leader of the most powerful faction in the ruling 
Liberal Democratic Party (LDP). 

Takeshita has recently begun to draw together a group of pow- 
erful LDP politicians to form a new zoku ("policy tribe") in parlia- 
ment focused on environmental issues. Other key members in- 
clude Kazuo Aichi and Masahisa Aoki, both former director-gen- 
erals of the Environmental Agency, and former finance minister 
Ryutaro Hashimoto. One objective is to upgrade Japan's Environ- 
mental Agency into a full ministry. Cynics allege that Takeshita's 
real agenda is to cleanse his political image around the environ- 
ment issue, as a prelude to regaining the prime ministership. 

Takeshita's desire for a political comeback is indisputable. But 
the leaders of this new group also look to global environment 
issues as a new focus for Japan's long-term economic strategy. 
Environmental technology, broadly defined, promises to be one 
of the world's premier growth industries in the next decade and 
beyond into the next century. 

If so, then Japan is well-positioned to become the world leader, 
because it will be selling what developing countries really want — 
not the no-growth nostrums ped- 
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A natural 
phenomenon is 
occurring at Japan's oldest 
and best-established bank. 
We've changed our name to Sakura Bank, 
and burst forth with greater commitment to get closer 
to customers. A natural choice, since Japan's sakura cherry 
blossom is synonymous with growth and prosperity 
things we've stood for all along — and since 300 years of 
global experience has taught us that a bank succeeds best 
when it understands the basics. Nurturing customer 
relationships, providing top-quality service. developing innovative 
products to meet specific business needs. Now flourishing 
worldwide, Sakura Bank has over 100 offices in 31 countries, plus more 
than 600 locations in Japan (the largest domestic banking network). We're 
e e e No.3 worldwide in total assets, and a world leader in corporate and 
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evels. Energy consumption in developed countries levelled off 
apidly in the 1980s, with average annual growth among, OECD 
embers of only 1%. 
But low-income economies’ energy consumption in the 1980s 
ew at an average annual rate of 5.3%, representing a doubling 
only 13 years. If this rate were sustained over the next 20 years, 
.. it could have potentially disastrous consequences on atmospheric 
concentrations of CO» — implicated as the prime factor in global 
- warming — far outweighing the likely counter-effects of conser- 
vation and pollution controls in developed countries. 
— Japan's annual per capita energy consumption in 1989 was 
3,484 kgoe, slightly lower than that of the most industrialised 
.. countries in Western Europe, and only 45% of that of the US. 
- ` Relative to GNP, Japan is the most energy efficient country in 
_ the world. The ratio of per capita GNP to per capita energy con- 
sumption in 1989 was 6.8 — that is, Japan generated US$6.80 in 
r capita GNP for each kg of oil equivalent consumed, compared 
to only US$4.70 in France and West Germany, US$2.70 in the US, 
JS$ 0.60 in China. 
n the late 1960s, Japan's demand for energy still followed a 
cal developing economy pattern, with each 1% gain in GNP 
companied by a 1.5% rise in energy consumption. But the Opec 
oil shocks in 1973 and 1979 presented far more of a threat to Japan 
— which is almost entirely dependent on imported energy — 
than to most other industrialised countries, and induced a far 
more thoroughgoing industrial restructuring. 
<. In response to the oil shock, The Ministry of International Trade 
and Industry (Miti) was given extraordinary powers to allocate 
uel and power, compelling factories to adopt stringent conserva- 
n measures or close their doors, while higher costs were imme- 
ately passed along to residential consumers. This greatly stimu- 
ted rapid development and installation of energy-efficient in- 
trial processes and equipment, along with the accelerated 
ansfer of highly energy-intensive industries (such as aluminium- 
nelting) to countries with lower unit energy costs. 
The relevance of Japan's experience after 1973 is not merely 
at it was able to reduce overall energy consumption and par- 
"ularly industrial consumption, but that Japan also was able 
uickly to resume a high rate of GNP growth while reducing en- 






























































gy demand. Japan's real GNP increased by a net 93% between 
173 and 1990. Over the same period, total energy consumption 
‘ew by only 21.6%. Industrial energy consumption in 1990 re- 
ained 2.4% less than in 1973. 

Miti officials, perceiving a potential threat in Takeshita's plans 
a new Ministry of the Environment, is also moving rapidly to 
ourage energy conservation technology. Projects now in the 
elopment or planning stage include experimental oil refining 
chnology using high-polymer membranes instead of heat and 
innovative hot-gas nuclear reactor technology (approximately 3076 
of Japan's total electric power comes from nuclear generation). 
|. in May, Miti officials announced a plan to establish energy 
conservation centres in all Asean countries, and has provided Y300 
million (US$2.34 million) in equipment to China for a new energy 
conservation centre in Dalian. 

-... Miti is expected to announce revised, tougher targets for in- 
dustrial energy consumption later this year, which will be de- 
gned to reduce annual energy consumption growth to 0.8% 
rough the year 2000. The Ministry also plans to contain CO: 
missions at 1990 levels, 

-. To accomplish this, Miti will revise current energy pricing regu- 
lations to increase the ratio of consumption of natural gas to other 
fossil fuels. CO» emissions from burning natural gas are 60% less 
than in the case of coal and 70% less than oil. This implies an 
crease in future imports of natural gas from Southeast Asia and 
Soviet Union, and the possibility of reduced imports of oil and 
| from the Middle East, Australia and China. w Robert Delfs 
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No balancing 


act in view 


s Japan’s balance of payments surpluses begin to exceed 
A those ever achieved by any other country, two things are 

likely to happen: Tokyo will come under increasing pres: 
sure to reduce them and at the same time will be urged to recycle 
a higher proportion to the rest of the world. 

Both goals are unrealistic. Japan’s trade surplus appears to have 
become virtually structural in nature and will be difficult to re 
verse in a hurry, while the fragile state of the Japanese banking 
system renders historic levels of recycling current account sur 
pluses problematical. 

Expectations that the yen will strengthen on the back of rising 
surpluses and capital inflows are equally likely to be disappointed 
Japanese authorities will try to neutralise what they regard as 
adverse swings in the yen exchange rate, with minor interven 
tions to make sure the yen does not weaken enough to increase it: 
surpluses, in face of pressure from the G-7 group of major indus 
trialised nations. 

In the fiscal year which ended on 31 March, Japan's trade 
surplus reached a record US$113 billion — an increase of nearly 
two thirds on the gues — 
previous year. At 
the same time, the 
current account sur- 
plus (which in- 
cludes so-called in- 
visible trade in ser- 
vices and some fi- 
nancial transfers) 
rocketed up by 
167% to reach just 
over US$90 billion. 

If the current 
trend continues, as 
widely predicted, 
the current account 
surplus for the 
1992-93 fiscal year 
will reach at least 
US$100 billion — | 
the highest ever recorded not only for Japan but any other coun 
try. In seeking to explain away this embarrassment of riches — a 
a time when the US is suffering record deficits and when ever 
mighty Germany has gone into deficit too — the Japanese Gov 
ernment likes to attribute it to temporary factors, especially on the 
import side. | 

With Japan entirely dependent on imports, the relatively lov 
oil prices in the wake of the Gulf War are the factor most oftei 
cited, along with generally weak prices for the primary commodi 
ties and raw materials Japan imports in vast quantities befon 
converting them into manufactured exports. 

Recent firmness notwithstanding, there is no reason to believ: 
that oil prices will rise dramatically in the near future. Nor is ther 
any obvious reason to suppose that commodity prices wil 
strengthen as long as major economies remain in a deflationar 
mode. So, Japan's import bill should remain relatively low. — — 

What of the outlook for exports? Japan has made massive — 
nearly US$200 billion since 1985 — direct overseas investment ii 
Asia and elsewhere. This has resulted not only in greatly increase 
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In nature, nothing goes to waste. By-products from 

« ™ one organic process form the essential ingredients 
for another—and so it goes, around and around the 
ecosystem. NKK is applying these same principles at 
our new steelworks, minutes from downtown Tokyo. 

The steel plant recycles waste heat and by-product 
gases to reduce fuel consumption and CO; emissions, 
'and recirculates over 95% of the water it uses 

‘fhe by-proddets from manufacturing are recycled 
as reactants in the plant's state-of-the-art flue-gas 
ing Systems. As à result, sulfur and nitrogen 
» emissions are far below already stringent 
— limits and among the lowest of any major 
steel plant in the world. 

Compounds removed by the scrubbers are recycled 
into fertilizers and other useful products. Furthermore. 
NKK CORPORATION 99.5% of all waste products are recycled, saving 


resources and underscoring NKK's commitment to 
Headquarters: Tokyo 


U.S. Subsidiary: NKK America Inc., New York, Washington D.C., clean air and water 


ACA evite so siriy vom otang Clara “Clean and Green” industrial processes developed 
9. liates: Nationa! Stee! Corp : ; i 

Principal Overseas Offices: Vancouver, Rio de Janeiro, London, by NKK are showing that natures own principles can 
Düsseldorf, Rotterdam, Beijing, Hong Kong, Bangkok, enhance today’s technology... for greater harmony 


Singapore, Jakarta, Taipei, Al-Khobar with the environment. 














Progress 
an 





diversification 


Although we are best known as an international constructor with 
several thousand plants to our credit in more than forty countries, we 
are also extremely active in other fields of technology. Our operations 
encompass a broad spectrum of advanced areas including biotech- 
nology, telecommunications, fine chemicals and nuclear power. We are 
now diversifving and expanding to better serve the needs of industry 
worldwide. 





Main Areas of Activity 
e Petroleum @Gas € Petrochemicals and Chemicals € Power Plants 
® Environmental Preservation € Pharmaceuticals and Food Processing 
eOther Industries and Industrial Facilities € Regional Developments 
e Communications and Information Systems € Cultural /Social Events 


Se CHIYODA cons 


31-19, Shiba 2-chome, Minato-ku, Tokyo 105, Japan 
Tel: 03-3456-1211 Telex: CHIYO J23939 









exports of Japanese capital goods to equip 
plants set up in other countries, but also in 
major continuing shipments of parts and 
components for assembly overseas. 

At the same time, the huge sums spent 
on capital investment at home have ren- 
dered Japan more cost competitive in in- 
ternational terms, so that the nation’s 
manufactured exports are assured of mar 
kets overseas. By the same token, goods 
from countries that have not modernisec 
their industrial base to the extent that Ja 
pan has are less competitive in Japan. 

Export competitiveness depends as 
much upon the rate of exchange betweer 
the exporter's currency and that of the trad. 
ing partner as it does upon domestic costs 
Japan's capital investment boom has prob 
ably made it competitive even if the yer 
should strengthen to 120 — or even 110 — 
to the US dollar. But this is unlikely in th« 
foreseeable future. 

Japan's exports of consumer goods tc 
the US appear likely to rise again, giver 
recent signs of incipient economic recovery 
there, and corresponding firmness in im 
ports. This could reverse the declining 
trend in Japan's trade surplus with the US 
which has been evident since the 198° 
Plaza Accord that greatly strengthened the 
yen against the dollar. 

European demand for Japanese con 
sumer goods remains strong too and giver 
Germany's reduced competitiveness, while 
itstruggles with reunification, Japan's pen: 
etration of European markets seems likeh 
to go even deeper. 

Japan's trade surplus with Southeas 
Asia has also been rising sharply over the 
past two years, owing largely to exports o 
capital goods. The Bank of Japan (BOJ), ar 
gues that this surplus should be seen in th« 
context of a relationship under whicl 
Southeast Asia receives capital flows plu: 
technical and personnel assistance from Ja 
pan and not just exports. 

Meanwhile, Japan's imports of foreigr 
manufactured goods — which rose fron 
1986 until the economy began to slow 
sharply in 1991 — are now declining. Wha 
this seems to show is that Japan's appetite 
for luxury European cars and other con 
sumer goods was largely a function of th« 
bubble economy. 

Thus Japan appears to have a virtually 
built-in major trade surplus, however 
much its principal industrialised trading 
partners may press it during the July G-7 
summit in Munich to reduce it. But wha 
of the current and capital accounts of the 
balance of payments? 

The reason why the current accoun 


| surplus is considerably smaller than the 


trade surplus is because of the relatively 
large deficit Japan traditionally runs or 
services. This deficit has lately been on the 


| increase. Rising travel and tourism is one 


factor and Japan argues that this offsets 
substantially its trade surplus with Europe 
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and Southeast Asia. 

The returns Japan receives by way of 
dividends and interest on its massive over- 
Seas investments are another component of 
service earnings and these have declined 
recently as direct investment has centred 
increasingly on projects which take time to 
yield full potential returns. 

If current account items are moving 
towards increased deficit, the opposite is 
true of capital account flows. In 1991 Japan 
turned round from being a major capital 
exporter to being a substantial importer. 
Net long term capital imports in 1991 
reached nearly US$37 billion compared 
with peak exports of US$137 billion in 1987, 
which were still running at US$44 billion 
by 1990. A swing from surplus to deficit on 
the short term capital account — so called 
“hot” money flows — last year by no 
means compensated for the swing into surplus on the long term 
account. 

The reasons behind the turnaround in long-term flows are quite 
complex and they shed some light on why Japan will not be able 
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to recycle its current account surpluses so easily in future as it has 
in the past. 

The swing partly reflects the fact that last year Japanese portfo- 
lio investors were substantial net sellers of foreign equities (though 
not bonds) instead of being big buyers. Although portfolio invest- 
ments are often of a short-term nature, they are classified as long- 
term capital because of the nature of the underlying securities. 

But another important factor behind the swing in capital flows 
has been the fact that Japanese banks have been reducing their 
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: exposure to international interbank mar- 
kets, in order to bring their assets into line 
with capital ratios mandated by the Bank 
for International Settlements. 

According to Asian Monetary Monitor 
published by the G. T. fund management 
group, the cumulative US$224.5 billion 
which Japanese banks borrowed short term 
In international markets between 1984 and 
1989 had been reduced to 
by the end of 1991. It was run down 
further US$24 billion in the first 
months of this year. 

Japanese banks’ willingness to act as in- 
termediaries in the interbank markets ex 
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plains why Japan has been able to recycle 
far more money Overseas in the shape 
of foreign direct investment, private bank 


loans, official aid and other private flows 
such as portfolio investments 
earned on current account. 

Because relatively little international financing is denominated 
in yen, compared to that in dollars and other major Western cur- 
rencies, Japanese banks have to bear an unusually large interme- 
diary role in converting yen to foreign exchange and in converting 
short-term foreign currency deposits by Japanese exporters into 
long-term foreign currency loans. 

Their reluctance now to undertake this role has various impli- 
cations for the Japanese economy. The economy has been suffer- 
ing a savage liquidity squeeze, but it seems likely that capital 
inflows will put downward pressure on yen interest rates, easing 
the squeeze, while also adding to foreign exchange reserves 
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Setting up on 
enemy ground 


By Bob Johnstone in Tokyo 


n 1986, only three Japanese companies had laboratories out- 
| side Japan. Today, it would be difficult to name a major Ja- 

panese corporation — especially in the electronics industry 
— that was not doing at least some of its research and develop- 
ment (R&D) overseas. 

This dramatic change is for the most part the culmination of a 
trend that has been going on ever since Japanese companies first 
ventured forth into overseas markets. In the early days, Japanese 
exporters used local distributors to handle their products. The 
next step, especially in the US, was the creation of wholly owned 
sales companies. 

Then, beginning in the 1970s, companies began moving to- 
wards manufacturing locally. Making products locally led natu- 
rally to designing them locally as well. The final phase of this 
upstream integration is doing development and, to a lesser extent, 
research for the local market. 

Sony provides a good example of the classic rationale for “go- 
ing native.” The European Community (EC) is developing its own 
standards for high-definition television. Through engineers work- 
ing at its laboratories in Britain and Ger- 
many, Sony has the chance to participate 
in this process. When the time comes to 
translate the standards into products, the 
company should be well positioned to 
compete with European rivals. 

But, as Takamasa Ito, general man- 
ager of Sony's R&D planning department 
points out, the reasons for establishing a 
research presence in Europe are not en- 
tirely market driven. There is also an el- 
ement of political expediency. The EC 
has been exhibiting increasingly protec- 
tionist tendencies, especially towards IAS į- 
Japanese companies. Having a European "b =e 
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laboratory is a step on the road to the ^ ] Jl we 4 
goal of becoming an insider. i D idis n 
Doing R&D for the local marketplace | E 


has been the main motivation for US and 
European multinationals setting up 
overseas research facilities. Japanese 
companies differ in that they are at least 
as interested in making use of foreign skills which are in short 
supply in Japan. Software development is one oft-cited area of 
Japanese weakness, basic research another. 

^We want to exploit the traditional culture," says Shoei 
Kataoka, an executive director of Sharp Corp. who was responsi- 
ble for setting up the company's new laboratory near Oxford Uni- 
versity. The environment around Oxford provides, he believes, 
^an excellent background for basic, long-term research." With a 
PhD in electronic engineering from London University, Kataoka 
should know what he is talking about. 

Close proximity to a leading research university is a key con- 
sideration for Japanese companies in locating their overseas labo- 
ratories, witness Canon near Stanford, NEC near Princeton, Kobe 
Steel's two laboratories near Stanford and North Carolina State 
University, and Mitsubishi Electric's near the Massachusetts In- 
stitute of Technology. Closest of all is Hitachi Chemical, which 
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has its US research facilities actually housed on campus at the 
University of California at Irvine in a building that the company 
paid for and donated part of to the university. 

And it not just "the background" that attracts them, but the 
opportunity to mix with academics working in the same field, 
plus making recruitment of qualified researchers and likely 
graduate students easier, as well as the more mundane considera- 
tion of being near support services for equipment maintenance. 

Not surprisingly, given the concern in the US about competi- 
tiveness, Japanese companies setting up next to prime sources of 
intellectual property has caused some controversy. "Japanese Labs 
in US Luring America's Computer Experts" ran a front page 
headline in the New York Times in November 1990. 

The article quoted US researchers and economists as saying 
they believed Japanese companies opening laboratories consti- 
tuted “a direct threat in the one area of computer science [basic 
research] where Americans still have a distinct advantage." And it 
went on to assert that "administrators at several American re- 
search laboratories affiliated with industry said that they feared 
that the Japanese may have an unbeatable strategy." 

While Americans do have some cause for concern, such opin- 
ions are alarmist. The scale of the Japanese overseas research ef- 
forts is still relatively small. Few laboratories have more than a 
couple of dozen employees. Sony's combined European research 
workforce consists of just 25 engineers, with a further 120 spread 
among five laboratories in the US. Sharp, a company whose Ja- 
panese R&D workforce consists of some 7,000 engineers, employs 
only 35 scientists at its Oxford centre and plans eventually to 
increase the staff to 100. 

With most Japanese overseas laboratories established relatively 
recently, it is still much too early to tell how successful they will 
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be. Sony's Ito estimates that it takes at least five years before 
strategic research can be expected to generate any income, and the 
average time is more like seven to eight years. 

Still flush with enthusiasm for global R&D, Japanese firms have 
yet to encounter the problems of running overseas research facili- 
ties, already well known to US and European multinationals. 

One is that, as laboratories get bigger, the so-called NIH (“not 
invented here") syndrome can develop. In other words, laborato- 
ries tend to become competitive and unreceptive to anything de- 
veloped elsewhere, believing their solution is invariably the best. 

The NIH syndrome can be overcome through cross-fertilisation 
— transferring researchers from one laboratory to another. Unfor- 
tunately, this leads to another major problem: re-entry. A rule of 
thumb is that to do any meaningful research takes at least nine 
months. But spend too long away from your home institute, and 
it becomes progressively more difficult to re-integrate when your 
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our abroad is over. This problem could be particularly acute for 
he Japanese. Many companies say they intend to send scientists 
ind engineers to their new overseas facilities, to develop their 
skills and to facilitate technology transfer. But Japanese who have 
»ecome used to working in more open research environments 
overseas may find it very difficult to re-adjust to the more regi- 
mented style of research prevailing back home. 

A final problem is cost. Running a laboratory is very expen- 
sive, and the more of them you run, the more expensive it be- 
comes. Some US and European firms which experimented with 
Jecentralising their research, subsequently concluded that keeping 
"aboratories close to home was more cost-effective. It will be inter- 
esting to see whether Japanese firms can extract a better return 
krom their investment. ¥ 





MULTINATIONALS 


The not always 
welcome guests 


apan has caught up with the West in yet another field, with 

the coming of age of its multinational companies. They have 

become bigger, more competitive and international since the 
tate 1980s, placing them on an equal footing with Western global 
firms. 

In their rapid expansion worldwide, Japanese multinationals 
have changed the economic landscape of many host countries and 
the way global business is being done. In the process, however, 
they have also become a target of criticisms, ranging from unfair 
competition to being tight-fisted employers. 

Ryokichi Hirono, professor of economics at Seikei University, 
says these harsh judgments come mainly from foreign rivals 
threatened by Japan's increased global presence. "Consumers 
welcome us because competition from Japan brings better and 
cheaper products. But American and European multinationals see 
us only as a threat." 

Others attribute the resentment against Japanese firms to the 
extraordinary speed at which they have extended the frontiers of 
their empires in the last few years. In the US, for example, as late 
as in 1982, there was no Japanese motor production facility. Now, 
all major Japanese car makers have set up factories there, with a 
combined production capacity of 1.13 million units a year in 1991. 

Worse still, Japanese firms are using their own parts suppliers 
who have also gone abroad with them. This has led to accusations 
hat they are exporting the much-criticised keiretsu (exclusionary 
-ross-shareholding) system to disrupt local businesses. Other in- 
sensitive moves, such as high-profile purchases of prize real estate 
companies, have not helped Japan's image. 

The biggest problem facing Japanese multinationals this dec- 
ide therefore is not how to grow larger and stronger, but to be 
nore sensitive to the feelings of their hosts. 

Japanese companies have begun to talk more about the need to 
»e "good corporate citizens." Keidanren, the association of top 
apanese businesses, which coined the word kyosei or “mutual 
survival,” has made it its major objective this year. Companies 
should learn how to co-exist harmoniously with communities 
vorldwide, it said. They have to think global, but act local. 

Life for Japanese firms was different when they were powerful 
‘xporters but not fully fledged multinational companies. Japanese 
irms had international departments or sales offices, but few had 
ndependent subsidiaries overseas. Export was done through 
rading companies or local distributors. Japan was making things 
it home, not overseas. There were some assembly operations in 
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It’s the new force in Japanese finance. 
It was created on April 4, 1994 when 

two of Japan's most powerful financial 
institutions, the Kyowa Bank and the 

Saitama Bank, merged to form one of 

the largest banks in Japan. It's a 

bank you'll want to know. 
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low-cost developing countries, but Japanese manufacturing pres 
ence abroad was limited. 

So while Japanese products flooded world markets, Japan’ 
investment overseas trailed those of Europe and the US. Even o: 
the eve of Japan's mighty wave of money outflow, its averag 
annual outflows between 1981-84 were behind those of We: 
Germany, France and the US. Even then, notes the LIN World Ii 
vestment Report 1991, investment overseas was more to suppo 
and maintain Japan's export strategy and was therefore concer 
trated in financial services, trade and distribution outlets. 

The sudden jump of the value of the yen by 65% betwee 


. 1985-87 caused a quiet revolution. Japan was forced to re-thin 


ways to stay ahead in world markets. What Japanese firms coul 
produce and sell competitively at a rate of Y238.54 to the US$1 i 
1985 became very expensive at the new rate of Y144.64 in 1987. O 
the other hand, the high yen, plus low interest rates at hom 
made purchases abroad cheap and sensible. 

Other events also led Japanese firms to look outward. One wé 
growing protectionism. In the US, export ceilings were impose 
on the sales of imported Japanese cars and machine tools, whi 
Europe was talking of a fortress continent by 1992. 

In this protectionist environment, Japanese firms were not tt 


| only ones looking beyond their own shores. The late 1980s sa’ 


foreign investment worldwide grow much faster than world trac 
and output. Other companies were also going global, partly in 
response to the convergence of technologies and consumer taste 

But it was the Japanese moves which got the most attentio: 
thanks to the velocity and the huge volume of their investmei 


. flow. In the Japanese fiscal year 1990 (April 1990-March 199 


count for 22.1% of the 


alone, Japan’s direct 
foreign investment was Yen to invest 
almost three times its EE | 
total investments over- ir IDA T: 

seas between 1951 and 
1977. From a negligible 
level, Japan came to ac- 
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world's total foreign in- 
vestment in 1990, over- 
taking the US’ 15.4%. 

Within a span of a 
few years, Japan has 
basically changed the 
world picture of foreign 
investment. It used to 
be a bipolar system, ac- 
cording to a UN report, 
dominated by the US 
and the EC. Now, it is a 
tripolar one, with Japan 
emerging as an equally 
important player. These 
three now account for four-fifths of the world's total foreign i: 
vestment and half of world trade. Other fast-developing Asi: 
countries are an important extension of this triangle, since most : 
their exports go to these three markets. 

There is another less visible aspect of Japanese firms in the 
buying and building binge overseas. They are not only growing 
quantity but also in their penetration of world markets. Japan h. 
built regionally integrated, independently sustainable networks 





| all major markets, the UN says. 


[In Asia, the network is the most complex. A typical arrang 
ment is that the parent firm provides its Asian affiliates wi 
sophisticated inputs to produce goods once imported from Japa 
The Asian transplants in turn sell the finished goods both local 
and abroad. In short, the average Japanese transplant in As 
provides both import-substitution and a cheap export base whi 
helps the parent firm to maximise efficiency on a global scale. 

Growing intra-firm sales within one region are another ne 
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feature of the globalisation of Japanese business. In the motor 
industry, for example, Toyota and its keiretsu firms produce 
steering parts and electrical equipment in Malaysia, which are 
exported to Thailand and Indonesia. Toyota in Thailand, mean- 
while, produces diesel engines and stamped parts to supply to the 
Philippines and Indonesia. 

Despite these sophisticated linkages, some argue that Japanese 
firms still have a long way to go before they become fully inter- 
national. Douglas Ostrom, of the Japan Economic Institute, points 
out that in terms of output and inputs, Japanese firms still have a 
long way to catch up. On the output side, only 6.3% of Japan's 
total manufacturing was produced overseas in 1990, while the US' 
ratio in 1988 was 
24.9%. As to inputs, 
Japanese firms also 
tend to buy more from 
Japanese suppliers, es- 
pecially capital goods. 

Japanese firms buy- 
ing exclusively from 
each other even when 
they operate on foreign 
ground has been criti- 
cised as the "Japan- 
isation" of local busi- 
nesses. This has not 
helped Japanese global 
giants who want to be 
accepted as genuine 
local firms and to be 
treated equally accord- 
ing to local laws. 

Already the nation- 
ality of Japanese firms 
has been questioned 
from time to time. One 
example, says the UN report, is Fujitsu's acquisition of ICL, 
Britain's leading computer manufacturer, in November 1990. De- 
spite Fujitsu's repeated assurances that the firm would remain a 
"European" one, ICL has since been excluded from various EC- 
funded research projects and bodies because of its Japanese 
ownership. 

Another reason why Japanese firms stick out more than other 
multinationals is the way they manage their local staff. Some sur- 
veys show that local employees of Japanese firms overseas are 
unhappy about long working hours, relatively low wages and 
limited promotion opportunities when compared to those pro- 
vided by other multinationals. 

Noritake Kobayashi, a professor at Keio University, says much 
of that has to do with Japan's lack of experience in managing non- 
Japanese staff. 

Japan's management system, so successfully implemented at 
home, is not easy to duplicate elsewhere because it was designed 
for Japanese workers who share the same cultural background, 
values and work ethics. Their deep sense of commitment to cor- 
porate growth has much to do with Japan's post-war national 
mood, guaranteed life-long employment and other social reasons. 

One solution, Kobayashi says, is more cross-fertilisation at 
management levels, to help non-Japanese managers better to un- 
derstand the culture and policy of the firm. At present, very few 
managers recruited abroad have been promoted to important 
managerial positions at regional or headquarters offices in Japan. 

Accord to Kobayashi, Japanese multinational firms are learn- 
ing gradually and improvements will be visible in another five to 
10 years' time. "After all, it took the Europeans more than a cen- 
tury to learn [how to operate overseas smoothly]. Japanese com- 
panies have had only 10 to 15 years of experience," Kobayashi 
says, adding that the criticisms Japanese companies are getting 
now are a price that comes with success. — ™ Louise do Rosario 
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Help those who 
help themselves 


By Louise do Rosario in Tokyo 


pend more and spend more wisely. That is the world's mes- 

sage for Japan's aid planners in the 1990s as the country 

grows richer while a large part of the world remains in 
poverty. 

Tokyo also needs to spend more time explaining to those who 
remain suspicious that Japanese official development assistance 
(ODA) is being used largely to promote Japanese businesses. 

Hiroya Ichikawa, a director of Keidanren, Japan's most influ- 
ential business organisation, believes that this suspicion arises 
partly because of Japan's weakness in explaining clearly its aid 
philosophy and motives. This is compounded by a lack of focus in 
the ODA programme stemming from the different visions of the 
three different ministries involved. 

In response to the new post-Cold War situation, Tokyo has 
tried to give its aid programme a new image, linking future assist- 
ance to the recipient's record on military expenditure, arms ex- 
ports, democracy and human rights. These high-sounding princi- 
ples, designed more for external consumption than as actual policy 
guidelines, are difficult to implement given Japan's generally low 
profile in these diplomatic areas. 

Japan has emerged as the world's second biggest aid donor 
after the US. In 1989, it even temporarily overtook the US, due to 
foreign exchange rates and other temporary technical reasons. 
In the fiscal year ending in March this year, such aid reached 
¥979.4 billion (US$7.5 billion). This total, almost as big as the whole 
budgets of some recipient countries, is used to fund between 20€ 
and 300 projects, mostly in 
volving infrastructure in Asia 

About 24% of Japan's ODA 
is channelled through multi- 
lateral institutions such as the 
World Bank, the IMF and the 
Asian Development Bank. 

In its past five-year plans 
Tokyo had doubled its ODA 
budget, and the next 1993-97 
plan, now being formulated 
will at least match pasi 
levels, analysts say. But thi: 
may be seen as insufficient 
by critics, who feel Japar 
should at least spend as much 
as other major donors as a 
proportion of GNP. 

The world's top 18 donor 
members of the Development! 
Assistance Committee (DAC), currently spend an average of 0.35% 
of their GNP on aid, while Japan is spending only 0.31%. Japan': 
ratio has not changed for the past decade, though its ODA contri: 
butions have increased nearly threefold. 

Although in percentage of GNP terms Japan's performance i: 
better than the US, which is spending only 0.15% of its GNP on aid 
many argue that Japan needs to do more if it wants to win mor 
friends and respect worldwide. 

One such strong advocate is Robert McNamara, former presi- 
dent of the World Bank. He recently urged, as on many othe! 
previous occasions, that Japan, with a per capita income muct 
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McNamara: ‘more needed.’ 
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fest European countries, it must be raised 
to US$14.5 billion per year," he said at a 
Tokyo seminar in May this year. 

- Keidanren has proposed that Japan 
should raise its share to at least 0.7% of 
GNP, or double the ratio of top lenders. The 
i has set an optimistic 1% of GNP as a 
general target for donors. "The US is get- 
_ ting tired with providing so much aid and 
Western Europe is too preoccupied [with 
helping eastern Europe]. Japan should do 
. more," Ichikawa said. 

- The government has officially accepted 
_ the target of 0.7% of GNP, though it has 
ven no time frame for achieving this. Part 
he problem is that Japan's GNP growth 
stantly outpaces that of ODA budget es- 
ates. Another factor is that the Japanese Government is not 
, though Japanese companies are. 

.For Japan, signing more yen cheques is perhaps easier than 
iproving the quality and the image of its aid. While Japan is 
accused of having a hidden agenda to advance Japan's commercial 
nterests, western donors are credited with being motivated more 
by "missionary zeal." Critics point to the large share of the ODA 
budget taken up by infrastructure and production projects, while 
aid to education, health, population control and other social- 
projects is relatively small. 

. In 1988, notes Prof. Toru Yanagihara of Hosei University, 
nearly 55% of Japan's ODA loans and grants went to productive 
sectors — twice that of the DAC average. Latest comparable fig- 
ures are not available but the situation is believed not to have 
“hanged much. 

Another criticism of Japan's ODA is its preference for loans over 
ants. This policy is influenced partly by Japan's economic rather 
àn humanitarian approach towards aid and by a genuine belief 
at economic discipline is good for recipients. Despite some ef- 
rts to improve the grant portion, Japan is still ranked lowest of 
e leading 18 DAC members, with grants accounting for 43.2% of 
5 total ODA, compared with the DAC average of 75.6%. 

© Responding to external criticisms, Japan has increased its pro- 
portion of grants to loans, and its aid to social projects, but there is 
x limit as to how far Japan will go, being a strong believer in the 
mportance of economic growth rather than the financial "soup 
dtchen" attitude — a view shaped by its own experience in eco- 
1omic development. 

.. "Japan's view is that growth is good for everyone, rather than 
oncentrating more on the underprivileged," says Yanagihara. 
“Japan is concerned with making a bigger [economic piel, not 
about the way it is shared.” 

.". This approach has led to controversial ODA projects which have 
drawn criticism for disrupting the lives of local people. One 
. leading example is the Narmada Dam in western India, a project 
. funded jointly by the World Bank and Japan. The plan, aimed at 
. improving long- -term national development, will involve de- 
_ stroying 11,000 ha of forest and dislocating the lives of 100,000 
'eople in the neighbouring 245 villages. In the face of local and 
ernational criticism, the project is now stalled. 

As Japanese aid grows bigger and more visible, its impact on 
' environment will come under closer scrutiny. Until recently, 
an has been lax in monitoring the environmental impact of its 
jects, though it has been increasing its environment-related 
, with emphasis on improving urban water supplies and waste- 
posal systems. 

< The environment is likely to be a major theme in Japan's ODA 
rogramme in future. Tokyo appears willing to come up with 
een" money of up to Y300 billion a year in 1993-97, according 





























































‘will dovetail with the long-standing, prior- 
ity on infrastructure projects — many of 
them classed as environmentally un- 
friendly — remains to be seen. 

The environment is not the only area 
over which Tokyo will need to be more 
sensitive. It will also need to be more re- 
sponsive to growing public attention at 
home to how Japanese aid is being decided 
and spent. Until recently, aid was pre- 
dominantly a matter decided by the three 
ministries of Finance, Foreign Affairs, 
International Trade and Industry. The 
Economic Planning Agency is another 
minor player. Politicians and public opin- 
ion only became stirred when a scandal 
came to light. But in the past few vears 
more attention has been paid, thanks to the 
publicity generated by a few citizen groups 
interested in the aid programme. - 

There has been rising criticism that certain ODA projects benefit 
recipient officials rather than the ordinary people. Another com- 
plaint is that the present three-ministry system used to make im- 
portant aid decisions is too complex and not open to public scru- 
tiny. 

An aid official admits that the present system, set up two dec- 
ades ago, has grown inefficient for processing the world's second 
biggest aid programme. Japan has only half the number of full- 
time aid officers as the US to manage a much larger number of 
projects. There is also no basic ODA law, nor a central coordinating 
agency. 

Ichikawa of Keidanren says there is the need to draw up aset 
of new guidelines for the Japanese public to debate. If this is not 
done soon, he warns, the Japanese taxpayer may withdraw his 
support for more aid money when the "aid fatigue" phenomenon, | 
seen in the west, finally reaches Japan. 17 n 





skin a cat 


By Susumu Awanohara in Washington 
\ more assertive Japan is proffering unorthodox advice at 


BANK 


the World Bank, of which it is the second largest share- 
holder after the US, providing 6.28% of its capital. 

Tokyo's financial officials are not only accepting that Japan's 
development experience was indeed different from that of the 
West — a point which some of the country's critics like to stress 
— but suggesting that the developing world may have something 
to learn from the Japanese experience. 

Many policymakers of developing countries, and even some 
top World Bank officials, are interested in Tokyo's message, which 
challenges what Tokyo sees as the bank's undue faith in market 
forces, stressing instead the positive roles governments can play 
in development. 

In policy terms, the Japanese question the bank's tendency to 
use assorted "structural adjustment" measures, all emphasising 
liberalisation and deregulation as a panacea, and instead recom- 
mend active government policies to channel capital in desired 
directions and nurture chosen industries. In response, the World 
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Bank is conducting major studies on the Japanese and other East 
Asian development experiences. 

But there is a general concern that theoretical and practical 
disagreements between Japan and the US could reduce the bank’s 
effectiveness. Some even fear that a Japan-US debate over deve- 
lopment policy could turn hostile in a post-Cold War world where 
competition among developed economies, all calling themselves 
capitalist, is no longer tempered by a common Soviet threat. 

Tokyo's new assertiveness was first voiced by Yasushi Mieno, 
governor of the Bank of Japan, at the World Bank and IMF annual 
meeting in Bangkok last October. In his statement, Mieno drew on 
the "Asian experience," acknowledging the central role that the 
private sector must play in development, but stressing the need 
for governments to "complement the market mechanism and cre- 
ate the kind of environment in which free markets can function 
effectively." 

Stung by Western criticism that Japan had done too little, too 
late, to help defeat Iraq in the Gulf War despite its large financial 
contribution, the Japanese have intensified their search for posi- 
tive international roles to play. While the debate inside and out- 
side Japan has centred on whether the Japanese should contribute 
"sweat and blood" as well as money to international causes, Tokyo 
financial officials say they are offering “wisdom” — wisdom 
gained from their experience at the 
helm of Japan's economy. 

Early this year, the Japanese ex- 
ecutive director at the World Bank, 
Masaki Shiratori, played a key role 
getting the bank to publish a contro- 
versial study on industrial strategy in 
South Korea, Indonesia and India. 
Conducted for internal use, the study 
concluded that the bank had failed to 
extract lessons from successes of gov- 
ernment intervention in these Asian 
economies for the benefit of other de- 
veloping countries. 

Many bank economists and West- 
ern executive directors were critical of 
this unorthodox study and opposed its 
publication. Some were against gov- 
ernment intervention in principle, 
while others argued that the success 
of intervention in parts of Asia did not 
guarantee success elsewhere. 

The bank's operational staff dealing 
with Africa and Latin America point- 
ed out that the study's conclusions ran 
counter to what they have been 
preaching and that their countries did not have the institutional 
capabilities to carry out intervention. Corruption, already serious, 
could get out of hand if governments were given a greater role, 
they said. 

Shiratori insisted that the study was sound and should be read 
widely if only to stimulate debate. He prevailed. 

Sources close to the World Bank say that recently, in meetings 
with bank officials, Japanese financial and aid officials have 
offered a systematic critique of the bank's list of “structural adjust- 
ment" measures, which includes reduction of subsidies, liberalisa- 
tion of financial markets, abolition of foreign exchange controls, 
dismantling of barriers to imports and foreign investment, ration- 
alisation of tax systems and privatisation of public corporations. 

Generally, the Japanese feel that the bank is too confident of 
these measures' universal applicability and too impatient in de- 
manding their results. More specifically, the Japanese point out 
that too-hasty import liberalisation can cause balance of payments 
difficulties and make it impossible for developing countries to 
gain competitiveness and comparative advantage in industries 
with higher value-added. The Japanese are unabashedly in favour 
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of protecting such industries. 

Japanese officials also believe in the role of development fi 
nance institutions in providing subsidised targeted loans to indus 
tries. The World Bank rejects this as unwarranted intervention 
The Japanese complain the bank has of late become more rigid i1 
its belief that capital should be allocated only through interes 
rates that correctly reflect capital's scarcity value. 

The Japanese add that incentives are needed if capital is t 
flow to socially desirable economic activities which are too costh 
or risky for the private sector to undertake. Subsidised credit t 
selected sectors — basic industries and small businesses, for ex 
ample — which would otherwise have had to pay very high inter 
est rates, contribute greatly to overall economic development, the 
say. 

They also doubt that privatisation of public companies wouk 
always improve efficiency, because in some developing countrie 
government officials are better managers than local entrepreneurs 
Furthermore, the Japanese are critical of the bank's blanket pre 
ference for private ownership, regardless of whether the owner i 
domestic or foreign. They believe that in most cases, domesti: 
ownership is better than foreign ownership for political reasons. 

The bank's chief economist, Lawrence Summers, has freely 
admitted: "We have lost sight of the role of government's sup 
, porting hand in our enthusiasm for the 
* [market's] invisible hand." World Ban} 

president Lewis Preston also has sug 
gested that Japanese criticism of the 
bank’s “excessive” reliance on marke 
principles made some sense and re 
marked: “If there is a system out there 
that is . . . better than the one we've 
got, we ought to use it." 

Under Preston and Summers, bank 
economists have begun studying the 
industrial, financial, trade and labour 
policies of Japan and other East Asian 
countries, focusing on the govern- 
ments' role. Shiratori says the bank 
economists are also examining specific 
aspects of the Japanese experience (in- 
cluding bureaucracy, privatisation and 
small companies), backed by special 
Japanese funding. 

In an essay in the Nihon Keizai 
Shimbun in May, Shiratori appealed 
for more Japanese to join the staff of 
the World .bank — at the moment 
Japan provides only 1.23% of the 
bank personnel — so that developing 

countries might be more exposed to Japan's development experi- 
ence. 

Some Americans maintain that if East Asian countries will not 
play according to the universal (read Western) rules of the game, 
they must be contained and thwarted, while others are convinced 
that Western economies must adopt the East Asian ways in order 
to compete and survive. 

Some senior Japanese officials say that they are primarily seek- 
ing accommodation with the West, particularly the US, while 
working towards world development. But clearly, there is also a 
growing feeling in Tokyo that Japan represents a unique economic 
system with a logic of its own and that it need not always follow 
the Western lead. 

As Yoichi Funabashi, an editor at the Asahi Shimbun, warned 
recently: "Competition among national variants of capitalism 
could very well take on the fervour of ideological struggle." A 
"new cold war" could develop between champions of the US and 
Japanese models of capitalism, especially as the latter model be- 
comes entrenched among the Asian NICs and Asean, and as inte- 
gration of the East Asian economies advances, he said. Li 
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_ rom 55% to 33% from 1 January. Profit tax 
“or new enterprises in Pudong is 15%. 
Enterprises remaining in Puxi, west of 
Huangpu River, are resentful at the at- 
and funds being lavished on 
, and they are concerned that they 
ve to bear an increased tax burden. 
» parochial city officials worry that 
ng, with its preferential policies, could 
ually threaten Puxi’s economic supe- 











ity. 

>. Urban planners have already begun to 
wationalise the use of the city’s busiest sec- 
tions along the Bund and on Nanjing Road, 
the main shopping thoroughfare. Factories 
ín this area are being induced to move to 
Pudong to make way for high profit earn- 
iers, such as department stores, boutiques 
Aand restaurants. 

. Residents are also being urged to accept 







pha ato a 700-km? area in the old city. Shang- 
ai's total municipal space is 6,000 km’. 

. Shanghai workers generally abhor liv- 
lr ing | far from their workplace because of the 
ee Hirn network. oe to work 


Es for a place on a bus. 

. But residents may not have long to wait 

for l better transport services: 

9 A major trunk road in central Shanghai 

ds dosed to traffic to allow the completion 

iof the first phase of a pug best. un- 
und rail 








of four 10,000-tonne deepwater berths has 
been built. When the rest are completed 
next year, the port's handling capacity will 
reach 2.4 million tonnes. 

Planners are already setting their sights 
on post-1995 projects. These include the 
second phase of the subway system link- 
ing Puxi to Pudong, a railway in Pudong 
whose construction starting date has been 
advanced to 1993, and a third tunnel un- 
der the Huangpu River to complement the 
subway. 

Perhaps most ambitiously, a second in- 
ternational airport south of Pudong is en- 
visaged for the five-year plan that begins 
in 1995. The airport — which would be 
Asia's biggest — and Waigaoqiao port are 
regarded by central leaders as crucial to 
the development of Shanghai as an inter- 
national commercial centre. 

Officials reckon Pudong will require 
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By Michael Vatikiotis in Kuala Lumpur 


————————————————————————————————— M: 


"€ hareholders of Malaysian Airline Sys- 

à tem (MAS) are bracing for a turbulent 
ride as an ambitious expansion pro- 
gramme takes its toll on the state-control- 





Hon vi ded company’s finances. 





1995. 
'» The pylons for the Yangpu Bridge, 
"which will link the northern part of 


Pudong to Pwd, are near completion. The- — 
‘bridge is scheduled to open by the end of 


next year. It will complement the Nanpu 
Bridge in the south, which has been carry- 
ing traffic since last year. 
-A 45-km-long inner ring road feeding 
Shanghai's famous Bund area is being 
widened to complement the upcoming 
Yanggao Road, the main artery in Pudong. 
The eight-lane Yanggao Road is to be com- 
pleted in October and will connect 
Lujiazui, Jingiao and Waigaogiao. 

.. Government officials promise that work 
on 10 designated infrastructure projects in 
Pudong will have been completed by next 
year, though investors are still unhappy at 
the rate of progress. Many proposed prop- 
erty development projects have not been 
able to proceed on schedule because of de- 
lays in the government's drafting depart- 
nente. 

Some of the 10 projects have already 


beer completed, including the first and sec- 





ond phase of the Pudong Gasworks and 
the Nanpu Bridge. At Waigaoqiao, the first 











The airline recently posted a 43% drop 
in after-tax profits for the year to 31 March, 
to M$112.9 million (US$44.7 million). 


Turnover was up 23% to M$3.57 billion. 
Pre-tax profits fell to M$119.5 million from 
MS$205.5 million the previous year. 

Some analysts speculate that aircraft ac- 


quisitions and a plethora of new routes 


have severely taxed the airline's financial 





.gards Peking as the obstacle rat 
neon Rmb 50 billion of investment in the 


a December. 





next 10 years — ste will still be less 
half of the Rmb 120 billion in invest 
planned for all of Shanghai. Prime Mi 
ter Li Peng visited the city in March 
gave official dispensation to its fund-rais- 
ing efforts. 
Shanghai is allowed to raise an annt 
Rmb 500 million in bonds, Rmb 10 9.1 
lion from state banks, US$100 mill 
B share issues and another US$; 
in loans from foreign banks. I 
also promised to increase its grat 
100 million to Rmb 7.6 billion. 
But regardless of the new urgen 
policymaking circles, some observers sill 
feel Shanghai moves more slowly than the _ 
southern provinces. Its officials habitually — 
operate well within the parameters ase 
cribed by the state, says one investor, - 
Guangdong, on the other hand, us 







































the oracle, and acts accordingly. 













resources. "The airline's aoni 
ments are im nediate, and the 





a phot -onë EA issue » schedide 






The carrier's financial. perfort m 





ied in v domestic fiie The erat 5 
sitions are part of an M$8 billion expatisiciti, 
programme extending beyond 1996. The . 
airline currently leases 38 aircraft, and: 
owns another 38. m 

Analysts say the large number of le 
aircraft reflects an under-estimation € 
mand, which on domestic routes at. 
has been growing by 18-20% a year 
the airline's managing director, D 
Kamaruddin Ahmad, insists the air! 
no choice. He says the large numb 
aircraft bought by leasing compa 
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delayed delivery of new planes to the air- 
lines. “We ordered our Boeing 737-400s in 
1989, and normally could expect delivery 
within 15 months, but it has taken this long 
to receive them, so we had no choice but to 
lease aircraft.” 

MAS points out that the number of 
leased aircraft is in any case scheduled to 
decline. By the financial year ending in 
March 1994, the fleet is expected to consist 
of 24 leased aircraft and 65 owned aircraft, 
changing to eight leased and 86 owned the 
following year. 

This alone is unlikely to guarantee a 
rosy future for the national carrier, analysts 
say. They point to strong competition from 
other regional airlines, which makes it dif- 
ficult for MAS to put Malaysia on the map 
as a regional hub. Kuala Lumpur is re- 
garded as too close to already established 
hubs in Bangkok and Singapore. 


SOUTH KOREA 


Plans to build a new international air- 
port 50 km outside Kuala Lumpur are also 
viewed sceptically because of the extra fi- 
nancial burden that will be imposed on 
MAS as it moves its operations. Critics of 
MAS’ management say the airline is not 
fully exploiting the linkage between the in- 
ternational and domestic networks. In- 
stead, MAS has asked the government to 
increase domestic fares by 14% later this 
year. But the indications are that a 10% in- 
crease is the most that will be granted. And 
with only 20% of the airline’s revenue de- 
rived from domestic routes, the extra rev- 
enue will not be significant. 

The proposed rights issue will involve 
a doubling of the 350 million shares cur- 
rently listed. Sources say MAS is seeking 
approval for a share price of M$5, a dis- 
count of 13% to the closing price on 8 June. 

The government holds 42% of the stock 


Under the orange canopy 


By Mark Clifford in Pusan 


Hong Chung Ja has been setting up her 


~ pushcart for business on the same corner 
of Pusan's bustling Kukje market nearly 


. every day for 17 years. Scratching out a 
. modest living selling vegetable-filled 


. pancakes, grilled squid and pig intes- 
tines, she earns a tax-free Won 6 million 


.. (US$7,700) annually, a little 
. more than the average for 
South Koreans. 
lt is not an easy life. 
Hong and other pushcart 
pedlars have to worry about 
everything from occasional 
police crackdowns to find- 
ing someone to look after 
their children. 


No one knows just how 
many pushcart pedlars exist 
in South Korea, as most are 
working illegally. But thou- 

. sands of pojang macha with 
orange vinyl canopies are 
common on the back streets 
of every city. What is more, 
they are among the most 

.. dynamic parts of the country's strug- 

. gling small-business sector. . 

A large part of the success of these 
pediars is linked to the fact that they op- 
erate outside the law. Even though it 
claims to have a free-market economy, 
South Korea has one of the most rigidly 
administered economies worldwide. The 
government controls everything from 
the price of a cup of coffee to interest 


rates on bank loans. A recent survey by 
the Chosun Ilbo newspaper found that 
setting up a factory requires as many as 
312 forms and applications from 199 
agencies. 

One result of all this regulation is a 
thriving blackmarket that by some esti- 
mates is worth about 25-33% of the 
US$250 billion legal economy. Some of 





the best at this kind of business are 
pushcart pedlars. 

Despite its unfettered appearance, a 
strict code governs the street-vending 
business. Anyone, for example, can eas- 
ily set up a pushcart on a vacant street 
area, but once a spot is taken and a busi- 
ness established, it is virtually owned by 
the vendor. 

Pushing a pedlar off his location is in 
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through the central bank, Bank Negara. Ii 
the government took up its full entitlement 
under the rights issue, and assuming a M$5 
share price, its outlay would amount tc 
M$735 million. There is speculation, how- 
ever, that it may seek to reduce its stake in 
the airline. "The feeling is that privatised 
bodies must stand on their [own] feet, and 
the government needs the capital for de 
velopment,” says a foreign broker. 

Some foreign institutions are recom: 
mending that investors steer clear of MA: 
stock, believing that short-term cash prob- 
lems will not necessarily be offset by opti 
mism over the longer term. 

But Kamaruddin insists the airline is 
going through an exciting period: “We are 
investing in the future. Just as in any other 
growth situation, profitability [for MAS] 
won't be the same as for a company which 
is already harvesting its investment."  @ 


violation of the street code. But a spot 
can be sold to other | 

As much as Won 5 million can 
hands for a good location at the Kukje 
market, but the highest prices in Pusan 
for vendor locations are found at the 
Haeundae beach resort north of the city's 
centre, where hundreds of orange cano- 
pies dot the sand in the summer season. 
These spots are generally passed from 
one generation to the next, but when 
they are sold they can fetch up to Won 
10 million. 

Anyone who defies the rules of the 
street is generally dealt with by the ped- 

lars themselves, but gang- 

sters are sometimes used as 
back-ups. "The extra-legal 
system is more organized 
and has a stricter set of rules 
than the legal which 
tends to be very fungible,” 
says a diplomat who has 
studied the pojang macha. 

The pushcart brigade 
also knows that it can count 
on at least tacit from 
locals. High real-estate 
prices force many people to 
live in dormitories with at 
best rudimentary cooking 
facilities, and they rely on 
the streetcart vendors for 
cn a tg 
pedlars outside the law has its draw- 
backs. Tax collections are nil, and regu- 


lating business ces is almost impos- 
sible. Louis Vuitton's Pusan outlet could 
only stop a vendor from sell- 
ing counterfeits of its bags in front of the 
shop by the Nike Inter- 
national and Ralph Lauren have had 
similar problems. a 
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Slippery slope 


impasse over oil reforms puts India’s loans at risk 








By Hamish McDonald in New Delhi 


wo international lenders are with- 
{ holding loans to India in an effort 
to prod the government into im- 
»lementing promised reforms of its trou- 
dled petroleum sector. The borrowings that 
are affected are the second half of a US$250 
million loan from the Asian Development 
Bank (ADB), and a US$850 million loan 
rom the World Bank. 

India's cabinet has been wracked by 
lisputes for the past month as Finance 
Minister Manmohan Singh and other sen- 
ior leaders try to get the reforms moving. 
Sut the changes — including price ration- 
alisation and greater access for private and 
oreign companies — have hit ministerial 
ind bureaucratic roadblocks in the Petro- 

The impasse is also jeopardising India's 
ittempts to attract foreign 
»articipation in its oil indus- 
ry in order to lift produc- 
ion. International firms 
ave shown interest in join- 
ng, or even taking over, the 
levelopment of sizeable 
petroleum discoveries lying 
intapped around India's 
rapidly — industrialising 
coastline. But firm com- 
mitments are unlikely to be 
made until India improves 
the operating environment. 

New Delhi pledged 
sweeping oil-policy changes 
ast November when it ob- 
‘ained the ADB loan, which 
s intended to finance restructuring of the 
iydrocarbons sector. The ADB wants 
zreater privatisation of petroleum produc- 
jon and marketing as well as reform of the 
»ureaucracy-bound Oil and Natural Gas 
-ommission (ONGC), the state enterprise 
which produces most of India's oil. 

Changes to this effect were announced 
3y Singh in his 29 February budget speech. 
Jut with no actual progress towards im- 
dlementing the new policies, the ADB is 
1ow withholding the second tranche of the 
oan. 

The World Bank, which is preparing a 
US$850 million loan for oil and gas deve- 
opment, is also pressuring the govern- 
ment. Its New Delhi office is understood to 
have notified Singh of its concern at several 
months of delay by Petroleum Minister B. 
shankaranand in considering proposals by 
private companies, including one for an 
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Singh: reforms blocked. 


integrated lubrication-oil plant by Shell. 


This led to a heated altercation between © 


the two ministers at a cabinet committee 


meeting on foreign investment on 5 May. | 


Shankaranand’s performance is widely 
criticised in petroleum-industry circles, and 


he is likely to be replaced in a cabinet re- | 


shuffle expected within the next two 
months. 





Besides Shell, foreign companies inter- | 
ested in Indian energy projects are under- | 
stood to include Chevron, Total-CFP and | 


BHP Petroleum. Until India makes known 


exactly which oil fields are to be opened : | 


up, the companies’ proposals will remain 
vague. Senior officials confirm, however, 


that oil majors have discussed taking oil — 


and gas from offshore wells to the refinery 


and marketing stages. Developments on | 
this scale could require investment by the | 


foreign firms of up to US$3 billion. 
With production from 
3 existing wells falling, and 
costly delays in tapping 
new discoveries, industry 
sources doubt ONGC's abil- 
ity to carry out its proposed 
development programme. 
The lacklustre response to 
India's latest round of bid- 
ding for new exploration 
blocks, and ONGC's difficul- 


Hyundai group, have rein- 
ATO forced these doubts. 
ia S ob ^ 





import bill for crude oil and petroleum 
products. It will spend about US$3.2 bil- 
lion in the year ending next March to im- 


port 26.5 million tonnes of crude, and | 
about US$2.2 billion to buy 11 million | 


ties over a major contract | 
awarded to South Korea's | 


Unless it can lift domes- | 
tic production sharply, India | 
faces a rapidly mounting | 


tonnes of oil products. These purchases — 


will eat up about 25% of expected export 
earnings. 

Domestic production, meanwhile, is 
likely to be about 29 million tonnes, down 
from a peak of 34.1 million in 1989-90. De- 
mand is forecast to reach 81 million tonnes 
in 1996-97. 

The exploration side of the business 


has also proved disappointing. The fourth | 


round of bidding, which ended in April, 
drew proposals for only 13 of the 72 
blocks offered. However, an Indian of- 
ficial said the result was moderately suc- 
cessful and foreign oil sources concur, 


pointing to the generally poor prospects 
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a 


of the blocks offered. 

Nevertheless, eight weeks after 
tendering closed, oil companies are 
still waiting to learn which bids will 
be accepted. Indian officials say they 
are using the response to fine-tune 
contract conditions for the next bid- 
ding round (as yet unscheduled), 
and are considering year-round bid- 
ding. The main lesson, though, 
seems to be that in order to win ex- 
ploration commitments, New Delhi 
will have to offer zones that are 
more likely to hold oil. 

The extent to which ONGC and its 
guardian ministry are ready to re- 
linquish their hold on proven dis- 
coveries is also not clear. A senior 
ONGC official says the commission 
will retain several big projects: the 
Neelam field in the Arabian Sea, the 
L2 and L3 extensions of Bombay 
High, gas-flaring reduction schemes 
on existing Bombay High wells, and 
the Gandar onshore field. These 
projects would require investments 
of US$3.1-3.5 billion, and add about 
9-10 million tonnes a year to output. 

The ONGC has recommended that three 
fields, with a total potential output of 4 
million tonnes a year (about 80,000 barrels 
a day), should be offered to the “joint sec- 
tor" — meaning private and foreign firms. 
These have not been publicly identified, 
but by elimination seem likely to be the 
Mukta and Panna fields off Bombay, and 
the Ravva field on the Andhra Pradesh 
coast. 

This would be regarded as slim pick- 
ings by foreign oilmen, who are hoping to 
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India’s oil fields 





take over fields the size of Neelam. “We 
are clear [on] what we can bite off and 
chew,” the ONGC official says. But the 
World Bank and ADB, which are expected 
to provide much of ONGC's finance, are not 
convinced it can successfully manage even 
this programme without a shake-up. 

The current ONGC chairman, S. L. 
Khosla, took over in 1989 when produc- 
tion from the Bombay High field was de- 
cining due to "flogging" to achieve a 
short-term boost in production. That has 
since cost India about 14 million tonnes in 


lars to prepare tenders. And with 
"atas reis coming up in East Asia and 
viet republics, India has been 
relegated to a lower priority by the Eu- 
ropeans and Americans. The Japanese, 
readmitted to bidding early last year af- 
ter being banned in 1990 for alleged 
, have been slow to return. 

Adding to the delays has been a dis- 
pute with South Korea's Hyundai group. 
Hyundai Heavy Industries was the 
bidder when tenders for Neelam's key 
production platform were advertised 
early in 1991, submitting a bid of US$472 
government tried to award the contract, 
but was stopped on constitutional 

Narasimha Rao's administra- 

tion (the fourth since 1989) reopened 
tenders in mid-1991, but Hyundai was 
again the sole bidder, this time at US$524 
million. Hyundai promised to finance its 
bid with suppliers' credit and a loan 
from Export-Import Bank of Korea. 

India accepted Hyundai's bid at the 
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. lost output while remedial work i: 
; done. 

Khosla is credited by outsider: 
with sustained efforts to reforn 
ONGC's highly bureaucratic culture 
Among other things, he has im 
posed a hiring ban which is ex 
pected to cut staff by up to 6,00 
over four years. The commissios 
employs about 48,000 people. 

P. K. Kaul, a former cabinet sec 
retary and ambassador to the US 
has been appointed to recommen 
whether ONGC needs to be restruc 
tured, or even split up. Kaul's repor 
was due to be delivered to the ADI 
by 30 April, but his inquiry was no 
even established until early June 
Petroleum Minister Shankaranand i: 
believed to have held up appoint 
ments to Kaul's panel in the vair 
hope of including S. P. Wahi, th: 
ONGC's former chairman. Wahi i: 
widely blamed for adding unneces 
sary layers of management. 

The international lending agen 
cies are also seeking early decision: 
from an oil-pricing review. Finance Minis 
ter Singh recently admitted to Parliamen 
that "the structure of relative price in thi: 
country is a barrier to rational use of scara 
petroleum products." He singled out th: 
subsidisation of kerosene: while poor peo 
ple in the villages did not get the fuel in 
tended for them, black marketeers wen 
cornering supplies in their name, reapinj 
an estimated Rs 15 billion (US$580 million 
a year. A rational pricing system wouk 
instead put this money into the ONGC cof 
fers. i 


end of January, despite a World Bank 
cache tet ke Goan Kerna hee 
have the financial resources to cover the | 
deal. Four months later, Hyundai noti- - 
fied India's Oil and Natural Gas Com- 
mission (ONGC) that it could not provide 
any ex-im finance. It could offer, i | 
ned pledge of US$250 

lion in syndicated lending from 
Citibank. 


Indian officials are sion with 
Hyundai. “If 1 enjoyed some freedom I 
edidisse i er prese 

But to avoid í € 











government can raise finance itself, it 
will have to outlay the US$524 million 
for Neelam over the next 24-30 months. 
Imports to replace the oil that Neelam 
could have contributed over the next two 
years Wü ost abort US$500 million a 
year. |. m Hamish McDonald 


18 JUNE 199: 


TAIPEI INTERNATIONAL FAIR '92 


August 26-31, 1992 
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Yen for an anchor 


sian countries are becoming in- 

creasingly interested in the possi- 

bility of forming a yen bloc, de- 

fined as a grouping of countries 
mong which the yen is widely used as an 
nternational currency and in which coun- 
ries maintain stable exchange rates against 
he yen. This comes against the back- 
round of growing Japanese financial 
ower and deepening economic interde- 
»endence between Japan and other Asian 
ountries. 

The traditional approach to the interna- 
ionalisation of the yen has a distinctive 
apanese perspective. This view needs to 
ve supplemented by considering the per- 
pective of the nine economies made up of 
he Asian NICs (South Korea, Taiwan, 
{Jongkong and Singapore) and the rest of 
Asean (Indonesia, the Philippines, Malay- 
ia, Thailand and Brunei) which are sup- 
osed to be potential members of the bloc. 

The Asian countries have, up to now, 
ocused on the bilateral rates between their 
lomestic currencies and the US dollar 
vhen formulating exchange-rate policies, 
ecause of their traditional dependence on 
he US economy. The currencies of all nine 
‘ountries have shown higher volatility 
igainst the yen than against the dollar. 

However, these countries have experi- 
nced drastic changes in the regional com- 
»osition of their trade and direct-invest- 
nent inflows. There have also been wide 
luctuations in economic growth brought 
ibout by the global exchange-rate realign- 
nent since 1985. To adapt to the new en- 
vironment, the traditional exchange-rate 
»olicy of pegging loosely to the dollar may 
yave to be amended, and more emphasis 
nay have to be put on other major cur- 
‘encies, the Japanese yen in particular. 

Reflecting growing interdependence 
»etween Japan and its neighbours, the yen- 
lollar rate has become a major determinant 
X short-term economic growth in East 
Asia. For the NICs, which compete with Ja- 
yan in international markets, economic 
srowth rates rise as the yen appreciates 
ind decline as the yen depreciates. An ap- 
»reciation of the yen raises their export (or 
yutput) prices more than their import (or 
nput) prices. The resulting improvement 
n profits in turn boosts output. By con- 
rast, a depreciation of the yen reduces ex- 
dort prices more than import prices and 
the resulting fall in profits in turn reduces 
output. 

The reverse may be true for the other 
five Asean countries, which do not com- 
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pete much with Japan, but depend heavily 
on it for imports. An appreciation of the 
yen, for example, raises their import prices 
more than their export prices, and the re- 
sulting squeeze on profits reduces output. 

The large swings in the yen-dollar rate 
have helped to desynchronise growth rates 
in the NICs as compared with those in the 
rest of Asean since 1986. In 1986-88, the 
NICs achieved double-digit rates of eco- 
nomic growth as the yen appreciated. 

When the yen subsequently weakened 
against the dollar and against the NICs' cur- 
rencies, economic growth in the NICs de- 
celerated, while the other Asean countries 
rapidly transformed themselves into attrac- 
tive offshore production bases for multina- 
tionals. Now that the yen 
is rising against the dol- 
lar again, the NICs have 
regained their lead over 
Asean since the begin- 
ning of 1991. 

The merits of joining 
a yen bloc need to be 
considered at both the 
macroeconomic and the 
microeconomic level. At 
the macroeconomic level, 
output fluctuations asso- 
ciated with changes in 
the yen-dollar rate can 





(devaluing) the won by 0.75%. This could 


be achieved automatically if the won was | 


pegged to a basket of currencies in which 
the yen carried a weight of 75%. In that 
case, a 10% appreciation of the yen against 
the dollar, for example, would automati- 


cally lead to a 7.5% appreciation of the won | 


against the dollar. The positive effect of the 
10% appreciation of the yen on South Ko- 


rean output would then be offset by the | 


negative effect of the 7.5% appreciation of 
the won. 

In general, in order to stabilise output, a 
country should peg its currency to a basket 
with large weights for competitors' curren- 
cies and small, or even negative, weights 
for major suppliers’ currencies. The Asian 
NICS, which have export 
structures similar to that 
of Japan, may benefit by 
pegging to the yen, or by 
raising the weight of the 
yen in the reference bas- 
ket of currencies. The re- 
verse may be true for pri- 
mary-commodity export- 
ers, such as Asean, which 
rely heavily on Japan for 
imports. 

The current rapid 
pace of industrialisation 
in East Asia is expected 


be stabilised by manipu- Asian to continue, and this 
lating the exchange rate y should favour a more 
of the domestic currency Currencies important role for the 


against the dollar. For 
the Asian NICs, the in- 
crease in output result- 
ing from an apprecia- 
tion of the yen can be off- 
set by revaluing the do- 
mestic currency, which 
suppresses output by 
squeezing profits. 

In contrast, for the 
Asean countries, stabilis- 
ing output would require stimulating pro- 
duction by devaluing the domestic cur- 
rency when the yen appreciates against the 
dollar and revaluing it when the yen de- 
preciates. Pegging to a basket of currencies 
helps to stabilise output. 

The South Korean case can be used to 
illustrate how pegging a currency to a bas- 
ket can help stabilise output. According to 
this writer's estimates, a 1% appreciation 
(depreciation) of the yen against the dollar 
raises (reduces) South Korean industrial 
production by 0.3%. 

Offsetting this would require revaluing 
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should be 

tied more 

closely to 
the yen | 


yen in exchange-rate 
policies. The NICS com- 
modity composition of 
exports will become 
more and more similar to 
that of Japan, while 
Asean's export composi- 
tion will approach that of 
the Asian NICs. As a re- 
sult, the merits of peg- 
ging their currencies to 
the yen will increase. 

At the microeconomic level, the volati- 
lity of Asian currencies against the yen 
seems to be the major factor restraining 
the use of the Japanese currency. If the 
Asian countries were to peg their ex- 
change rates more closely to the yen (or 
raise substantially the weight of the yen in 
their currency baskets), more companies 
would invoice in yen rather than in dol- 
lars. 4 


C. H. Kwan is a senior economist at Nomura 
Research Institute in Tokyo. 
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You buy a sien jet to save time. But a fast cruise 
speed isn't the only way to cut travel time. Also 
compare climb rates and cruise altitudes. Jets that 


. Climb quicker to higher altitudes often get the 


quickest takeoff clearance — which can save long 
waits on the ramp. 

Some jets also can operate safely, and without noise 
restrictions, in and out of smaller airports with short 
runways. This can often get you much closer to your 
destination and save even more travel time. While 
sparing you the hassle of busy metropolitan airports. 


Look 2 at the 





. 


ps usage is demi a major portion of the total 


: . operating cost. So be sure to carefully evaluate the fuel 


_ efficiency of each business jet. 
But there can also be significant differences in the 


cost of maintenance, because jets with complex 


^. systems are more costly to maintain. Simpler is better. 


Some jets even cost less to maintain than turboprops. 


Look at the reliability. 


Like most of us, business jet manufacturers don't 


. . like to spend unnecessary money. And the cost 
< for warranted repairs comes right out of the 
- .. manufacturers pocket. 


So the length of the manufacturer's warranty is 


5 : -a pretty good indicator of the aircraft’s history of 
- reliability, and of the quality of the product. 


Look at the 


«Support network, 





of spare parts, M ost reich fora list of 
current customers for you to contact. And be sure 
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While all bonus jets ^ à (Quod iiy record, 
some are simply outstanding. Check the record and 
look for important safety considerations, such as 
cockpit visibility, landing speeds, and handling charac- 
teristics. Single- pilot certification by the FAA is also an 
excellent indication of operational ease and safety. 


Look at the techr olog gv. 


New technology has made some of todays 5 business - 
jets safer, faster, more reliable, and less expensive t 
operate. But others still employ airfoils and aerodynamic 
ideas developed before 8-track tapes were invented. 
Ask for dates and details on aircraft P 










Make sure a person ied in ‘ihe cbakhas the same 
head and shoulder room as someone seated in front. 
Some aircraft taper inward at the back of the cabin. — 

The best way to evaluate any business jet is ona 
typical business trip. During the flight, pay attention — 
to the noise level. See whether you could conduct an 
in-flight business meeting comfortably. _ 


Look at the luggage sp pace. 

Like a car with a tiny trunk, a business jet with 
insufficient baggage space severely limits y 
flexibility and comfort. : 

Cubic footage tells part of the story. But the | 
number can be misleading if the space is an odd shape. 
Look for a large compartment that's the same shape as 
your luggage — rectangular, And make sure bags can 
be loaded from ou aide and dont ft have tobe dragged 
through the cabin. EFT 
Look at the re | — Je" al h L je. 
Generally, the aircraft ak with the largest 
worldwide fleets have the highest resale values. A large 
fleet ensures the availability of. parts and service in the 
future, eliminating fears of bu ying a jet th: 























value means lower co to 





Look at the Cessna Citations. More than one of 
every two light and medium jets delivered in 1991 
were Citations. The reason is simple. | 

Businesses all over the world compared usiness 
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Rumble in the jungle 





Politics of proposed Malaysian dam 








By Doug Tsuruoka in Pergau 

omething is stirring in the jungles of 
- the Malaysian state of Kelantan near 

the border with Thailand. The sound 
of dump trucks and bulldozers has re- 
placed the cry of wild birds as hundreds of 
labourers begin work on a M$1.8 billion 
(US$710 million) hydroelectric dam, 75 km 
southwest of Kota Bahru. Canteens and 
staging areas have quickly appeared in an 
area noted for its rare butterflies and 
gnarled limestone outcrops. 

Clouds of dust are not the only thing 
the construction site has raised above the 
rainforest. Opposition politicians, environ- 
mentalists and engineers are kicking up a 
fuss about the Pergau project. They want 
to know why a 600-MW power plant is 
being installed where a facility one sixth 
the size was originally believed to be suffi- 
cient. They claim that the damage to the 
environment is too great. And they won- 
der how British civil engineering contrac- 
tor Balfour Beatty came to be awarded the 
bulk of the work on the dam. 

Defenders of the project say that it will 
bring badly needed facilities and up to 
2,000 jobs to a neglected part of Kelantan. 
Spokesmen for Tenaga Nasional, the elec- 
tricity utility, insist that the ecological ef- 
fects will be minor. As for the tendering 
process, Tenaga, Balfour Beatty and its lo- 
cal partners are tight-lipped. 

More than a single dam project is at 
stake. Pergau is an essential element in 
Tenaga's plans to double the nation's gen- 
erating capacity to 10,000 MW in the next 
10 years, as the country struggles to in- 
crease electricity supply to meet soaring 
demand. Similar, albeit smaller, hydro- 
power schemes are being planned in sev- 
eral parts of Malaysia. And projects such 
as Pergau are expected to set the pace for 
other large public-works projects in the 
country, such as the construction of a new 
airport near Kuala Lumpur. 

This is not the first time that controversy 
has marred Tenaga's plans to procure new 
generating equipment. Opposition politi- 
cians attacked the utility's plans last year 
to purchase seven gas turbines from Asea 
Brown Boveri, a Swedish-Swiss company, 
at a total cost of nearly M$1 billion. They 
argued that cheaper generators were avail- 
able elsewhere. At the time, Tenaga was 
under the jurisdiction of Energy Minister 
Datuk Seri S. Samy Vellu. Responsibility 
has since shifted to the Finance Ministry 
after Tenaga was privatised late last year. 
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The Pergau project has also become 
the focus of a confrontation between 
Kelantan's state government and Tenaga 
officials. Kelantan politicians — mostly 
from the opposition Parti Islam — have 
protested against federal plans to pay the 
state only M$1.2 million annually for the 
use of the state's water rights. State offi- 
cials originally insisted on a payment of 
M$9-90 million annually. Tempers flared 
in February when Kelantan officials confis- 
cated building equipment stored outside 
the dam's construction site in a bid to halt 
work on the project. 

Federal and state officials are still trying 
to resolve their grievances. 
But sources close to the 
state government say a 
tentative agreement is in 
the works that would sub- 
stantially increase the 
amount of money paid to 
Kelantan in return for the 
water rights linked to the 
project. 

The story begins in 
1974, when Pergau was 
identified as one of 25 sites 
suitable for the develop- 
ment of hydroelectric 
projects under a govern- 
ment plan to expand the 


country's power capacity. Razaleigh: grievances. 


The British 


connection 


Analysts say the awarding of lucrative 


contracts, such as the Pergau dam project, 


to Balfour Beatty and other British com- 
panies marks the culmination of a success- 
ful attempt by the British Government to 


win large-scale construction contracts 
from Malaysia. Opposition politicians in- 
sist that some kind of financial 


ial accommo- 


dation was reached between Britain and 


Malaysia, after they patched up their dip- 


lomatic relations, which suffered for vari- 
ous reasons during the mid-1980s. 

The evidence for this accusation is 
largely circumstantial. But it is a matter 
of record that London proposed a series 
of multi-billion ringgit deals to Kuala 
Lumpur not long after diplomatic rela- 
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At that time, the Pergau site was believ 
to be suitable for the development of or 
a 100-MW facility which would gener: 
537 GWh (or 537 million kilowatt hours) 
electricity annually. The total cost of t 
projected dam was estimated to 
M$150 million. The 1974 findings we 
based on a detailed investigation of t 
Pergau site. 

Another planning document prepar 
by a senior official of the National Elect 
city Board in 1980 reached similar concl 
sions. The official declared that the Perg; 
site was best suited for a "moderate-siz 
dam" which could "accommodate tv 
[turbine] units of 50 MW each" or 100 M 
in all. 

It was not until 11 years later th 
Tenaga went ahead with the scheme — b 
in a drastically different form. In July 196 
Tenaga chairman Tan Sri Ani Arope di 
closed that the dam would have an i 
stalled capacity of 600 MW generating 5: 
GWh annually — in other words, a cap 
- WI city six times larger th 
= > = the one originally planne 
i in order to produ: 
slightly less electricity. 

Ani estimated the co 
of the Pergau project to | 
MS1.8 billion, but Tena; 
officials have since said tl 
true figure was M$1.3 bi 
lion — almost nine time 
more than the 1974 est 
mate. Officials say the di 
ference is accounted for t 
the increase in the size « 
the generator and by pri 
increases in hydroelectr 
equipment in the past 2 
years. Critics say Ani's fi; 
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tions were affected by two events thi 
caused a furore in sia. — 
Last" campaign introduced by Prim 
in 1981. Mahathir initiated the move aft 
Britain unexpectedly raised tuition fee 
for Malaysians studying at British univer 
sities. The second was the Bumiputr 
Malaysia Finance (BMF) scandal whic 
surfaced in 1983 after the Hongkong un: 
of state-owned Bank Bumiputra reporte 
a loss of HK$6 billion (US$769 million 
RU ME MEN Ha ciony 
ish goods and the Hongkong scanda 
would have been expected to hav 
strained relations between the two coun 
edented bilateral cooperation. This ha 
led some observers to conclude that ai 
| s; 
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re remains the best estimate of the total 
ost. 

Tenaga's chairman told the REVIEW that 
when Pergau was first conceived, an in- 
talled capacity of 100 MW was considered 
ppropriate to cope with the then much 
maller electricity demand." Running the 
senerators for two hours a day, he says, is 
ine best way to deal with the short-lived 
Lemands of the national grid. 

The original plan and the one now be- 
ng used by Tenaga were based on studies 
wrepared by the same Australian consul- 
ancy, Snowy Mountain Engineering. The 
iompany declined to comment on the rea- 
ions for the discrepancy between the two 
ichemes. 

Federal-government officials contend 
hat there is more than enough water in 
he river Pergau and its tributaries to jus- 
ify the construction of a 600-MW power 
tation. But water engineers argue that it 
vill take at least two vears for sufficient 
water to accumulate in the dam's reservoir 
fter it is completed. Pergau is a shallow, 
aarrow, boulder-strewn river which winds 
ts way through heavily forested moun- 
ains. 

Current plans call for a earth and rock 
lam to be built at least 74 m high, intended 
o hold 62.5 million cubic litres of water. In 
iddition, there will be an underground 
setwork of sluices and tunnels extending 
or 24 km. 

These factors call into question the no- 
ion of building a far more expensive dam 
vith sharply increased generating capacity 
nhen the site appears to be unable to ac- 
'ommodate a facility of this size. 

Engineers say the site will not be able to 
;xrovide sufficient water to allow the tur- 
dines to operate at peak capacity. Running 


Sbcliod 14 instead Vedudtor interiors 
is well as a substantial increase in bilat- 
aral trade. 
This EL ier by e 
Mahathir reversed the 
tin Last" in 1984 after a meet- 
ng with then British minister 
Vérgerer Thatcher: The case has 
resurfaced in the eag 
»ourts, almost 10 years after the scandal 
woke. George Tan, Carrian's boss, is ap- 
»earing in court on 16 June to face 
charges of offering bribes to bankers. 
Meanwhile, BMF's former chairman, 
-orrain Esme Osman, has been 1 
adition from a British jail to Hor 
eng to stand trial for his involvement in 
he affair. 


In September 1988, the 
sovernment had also decided io pur- 
chase M$4.5 billion in British arms as part 
of Which incidet me 
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In it, the n 


which led to the 


these machines for longer than two hours 
would rapidly drain water from the catch- 
ment area, one engineer says. This is one 
point that has been taken up by Tunku 
Razaleigh Hamzah, a Kelantanese prince 
and leader of Malaysia's opposition party 
Semangat "46. 

"There's too little water. Is that eco- 
nomical?” he asks. (Razaleigh served as fi- 
nance minister when the Pergau project 
was first mooted.) Razaleigh is one of sev- 
eral politicians who have criticised the dam 
project. 

If the machines were operated for only 
two hours a day, the amount of water es- 
caping from the dam to downstream areas 
would amount to only a trickle. Although 
there are special sluices at the bottom of 
most dams to release water during emer- 
gencies, these are not normally used to 


Pergau dam project 





ted the role 
played by Mark Thatcher, the son of the 
former British prime minister, in arrang- 
ing the top-level contacts between the 
British and Malos governments 


JR en 
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keep water moving downstream. Instead, 
engineers say, special tunnels would have 
to be built to divert tributaries away from 
the dam’s reservoir. 

Unless this is done, the resulting reduc- 
tion of water supplies could harm paddies 
tilled by farmers below the dam. “This 
would dry up water to downstream areas 
for nine tenths of the year," predicts one 
specialist. 

Extensive excavation work would also 
be required to extract enough earth and 
rock to construct the dam area, causing 
damage to the surrounding jungle and 
wildlife. The reservoir behind the dam 
will inundate agricultural land across à 
wide area of Kelantan and the neighbour- 
ing state of Perak. And though work has 
already begun on the dam, federal offi- 
cials have not released the details of a 
study of the project's environmental im- 
pact. 

Tenaga spokesmen have stressed that 
the water discharged from the Pergau 
power station will be regulated by a collec- 
tion pond below the dam before flowing 
downstream. "The power-station dis- 
charges will also help to improve the river 
flow during the dry season," they say. 

Little information has been released, ei- 
ther, about the circumstance under which 
the construction tender was awarded in 
July 1989 to Kerjaya-Balfour Beatty Cemen- 
tation. The company is a joint-venture be- 
tween the bumiputra-owned company 
Kerjaya Binaan and Balfour Beatty. Kerjaya 
is a hitherto unknown company that is be- 
lieved to have been paired up with Balfour 
because of its strong political connections. 
Balfour, a large international engineering 
concern, is also a key contractor in a M$20 
billion project to build an airport at Sepang 
near Kuala Lumpur. 

Attention has focused on the cost of the 
project. Critics, who claim that the con- 
struction of a dam in Pergau should not 
cost more than M$900 million, point to the 
fact that a similar hydroelectric facility 
completed in Terengganu in 1984 cost 
M$684 million. This facility has a capacity 
of 400 MW and generates 1,600 million 
GWh a year, three times more than the 
dam at Pergau. 

A syndicate of 12 British and foreign 
banks led by J. Henry Shroder Wagg & Co. 
has provided a M$1.3 billion soft loan to 
finance the project (the remaining M$500 
million is being financed locally). The loan 
carries an interest rate of 0.809% and is re- 
payable over a period of 14 years with a 
six-year grace period dating from the com- 
pletion of the project, due in 1996, The loan 
is backed by Britain's Overseas Develop- 
ment Administration and the Export- 
Credit Guarantee Department. 

The interest charges are the lowest ever 
accorded to Malaysia by Britain. Critics 
claim that the easy terms are partly design- 
ed to offset the high cost of the project. 8, 
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Paper chase 


India cracks down on alleged bond fraudsters 








By Hamish McDonald and Sucheta Dalal 
in Bombay and Jonathan Friedland 
in Hongkong 


ven sceptics are beginning to take 
E seriously the Indian Government's 

attempts to penalise the business- 
men responsible for the securities-trading 
scandal that has presented several banks 
with nearly Rs 31 billion (US$1.2 billion) of 
potential lossess. 

Doubts began to ease when broker 
Harshad Mehta and State Bank of India 
deputy managing director C. L. Khemani 
appeared in Bombay's Esplanade Magis- 
trates' Court on 5 June on allegations of 
fraud and corruption after spending a 
night in jail. The doubts faded even further 
the next day, when the magistrate refused 
bail to Mehta, Khemani and eight other al- 
leged conspirators in what a government 
attorney calls the worst ever fraud case in 
India. The 10 defendants were remanded 
until 19 June in the custody of the Central 
Bureau of Investigation. 

The government has clearly departed 
from a tradition of sparing top government 
and company officials involved in finan- 
cial scandals the indignity of arrest or the 
ordeal of interrogation. Nor has the case 
been allowed to slip into the interminable 
backlog of the Indian court system. 

After the accused were taken to jail, the 
government issued an ordinance allowing 
it to set up a special court under a Supreme 
Court judge to try the case. The govern- 
ment also appointed a custodian to seize 
any fraudulently acquired assets held by 
the defendants. 

Reserve Bank of India Governor S. 
Venkitaramanan says the government in- 
tends to use any prosecutions in the securi- 
ties-trading scandal to help it push ahead 
with financial reforms. "We will be able to 
offer a more healthy opportunity," the cen- 
tral bank chief says. "This will definitely 
help us clean up the system." 

With opposition politicians calling for 
the sacking of Venkitaramanan and Fi- 
nance Minister Manmohan Singh, the main 
danger to a proper investigation comes 
from within the ruling Congress Party, 
where Mehta is believed to have highly 
placed clients and friends. But Venkit- 
aramanan says there has not been any “po- 
litical intervention in the process of investi- 
gation." 

Foreign brokers and fund managers ac- 
tive in the Indian stockmarket say they take 
comfort in Venkitaramanan's tough stance 
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and believe that he and Singh will weather 
the political storm. "This will indeed force 
the authorities to go for a thorough re-think 
of financial markets reform," says Hugh 
Peyman, a partner at Hongkong-based 
Asian Capital Partners, a merchant bank. 
Peyman says the government has no 
other option now but to strengthen the Se- 
curities and Exchange Board of India, 
which was established in 1988 but has yet 
to attain the necessary legal tools to effec- 





billion. For nearly 60% of this total, bank 
have paid their money but possess no s 
curities or entitlements. For the remainde 
they have promissory notes from two sma 
banks that do not appear to have sufficier 
backing. 

Further losses may appear in bank 
portfolio. management plans, which inve 
about Rs 100 billion for a score of publi 
sector enterprises, some funded by tt 
World Bank. Banks are believed to ha: 
used these plans for stockmarket specul, 
tion, especially to provide a form of fo 
ward financing known as “badla” to can 
share transactions across the fortnight! 
settlement dates of stock exchanges. Wit 
badla rates of up to 30%, banks can offi 
the returns of about 18% for their portf 
lio-management clients and still keep 
substantial margin for themselves and the 


Anatomy of a scam 





Bank A sells broker long-term high-yield bonds 
that will drop in price if rate-rise happens. It 
agrees to buy them back two weeks later for 
slightly less than it sold them — thus making 
a profit. To enable Bank A to stay within 
reserve levels, the broker sells it an 

equivalent value of shorter-term, low-yield — 
bonds — provided by Bank B — whose price 
will be less affected by the rate rise. 




















Neither bank actually transfers bonds. 
To do so would require going through the 
Public Debt Office, whose slow, manual - 

system will probably not have registered 
the transfers by the time the positions 
are unwound in two weeks' time. Instead, 
both banks issue banker's receipts, 

| siae to deliver the securities at a 

specified time. — 


tively police the country's many stock ex- 
changes. Ayaez Ebrahim, manager of 
Indosuez Asia's Himlaya Fund, agrees: 
“It’s a big debacle, but it's part of the grow- 
ing-up process of an emerging market. It 
will probably speed, rather than hinder, 
reform." 

The preliminary report of a central-bank 
committee under Deputy Governor R. 
Janakiraman estimates the potential losses 
from securities holdings — such as gov- 
ernment bonds, public-sector enterprise 
bonds and units of the state-run Unit Trust 
of India (UTI) — in the scandal at Rs 30.8 
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brokers. 

"Some of these banks have been greed 
and have offered higher and higher rates, 
Venkitaramanan explains. "There is n 
way they can achieve them except to gx 
into the stockmarket and do speculativ 
transactions." 

Heavy speculation in recent weeks i 
UTI units could also result in losses. Me 
chant banks have made huge forwar 
transactions in the units, in the expectatio 
that they would be sharply revalued to re 
flect underlying asset value during the ar 
nual reconciliation period in June. DB F 
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ances, a joint-venture between Deutsche 
wank and the Unilever group’s Brooke 
ond Ltd, is believed to have a large open 
sosition. 

In the securities-trading scandal, the 
@ational Housing Bank has the largest po- 

^ntial loss, as it has a shortage of Rs 12 
illion. The bank, a central-bank subsidi- 
wry set up to create a secondary-mortgage 
arket, last year diverged into an entirely 
anauthorised role as a back-to-back inter- 
nediary in “ready-forward,” or buy-back, 
securities deals arranged by Mehta among 
ther banks. 

Closely behind is Standard Chartered 
sank of Britain, which paid out Rs 3 billion 
without getting any paper and Rs 7.6 bil- 

on in return for promissory notes issued 
y two small institutions. One of them, 
Bank of Karad, has been placed in liqui- 
tation by the Reserve Bank. The other, 
Aetropolitan Cooperative Bank, a Bombay 
iavings institution, has been placed under 

central bank-appointed management. 

Most of Standard Chartered's transac- 
fons were arranged through broker Hiten 
Jalal, a member of a small stock exchange 
n Kanpur. Standard Chartered, which is 
acing heavy financial changes because of 
he likely losses in India, has sent a squad 
»f inspectors and private detectives to 
5ombay from London, in the hope of seiz- 
ng assets from brokers and counterpart 
ankers involved in the transactions. 

Although officials at Standard Char- 
ered's London headquarters dispute the 
xtent of exposure as outlined in the Jana- 
<iraman report, the bank has made a pro- 
rision of US$92 million to cover possible 
osses. Standard Chartered has also made 
t USS280 million cash infusion into its 
ndian subsidiary to increase liquidity in 
case of a run on deposits. 

Other banks facing large losses are SBI 
-apital Markets, a merchant bank owned 
»y State Bank of India, Rs 1.2 billion; State 
Bank of Saurashtra, Rs 1.8 billion; Canfina, 
1 merchant-bank subsidiary of state-owned 
Canara Bank, Rs 4.3 billion; and Canbank 
Mutual Fund, another Canara Bank sub- 
sidiary, Rs 1 billion. Canbank Mutual Fund 
yas since been banned from introducing 
iny plans, as it was discovered switching 
unds between plans ànd using other 
yanks as intermediaries. 

The focus of the Central Bureau of In- 
vestigation’s enquiry so far has been the 
illeged conspiracy between Mehta and 
state Bank of India treasury executives. The 
anakiraman report said that in the fiscal 
year ended on 31 March, the bank placed 
36% of its Rs 465 billion trade in govern- 
ment securities through Mehta. The report 
zives details of transactions covered up 
ind misrepresented in the bank’s books. 

Immediately after the report was re- 
eased, State Bank of India chairman M. N. 
aoiporia was asked to resign, the third 
najor state banking head asked to leave 
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his post because of the scandal. National 
Housing Bank's chairman, M. J. Pherwani, 
died suddenly after being asked to resign. 

Venkitaramanan says the Central Bu- 
reau of Investigation will soon turn its at- 
tention to the transactions involving Stand- 
ard Chartered. He also affirmed the Re- 
serve Bank's intention to hold ANZ Grind- 
lays Bank to a provision for up to Rs 5 





Scandal roils the stockmarket. 


billion that the bank is alleged to have 
wrongly credited to Mehta's account on the 
basis of National Housing Bank cheques 
drawn on the central bank and written to 
itself. 

The Janakiraman report said five such 
cheques totalling Rs 4 billion had been de- 
posited into Mehta's account at Grindlays 
in April, just before Mehta withdrew 
enough funds to pay Rs 5.7 billion owed to 
the State Bank of India. The central bank 
hopes to recover the National Housing 
Bank funds from Mehta through the new 
ordinance, but the sequence of transactions 
through Grindlays had to be recognised to 
enforce the claim against Mehta. 

Venkitaramanan points out that a cen- 
tral-bank cheque cannot be deposited with 
anyone but a designated payee. "Even if 
there was only a nanosecond [between 
clearance and crediting], it still went to 
Grindlays," he says. 

The Australian-owned bank set aside 
"sufficient resources" on 9 June to cover its 
potential exposure and sent the chief 
general manager of its international bank- 
ing department, John Ries, to Bombay, 
according to a statement released by the 
bank's headquarters in Melbourne. But 
Grindlays, India's largest foreign-owned 
bank, continues to deny any liability to 
repay the money. Grindlays has told the 
Reserve Bank that "it will take such steps 
as are required to ensure that sufficient 
resources are available to meet any liabi- 
lities that are determined without pre- 
judice to [the bank's] rights and conten- 
tions." " 
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squeeze on money sapol deflates 

-LÁ them both. It would be difficult to 

find a better example. of this than in Japan, 

where money is being squeezed even 

harder than businessmen and investors 
realise. .. 

-In calendar 1991, the nominal growth of 


n Japan's M2 money supply fell to 2.3% from 


rates of around 12% in 1989, when the 
x country’ s economic and financial booms 






















on came from the impact of Japan’s 
pital inflows. Without these funds, 
y-supply growth would have been 


t-capital inflows resulted from the 
yat Japan's current-account surplus 
ened sharply in the fiscal year ended 
31 March, while the long-term current 
. account swung to a surplus. The current- 
"account surplus surged to US$90 billion 
from US$24 billion a year earlier, while the 
capital account went to a surplus of US$37 
billion from a deficit of US$44 billion. 

All this suggests that the money 
squeeze has been too tight and that with- 
e intervention of capital inflows, Ja- 
omy would have been starvi 
iquidity. A. more. charitable interpreta- 
ion is that the Bank of Japan (Boy, the 
central bank) neutralised capital inflows by 
extending its squeeze beyond the point 
here economic indicators suggested it 
should be eased. 
























expansion is not sufficient to accommodate 
the nominal GNP growth of around 5% in 
the current fiscal year implied by official 
recasts of 3.5% real, or inflation-adjusted, 
wth. Credit demand, especially from 
business sector, is also depressed and 
only when interest rates fall further is it 
likely to reappear. 
- 0. The Boj can afford to cut further the of- 
p ficial discount rate and to guide market 
-.. rates lower without risking any undue de- 
|... preciation of the yen because of the offset- 
^. ting influence of continued capital inflows. 
_ These inflows would already have resulted 
ich stronger yen had it not been for 
1al and real interest-rate differentials, 
have recently moved in favour of 
S dollar. 
-a result, the yen is likely to remain 
n its current range, a level where 
inese exporters can continue to benefit 
from the gains in productivity and com- 
etitiveness engendered by their huge 
pital investments in recent years. This 























suggests that the external sector will re- 


peaking. Even last year's meagre ex- 


~ Whichever is true, Japan's monetary: 


rp à—À 0000 


main strong. 

Paul Summerville at Jardine Fleming 
says external demand is likely to contrib- 
ute roughly a third of the 2.5% real GNP 
growth that many private economists ex- 
pect the Japanese economy to achieve in 
the current fiscal year. This would be the 


highest contribution since 1983. 


Real consumption declined in March 
and April, according to the Economic 
Planning Agency (EPA). The effect of this is 
that figures to be published in mid-June 
will probably show that the economy grew 


about 1% in the first quarter of calendar | 


1992 from the previous quarter. Such 
growth will enable Japan to avoid a techni- 
cal recession of two consecutive terms of 
decline following the 0.2% easing in the 
final quarter of 1991. The economy, how- 
ever, is likely to fall back to negative 


Japan’s money supply 


growth in the second quarter. 

If Japan is to achieve anything close to 
the 3.5% level of annual real growth im- 
plied by the EPA and other official fore- 
casts, private-sector consumption and 
capital spending have got to move forward 
briskly. But capital spending is restrained 


by the higher cost of capital and by weak 


domestic demand, which is sapping busi- 
nessmen’s confidence as they watch inven- 
tories grow and profits decline. 

A further cut in the official discount rate 
appears essential. The government is also 
likely to have to introduce substantial fis- 
cal stimulation beyond the public works 
expenditures already announced. A further 
package of such measures may be an- 
nounced before the G-7 summit in Munich 
in July. 
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Japanese firms curtail 
their overseas forays 


By Annon Rowley in Tokyo 


he tidal wave of Japanese overse 

I direct investment that surge 
through North America, Europ 

and Asia in the 1980s continues to subsid 
causing some analysts to wonder wheth: 
it was mainly a phenomenon of the s 


called "bubble economy." 


When asset prices began to collapse i 
1990, Japanese officials and economists a 
gued that the “real” economy would ni 
be affected. But everything from capital ii 
vestment to consumer demand in Jape 
has since gone the same way as declinir 
stock and land prices, and overseas dire 
investment is clearly following suit. 

Japanese foreign direct investment fe 
in fiscal 1990 for the first time in nine year 


; and the latest figures from the Ministry « 
_ Finance reveal that the decline accelerate 
| in the year to 31 March. V 
| investment dropped by 15796. 
. fiscal 1989 and 1990, it fell 27% in 1991. 
| both North America and Europe, tł 
- amounts invested fell by more than 30% 





/hereas glob 






A decline in Japanese investment in tl 
US was inevitable after such massive dea 
as Sony's purchase of Columbia Pictures : 
1989 and Matsushita's buying of med 
and entertainment group MCA the follov 
ing year. But the investment slump in Ei 
rope — where various Japanese compani 
are still anxious to establish region 
headquarters — is more surprising. 

Asia, where Japanese businessmen ha 
been paying increasing attention over tl 
past few years, has escaped relative 
lightly so far, with the decline for 1991 
more moderate 16.356. 

Shigeki Tejima, a senior economist 
the Export-Import Bank of Japan, says th 
Japanese companies have been forced : 
be more selective in choosing destinatioi 
for their direct investment. This is for tw 
reasons: the squeeze on Japanese corpora 
profits in the wake of the economic slov 
down and the higher. costs of. Capital r 
sulting from the stockmarket collapse. 

"Japanese companies have made 
choice over what are the most E. 
potential areas for investment," sa: 
Tejima. "Asia is the most profitable : an 
because of lower costs and the potenti 





| for expansion of demand in local markets 
a Anthony Rowley | 


Japanese companies are also prepare 
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Comfort. As It Seems In The 777. 


Boeing has gone to great widths to ensure that tlie 777 is the most comfortable airplane in its class in the 


771 is wider than any other competing jetliner. And with this extra space, airlines can offer passengers ex 


seating. For instance, first class travel in the 777 can be as spacious and luxurious as any in the sky. The s 
class at 7-abreast. Airlines can configure for comfort in economy class with 9-abreast seating, widet 


Or-configure for increased travel demand with standard-size seats at 10 abreast. What's more, ever 
more shoulder room than ever before thanks to straighter sidewalls. No wonder people who 


have experienced the interior mock-up of the 777 come away wearing smiles. Very wide smiles 
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“Opportunities 
can stare you 
in the face 
one day...and | 
blow up in your 
face the next." | 
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start talking like one. 


[n today’s tiercely 


competitive corporate 
world, the impression your 
conversation makes is often 
as important as the job you 
do. To be listened to, your 
words must carry weight. 
Especially with your superiors 
and clients. That’s where reading 
The Asian Wall Street Journal 


will make all the difference. 


The Asian Journal provides fresh 
facts and insights on regional and world 
events. Covering everything from 
technology, marketing and banking, to 
world politics and policy and so much more 
you won't find in your local newspapers or 


anywhere else. 
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72% of our readers 
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every corner of the 
region. The men and 
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positions in an incredibly diverse 
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a little help from The Asian Wall Street 
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maintain relatively high levels of invest- | 
nt in Asia because their plants in the 
rion form part of an integrated produc- 
n network. This is designed to supply | 
‘al demand and industrialised markets, 
well as Japan itself. 

Among the few countries that received 
creased Japanese investment in fiscal 
91 were China and Indonesia. Invest- 
ant in China leaped 66% by value, albeit 
m a fairly small base, while in Indone- 
ų home to Japan's largest investments in 
iia, it rose by 8%. Both are regarded as 
pecially promising areas by increasingly 
st-conscious Japanese businessmen. 

Indonesia is expected to be a major 


neficiary of this trend, as is China. Ac- | 


rding to official Chinese statistics, Japa- 
se investment on a contract basis soared 
just over US$1 billion in the first three 
onths of calendar 1992, a 500% increase 
mpared with the same period of 1991. 

Asia as a whole received US$50 billion 


The lion whimpers 
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Singapore market snores as Hongkong roars 


By N. Balakrishnan 


he Stock Exchange of Singapore 
(SES) once aspired to be the premier 
bourse in Asia after Tokyo. But 





_ while the Hongkong market is enjoying its 





Japanese direct investment between 1951 | 


d September 1991. This is only a third of | 


e US$145 billion invested in North 
merica, and is considerably below the 


Tsunami subsides 





Source: Ministry of Finance 


S$64 billion that went to Europe. 

Current trends, though they favour 
sia, suggest that at currently reduced 
tes Japan's investments in the region will 
ke a long time to catch up with those in 
her parts of the world. 

A recent survey by the Japan External 
rade Organisation found what Yuji 
osoya at the Ministry of International 


‘ade and Industry calls a “strong will" | 


nong Japanese companies to continue to 
vest in the US and in Europe 

However, with the tide of economic 
‘tivity continuing to ebb in Japan and 
sewhere, an increase in investment will 


ive to await what Hosoya calls the “next : 
B 


le". 
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longest-ever bull run, its supposed rival in 
Singapore has lapsed into a torpor. Vol- 
umes on the SES are running at about 5$100 
million (US$62 million) a day, only a tenth 
of those in Hongkong, and are providing a 
thin diet for the island republic's brokers. 
With Singapore's economic growth es- 
timated at 5.5% this year, the lowest since 
1987, the outlook for corporate profits is 
respectable without being dazzling. Inves- 
tors have taken note that the maturing of 
the economy militates against a return to 
the days of high growth rates. But à 
number of other factors have also contrib- 
uted to the market's fall from favour. 
Singapore has suffered from its success 


| in offering protection to minority share- 


holders. The SES had hoped that stringent 
regulation of the market would attract in- 
vestors leery of the region's more volatile 
and unfettered exchanges. Many investors 
have decided instead to take their chances 


| on the higher capital gains seemingly 





promised in Hongkong. 
Another reason for the channelling of 
funds to Hongkong is that many stocks are 


| a play on its industrial hinterland across 


the border in China. Singapore has lost the 
“hinterland” it once offered to portfolio in- 
vestors. Malaysian stocks were de-listed 
from the SES in 1990 at the insistence of 
Kuala Lumpur. Trading in Malaysian 
shares constituted 42% of the total capitali- 
sation of $$133 billion at the end of 1991. 
The SES responded to the loss of Malay- 


. sian shares by instituting the Central Limit 


Order Bank board, which allowed inves- 
tors to trade Malaysian stocks even without 
the approval of the authorities in Kuala 
Lumpur. Such was the bull market in 1990 
in Malaysia and Singapore that there was 
enough room for both exchanges to benefit 
from the arrangement. 

But the new bumper stock issues in 
Kuala Lumpur — Telekom in 1991 and the 


. electricity board, Tenaga, this year — are 





not listed on the ses. With both exchanges 
preparing to go completely scripless within 
two years, the unofficial trading of Malay- 
sian shares in Singapore will become in- 
creasingly difficult. 

This is not the only attempt by the SES 
to present itself as an offshore exchange for 
shares from other countries. So far, how- 
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Diverging twins 
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ever, it has not had much success. 

The SES linked up in 1987 with the over- 
the-counter market in the US, known as 
Nasdaq, to offer an after-hours trading 
service. Business is so moribund that days 
go by without a single trade. In the first 
four months of 1992, only 500 shares were 
traded in the Nasdaq section of the SES. 

Ten Hongkong stocks are listed in Sin- 
gapore. But the euphoria of the territory's 
market has not proved infectious in the re- 
public, which has struggled to establish à 
comparative advantage in these stocks. The 
two exchanges are in the same time zone 
and liquidity is much greater in Hongkong. 

A new type of "offshore" listing was 
tried on the SEs last year. Hongkong firm 
GP Batteries International was quoted on 
the basis that its shares be denominated 
and traded in US dollars, but it enjoyed 
only limited success. 

Singapore has considered listing Shen- 
zhen and Shanghai stocks. This seems un- 
likely in the foreseeable future given Sin- 
gapore's reputation as the most strictly 
regulated stockmarket in Asia. Even free- 
wheeling Hongkong has taken a cautious 
approach to Shenzhen. As an added in- 
dignity to the SES’ current woes, the two 
Chinese markets can almost match it for 
the value of shares traded on some days. 

The SES’ efforts to improve its image are 
hampered by the economy's dependence 
on foreign companies and by government 
policy. 

A survey in 1990 showed that nine of 
the 10 most profitable companies in Singa- 
pore were foreign owned. (Singapore Air- 
lines was the only locally owned company 
in the top 10, and it receives most of its 
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^. capital there. Anyway, the government will 

«.- not allow foreign companies to raise funds 
in Singapore dollars as it does not want to 
“internationalise” the currency. 

In contrast to the major flotations in 
Malaysia, many of Singapore's profitable 
state-owned utilities are not listed, even 
though the government announced a pri- 
vatisation programme in 1986. The gov- 
ernment is in no hurry to sell off the state 
silver, because the operations of the public 
enterprises are in no urgent need of being 
polished by privatisation. 

It is fortunate for Singapore's brokers 
that a seat on the stock exchange is hard to 
obtain. The number is currently limited to 
26, including six seats shared with foreign 
joint-venture partners. However, from Au- 
gust seven licensed foreign brokers are 
expected to start trading local orders above 

»' S$5 million and orders from investors liv- 
-—. ing outside Singapore. 

The hope is that these seven brokers 
will have a greater incentive to bring 
business to Singapore. In the short run, 
however, they will further reduce institu- 
tional volume as they previously chan- 
nelled their orders through Singapore's 

^ brokers and split the commission with 
= them. 
m The brokers' total take in commissions 
—. on current volumes of 5$100 million a day 
5s is not likely to amount to more than 
- . S$200,000 a day, on the basis of 1% com- 
... mission each way. In fact, this probably 
overstates the case. Only retail traders pay 
196 in commission; rates are negotiable for 
large orders, starting from a minimum of 
0.5%. It seems unlikely that all 26 brokers 
are getting fat on these margins. 
. Attempts by the brokers to drum up 
business by establishing a presence else- 
"Where in the region have been hampered 
by local barriers, except in Hongkong. Six 
Singapore brokers have operations in the 
territory, most of which were set up in the 
. past two years. 
_ Operating costs in Hongkong are higher 
_. than in Singapore while commission rates 
-.. are lower. Kim Eng Securities and G. K. 
-* Goh Holdings, both of which are listed in 
... Singapore, acknowledge that their Hong- 
|^. kong operations lost money in 1990-91, 
. their first trading year there, but say that 
< they are breaking even now. 
- ^. For Singapore’s brokers, the best bet is 
< to hope that the Singapore Government 
will speed up its privatisation programme. 
This would enlarge market capitalisation 
and bring the SES to the attention of inter- 
national fund managers again. And should 
there be a sharp fall in the Hongkong mar- 
ket for whatever reason, Singapore may 
also be a beneficiary as a safe, if dull, haven 
in times of trouble. m 

























ne of the oldest Chinese-managed 
companies in Hongkong is coming 


back to the colony's stockmarket. 
The relisting in July of a slimmed-down 
version of Li & Fung Ltd, a trading com- 
pany, comes at a time when investors are 
hungering for a solid China play. 

Under managing director William 
Fung, the latest incarnation of Li & Fung 
offers investors the closest thing to a pure 
export-trading company. Since Li & Fung 
was delisted in 1989 to allow family mem- 
bers to liquidate their holdings, Fung has 
unloaded assets unrelated to the compa- 
ny's core business, its greatest strength. He 
has also focused the company's attention 
on China, where it plans to expand 
sourcing networks to assure a steady sup- 
ply of low-margin, high-volume products. 

Li & Fung has come full circle. "At the 
time [of the delisting], we were a bit of 
everything: real estate, insurance, shipping, 
retailing,” Fung says. “I thought it's better 
to stick to your knitting. Now we are fo- 
cusing once again on the business that we 
know best, export trading." 
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Li & Fung's strategy appears to be pa 
ing off. For 1992, the company expects r 
profit to rise 44% from a year earlier 
HK$125 million. This represents a prospe 
tive price-earnings (p/e) ratio of 8 on | 
offering price of HK$2.20 a share, coi 
pared with an average p/e of 125 ont 
Stock Exchange of Hongkong. 

In 1991, net profit soared 131% from 
year earlier to HK$86.9 million (US$ 
million) as revenue rose 56% to HK$z 
billion. Earnings in 1989 were bolster 
sharply by the company's disposal of c 
sets. 

The company plans to issue 125 milli 
shares, or 25% of its authorised equity, 
the HK$275 million offering. About HK$ 
million of the proceeds are earmarked f 
financing new office and warehouse spa 
in Hongkong and China. Another HK$ 
million will be invested in marketing ar 
distribution companies in the US and Ei 
rope, while HK$30 million is to be used | 
acquire trading houses in Asia. 

King Lun Holdings, the sole owner | 
Li & Fung, will retain 75% control of tt 
trading company. King Lun in 75%-owne 
by the Fung family and 25%-owned t 
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nsolidated Resources, the Bermuda- 
ed holding company for the Asian in- 
tments of Anglo American Corp. of 
ith Africa, De Beers Centenary AG and 
orco SA. 

The history of how the Fung family ac- 
red its empire reads like the archetypal 
ngkong success story. Founded in 1906 
Canton by Fung’s grandfather, Fung 
CLiu, Li & Fung was the first Chinese- 
! company to compete in the foreign- 
trolled business of exporting Chinese 
ducts. In 1937, Fung’s father, Fung Hon 
u, opened an office in Hongkong. 

The company's growth in the post- 
rid War II years mirrored Hongkong’s, 
e business expanded into trading gar- 
nts, toys and electronics goods. In 1973, 
liam and his brother Victor, armed 
h graduate degrees in business from the 
, took the company public. "It was the 
y way to get a lot of disgruntled rela- 
'S off our backs and attract profession- 
into management," William says. 

Li & Fung also continued its expansion 
itegy into everything from insurance 
1 shipping to real estate and retailing. In 
mid-1980s, the company acquired 50% 
üty positions in the highly profitable 
cle K convenience-store and Toys 'R' Us 
yiling chains in Hongkong. 

In 1986, Victor left Li & Fung to set up 
estment-bank Prudential Asia Capital 
nd, where he holds the position of 
irman, and William took over as man- 
ng director. In this period, the future of 
ngkong was à divisive issue. "My fa- 
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ther's generation said, ‘Don’t trust the 
communists.” Victor and I were bullish. 
The surest way to settle differences was to 
privatise," says William. 

The company delisted three years later 
with the help of Consolidated Resources 
under a plan that enabled the Fung broth- 
ers to buy out family members who con- 
trolled 75% of the company. In return for 
its financial assistance, Consolidated Re- 
sources received its King Lun holding. 

The decision to take Li & Fung public 
again is expected to receive an enthusiastic 
welcome from investors. "It is a well-es- 
tablished name and will probably be 
heavily oversubscribed," says Ravi Narain 
of Peregrine Securities Research. 

In 1991, Li & Fung derived more than 
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80% of its revenue from textiles. In addi- 
tion, three US garment retailers — Express 

Inc., County Seat Stores Inc. and The Lim- 
ited Stores Inc. — and Bekleidung Design 
of Germany, a garment importer, ac- 
counted for 59% of sales. 

Ordinarily, a company that relies heav- 
ily on a handful of customers is a cause of 
concern for investors. But in the case of Li 
& Fung, Express and Limited are both 
owned by the Limited Inc., which “is one 
of the best-run retailing companies in the 
US," Narain says. 

Investor interest in Li & Fung should be 
further buoyed by US President George 
Bush's announcement on 2 lune to renew 
China's most-favoured-nation trading sta- 
tus for one more year. The company, which 
cancelled plans to relist last year because 
of uncertainty about US-China trade, cur- 
rently derives 29% of its sourcing from 
China, of which a little more than half is 
exported to the US. 

Li & Fung could also easily shift its 
sourcing to other Asian countries if US 
China trade is ever restricted, according to 
Fung. The company has offices in Indone- 
sia, Singapore, South Korea, Taiwan and 
Thailand, with more than 900 suppliers 
scattered throughout the region. 

But if there is one disappointment for 
investors in Li & Fung's relisting, as the 
company is not including its retail arm in 
the share offering. Li & Fung (Retailing), 
which operates the Circle K stores and 
Toys 'R' Us outlets, is to remain a wholly 
owned subsidiary of King Lun. Li 














“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever. 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature -and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 
Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 

a 
9 * 
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WWF 
World Wide Fund For Nature 
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INVISIBLE HAND 


Saving the bear 


The former Soviet Union's growing foreign debt in the late 1980s was decried by 
alarmists as a cunning plan to bring Western financial markets to their knees 
through excessive borrowing followed by a default. The failure of the Common- 
wealth of Independent States (CIS) to service the debts of its predecessor, however, 
is more a product of chaos than a supposed conspiracy. 

Russia has tried to keep its credit lines open by paying select banks or creditor 
governments from its diminishing hard-currency reserves. But that game is up, as 
the CIS is expected to begin negotiations with foreign creditors to reduce the sover- 
eign debt inherited from the former Soviet Union. The process will move inexora- 
bly towards a Latin American-style solution — known as the Brady Plan after US 
Treasury Secretary Nicholas Brady — whereby debt relief is tied to economic 
reforms financed by the IMF and World Bank. 

This possibility has commercial bankers apoplectic. They complain this is not 
the way to encourage the development of free markets. The Bank Advisory Com- 
mittee of the cis, led by Deutsche Bank, warns that the confederation will be cut off 
from financial markets for three-to-five years if it seeks debt relief. 

The same refrain from bankers was heard when Mexico pioneered the Brady 
Plan in 1989. Yet they will now admit that Mexico is on the road to economic 
recovery. Bankers, however, have a point when they argue that a Brady Plan for 
the cis is just the kind of statist solu- 
tion that the apparatchiks could ex- 
ploit. In 1991, these reformed com- 
munists stashed away abroad about 
US$14 billion in hard currency from 
export earnings. Rewarding them for 
not paying their debts by giving them 
more hard currency is not the best ex- 
ample of the free market at work. 

But the Brady Plan is anything but 
free market in its application. It was 
force-fed to Latin American klepto- 
cracies and stunned bankers alike, and r 
the result has been the growth of free 
markets in the region. Aeg 

Similarly, a capitalist financial and 
commercial infrastructure will not emerge in the near term in the CIS without heavy 
amounts of aid and intense pressure from the West and Japan. Foreign investment 
will begin in earnest only when that effort has begun and when the risk of doing 
business in the CIS is not sharpened by a foreign-debt overhang that saps the 
economies in the confederation. 

Moreover, the Cis’s estimated US$62 billion of foreign debt is nowhere near the 
US$300 billion owed to banks by Latin American countries at the end of the 1980s. 
And about half of the cis debt was loaned directly by government trade-credit 
guarantee agencies, compared with only 10% at best in the case of Latin America. 
Also, half the amount of private banks’ loans to the Cis is guaranteed by those same 
government credit agencies. This leaves commercial banks with exposure to only 
US$16 billion of debt. 

Most banks with Cis exposure have reserved heavily against their assets in the 
commonwealth. German banks, for example, have reserves of 70-90% against their 
total of US$7 billion of exposed debt. French banks, with US$3 billion of exposure, 
have reserves in the range of 50-60%, as do most other Euro banks. Only 
Japanese banks, holding about US$3 billion of CIS paper, lack substantial govern- 
ment credit cover or meaningful loan-loss reserves. 

The cis’ debt does not pose enough of a risk to the international financial system 
to demand that the shaky confederation receive a painful lesson in the evolution- 
ary development of capitalist economies. Rather, it needs a swift kick, courtesy of 
the Brady Plan, in tandem with the delivery of foreign aid and credits. Then even 
battered Japanese banks would lend to the Cis. m Ed Paisley 





18 EUT d 


RIEFING 


ongkong Bank holders 
eprove Midland offer 


Shareholders of HSBC Holdings, 

rent of Hongkong & Shanghai Banking 
»rp., on 9 June approved the bank's 
Ksed offer for Britain's Midland Bank. 
eur days earlier, Lloyds Bank, also of 
itain, said it would not make a counter- 
Ker, ending speculation of a bidding 

ar. The new HSBC bid values Midland at 
wghly £3.7 billion (US$6.8 billion). 
sidland shareholders will receive 120 
»BC shares for 100 Midland shares and 
5 of nominal bonds or the cash 
,uivalent. They have until 25 June to 
cept the offer. 


S drops Taiwan probe 
Ker copyright pact 


One week after opening an unfair- 
ade investigation of Taiwan, US Trade 
»presentative Carla Hills closed it and 
voked Taiwan's worst-offender status as 
"centre for copyright piracy and 
idemark counterfeiting of US products." 
se 5 June move followed an agreement 
t intellectual property rights by private 
oups representing the two governments, 
hich do not have formal diplomatic 
lations. Hills said the pact will bring 
tiwan closer to Gatt membership. The 
ict covers protection of sound 
cordings and video and computer 
ftware. Taiwan agreed to bring laws on 
itents, trademarks, industrial design, 
miconductors and trade secrets up to 
e standards being negotiated in the Gatt 
ruguay Round. 


ietnam, Malaysia agree 
! joint search for oil 


Vietnam and Malaysia on 5 June 
gned an agreement to search jointly for 
l in an area of the Gulf of Thailand 
here they have overlapping claims. 
ietnamese and Malaysian officials who 
'ld three days of talks in Kuala Lumpur 
id the exploration zone would not 
clude areas disputed by other countries. 
Ye agreement provides guidelines under 
hich the two countries' state-run oil 
ms, Petronas and PetroVietnam, will 
'gotiate joint exploration for oil in the 
sputed area. 


angladesh central bank 
moves UCBL officials 
Bangladesh Bank, the central bank, 


moved the chairman of privately owned 
nited Commercial Bank Ltd (UCBL) for 


leged gross irregularities. 
khtaruzzaman Chowhury, chairman of 
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the bank, allegedly obtained an 
unauthorised Taka 200 million (US$5 
million) from UCBL to invest in a private 
project. Chowhury's wife, a director of the 
bank, was also removed. Any loans 
granted by a bank to one of its directors 
must have central-bank approval. Other 
alleged irregularities at UCBL are also 
being investigated, the central bank said. 


Japanese electronics firms 
reach truce with US 


»> Japan's 10 largest electronics firms 
agreed with US semiconductor-industry 
officials on 4 June to inform the US and 
other non-Japanese suppliers of their 
product needs in the second half of 1992. 
The measure is seen as an effort to placate 
a US Government inquiry into 
implementation of the US-Japan 
Semiconductor Arrangement and thus to 
avoid US sanctions against Japan. 
Washington expects the foreign share of 
Japan's semiconductor market to exceed 
20% by year-end. In 1991, it was 14.4%. 
Tokyo has said it does not consider the 
20% target, mentioned in the 
arrangement, to be binding. 


Business indicators 















NICs Asa Asia 
“Hongkong, Singapore, South Korea, Taiwan Source: ADB 





Jakarta removes ban 
on raw rattan exports 


> The Indonesian Government has lifted 
its ban on the export of raw rattan and 
logs and will impose export tariffs 
instead, the Ministry of Finance 
announced. The new export tax has been 
set at US$10 per kg of raw rattan and 
US$15 per kg of rattan webbing; the 
export tax on logs will range from 
US$500-4,800 per mr. Trade Minister 
Arifin Siregar has denied that the decision 
to revoke the bans on these exports, 
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imposed five to seven years ago to create 
domestic manufacturing industries, was 
taken because of pressure from Gatt. 


Philippine oil companies 
to lose US$73 million 


> Three oil companies — Caltex 
(Philippines), Pilipinas Shell Corp. and 
state-owned Philippine National Oil Co. 
— said they stood to lose about P1.9 
billion (US$73 million) because of an 8 
May decision by Manila's Supreme Court. 
The court upheld a ruling revoking a 1987 
promise that the Philippine Government 
would reimburse oil companies for certain 
financing costs. The costs arose when the 
central bank asked the companies to help 
Manila fight a balance-of-payments crisis 
by postponing foreign-exchange 
remittances to their suppliers. The oil 
companies did this by refinancing their 
payments through borrowings from 
offshore banking units. 


Tokyo to extend air traffic 
rights between Japan, Taiwan 


> Peking has indicated it would not 
oppose a move by Tokyo to expand air 
services between Japan and Taiwan 
Services have been restricted under an 
agreement reached when Tokyo opened 
diplomatic relations with Peking 20 years 
ago. Although no new agreement has yet 
been made public, Taiwan's Eva Air is 
preparing to begin flights to Nagoya and 
Fukuoka in Japan by the end of this year. 
Japan Asia, a subsidiary of Japan Airlines, 
also plans to fly between Taipei and those 
cities as well as Naha, Okinawa. Sources 
say Tokyo approached Peking because 
other airlines were taking business away 
from Japan Asia on the heavily travelled 
Tokyo-Taipei route. 


Pakistan moves towards 
railway privatisation 


> Asa first step towards privatisation of 
its railways, the Pakistan Government wi 
hand revenue collection on the Lahore- 
Faisalabad line to a private company fro: 
1 July. Lahore and Faisalabad are the 
biggest towns in the Punjab, but state- 
owned Pakistan Railways has had serious 
revenue losses on this section. Under the 
new arrangement, Pakistan Railways will 
run 10 trains in both directions, providing 
all related services, while tickets and 
luggage booking will be handled by the 
contractor. The company will pay 
Pakistan Railways Rs 93 million (US$3.7 
million) for the fiscal year ending in June 
1993. The next line to be privatised will be 
Lahore-Narowal. 
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a a a Jakarta continues bull run w ww stock-futures drag down Tokyo m m a 


Seoul slides to four-year low w a a Manila surges on growing political confidence 
and profit-taking slows Hongkong in the week ended 9 June m m u 


Hongkong (Lê? scale) 
Hang Seng Index, 5,940.19 
| §,500 Average daily turnover US$511.5m 


Saas Times Index, 1,492.11 
Average daily turnover USS$47 6m 


Nikkei Stock Average. 17,845 04 
Average daily turnover USS1 5b 


(Right scale) 


Manila 

Composite index, 1,568.25 
Average daily turnover 
US$24.6m 

(Right scale) 


Bombay (Aigh ssi) 
BSE Sensitive index, 3,086.7 
600 Average daily turnover US$58.1m 











Bangkok 
SET index, 684.47 11.000 


Average daily 
turnover US$131.4m 
(Lef scale) 


Taipei 

Weighted index, 4,528.65. — 
Average daily turnover US$1. 16 
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Transparent motives 


outh Korea's market regulators 

may be seen in action more fre- 

quently now that the Korea Stock 

Exchange (KSE) has better defined 
its power to query listed companies about 
unusual share-price movements. 

The new rule, introduced on 1 June, 
gives the KSE the right to ask a company 
for any information that might have caused 
the price of its scrip, or its daily share vol- 
ume, to move out of its range of the past 90 
days. The rule was enacted as part of ef- 
forts to make stockmarket regulations 
more transparent, KSE officials say. Previ- 
ously, the KSE could only query companies 
when rumours about them surfaced in the 
market. 

The exchange did not. waste any time 
testing its new powers. On 4 June it que- 
ried Hankuk Glass — South Korea’s domi- 
nant glass supplier — as to why its share 
price jumped to Won 14,000 (US$18) on 
2-3 June. Its price had dropped steadily to 
Won 12,800 during May, even as the Seoul 
bourse tested four-year lows. According to 
stockmarket officials, Hankuk Glass said it 
did not know why its shares rose so dra- 
matically. The stock fell back to Won 12,800 
on § June. 

Local brokers speculate that the price 
spike was the result of rumours about a 
large foreign share purchase, or the possi- 
bility that the company might announce a 
technical tie-up with a foreign glass manu- 
facturer. (Hankuk officials could not be 
reached for comment.) 

Under the new rule, if information 
comes to light in the next 30 days that is 
material to investors and appears to ex- 
plain the share-price movement, the KSE 
can pass the case to the Securities and Ex- 
change Commission for investigation. 

The regulation is clearly a step in the 
right direction. Greater disclosure of infor- 
mation by listed companies should help 
the KSE police share-ramping schemes as 
well as insider trading — two common 
practices that are easily masked in Seoul's 
rumour-driven market. 

In particular, the move should allow the 
KSE to probe unusual trading in the shares 
of small to medium-sized companies, 
which have been going belly-up at a record 
rate this year. There are widespread ru- 
mours that insiders at several of the 14 
failed listed companies engineered sharp 
price rises before declaring bankruptcy. In- 
deed, this is clearly what spurred the KSE 
into action, brokers say. 

Shroff, however, must question why the 
KSE has not carried its action several steps 


further. The “rumour” rule, which the new 
regulation is designed to replace, remains 
on the books. But chasing down rumours 
seems a supreme waste of time when regu- 
lators can now base their inquiries on real 
activity. 

Brokers say share ramping and insider 
trading often involve core shareholders. 
They are more likely to have their scrip 
registered in their own names, or in the 
names of family members. So the KSE is 
now well placed to identify those who 
might profit from unusual share move- 
ments. 





But, more important, the securities com- 
mission must act upon the information 
provided by the KsE — something it has 
often failed to do in the past, market 
sources say. Of course, real action to stem 
share price manipulation will not be possi- 
ble until South Korea insists that the prin- 
cipals in financial transactions are properly 
identified. And that, regulators and brokers 
agree, is a decision for the politicians. 

m Ed Paisley 


Conventional wisdom among those Tokyo 
stockmarket analysts eagerly talking their 
own book is that the current decline in cor- 
porate earnings is already "in the market" 
— that is, fully discounted in share prices. 
Shroff doubts that it is. 

Consumer demand in Japan weakened 
sharply in the second half of fiscal 1991 
(which ended on 31 March) and manufac- 
turing inventories began piling up as a re- 
sult. A crucial issue for corporate profits is 
how long this so-called inventory adjust- 
ment phase will last. 

Nobuyuki Tagaki, a senior analyst at 
Nomura Securities, believes it will continue 
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at least until the end of calendar 19 
Nomura may be in the doghouse still 
its role in client compensation scandals a 
other misdemeanours, but its analysis 
Japanese corporate and stockmarket pri 
pects has become more realistic than tl 
of many foreign securities houses in 1 
kyo. 

For as long as inventories continue 
build, manufacturing output will rem: 
depressed and operating margins will 
squeezed by under-utilisation of capacit 

Many appear to have missed a cruc 
point about the cost of the massive capi 
investment programme which Japane 
companies have undertaken in rece 
years. It is this: the outlay has been acco: 
panied not only by what Tagaki terms 
"huge jump" in depreciation charges, t 
also by a dependence on higher levels 
demand and output in order to mainte 
margins. 

Instead, the opposite has happene 
Japanese consumers have responded 
would any others to the negative "wea 
effect” of falling stock and land pric 
They have become cautious spenders at t 
retail stores and this in turn causes inve 
tories to back up from wholesalers a 
through to manufacturers. 

Consumer confidence will not revive 
line with any neat timetable for econon 
recovery. Like the stockmarket, it w 
probably respond only to a huge injecti 
of liquidity, either through monetary or { 
cal means, or both. 

Tagaki's forecast for corporate earnin 
sees those of the manufacturing sector f: 
ing by a further 5.3% in fiscal 1992 (follo 
ing a 23% collapse in fiscal 1991), and nc 
manufacturing earnings declining 4.€ 
(against a drop of 6.6%). Excluding fina 
cials, where expected improvements in : 
curities houses' performance boost the p 
ture, overall corporate earnings will prc 
ably decline by 5% in 1992. 

This means that, at current levels of t 
Nikkei-225 stock average, shares are se 
ing on a prospective price-earnings ratio 
49 compared with a ratio of nearer 
based on historic (1991) earnings. This is 
very demanding prospective multiple ev: 
by Tokyo standards and Shroff would — 
very surprised if the market is fully d 
counting it yet. 

Some analysts, including Tagaki, thir 
corporate profits will recover by 15-20% 
fiscal 1993. But they base this forecast « 
littleymore than a belief that some recove 
is inevitable after such a fall. 


= Anthony Rowi 
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Germany as a business location: 
facing new challenges 


Germany's appeal as a business lo- 
cation has become a hotly debated issue 
again, with the country's economic 
slowdown and difficult pay negotiations 
adding to the prevailing scepticism as to 
its international competitiveness. 

For one thing, unification means that 
several million economically viable 
jobs will have to be created in eastern 
Germany, making it imperative to im- 
prove its attractiveness as a production 
site. For another, Central and Eastern 
Europe are emerging as low-wage com- 
petitors, posing a threat to the jobs of 
Germany's less skilled workers in partic- 
ular. Last but not least, the completion 
and enlargement of the Single European 
Market will increase the mobility of 
capital, which will boost direct invest- 
ments in promising locations. 


The decisive factors 


The attractiveness of a country as a 
location is determined by a number of 
factors. Some are structural, such as 
the availability of raw materials, short 
distances to customers, communi- 
cations, the qualifications of the work- 
force, the legal framework and political 
stability. Others, such as wages, taxation 
and government regulations, are more 
open to political influence. 

International comparisons frequently 
highlight individual factors, usually wage 
costs and taxes. Western Germany's la- 
bour costs are among the highest in the 
world, even after allowance for its high 
level of productivity. And this problem 
has been aggravated by recent hefty 
pay increases. Moreover, Germany's 
corporate taxes are very high and its en- 
vironmental standards are quite tough. 


"The present debate 
may be useful in achieving 
greater flexibility." 





At the same time, though, the country 
offers substantial advantages. These in- 
clude its highly qualified workforce, 
smoothly functioning banking system 
and efficient capital market. [n addition, 
western Germany's infrastructure is very 
good, the country is politically stable and 
its economic policies are geared to main- 
taining monetary stability. 
Moreover, its attractive- 
ness as a business location 
has been enhanced by 
the end of the Cold War. 
The domestic market for 
German companies has 
expanded considerably; 
economically speaking, 
Germany is now at the 
heart of Europe. 

Occasionally, its lop- 
sided direct investment 
balance is cited as evi- 
dence of its waning attract- 
iveness. Over the past 
three years, its companies 
have invested DM 97 billion abroad, 
while the flow of funds in the other direc- 
tion has amounted to only DM 19 billion. 
Yet for a capital-rich country, this is no 
cause for concern; in fact, over the same 
period, domestic business investment 
totalled DM 960 billion. 

At least as far as technologically 
sophisticated goods are concerned, com- 
petition in the world's markets focuses 
on innovative products and intelligent 
production methods. With regard to 


R & D spending, German firms are 
among the leaders internationally, de- 
voting a fifth of such outlays to basic 
research - considerably more than their 
competitors. What needs to be im- 
proved, though, is the commercial appli- 
cation of new products and manufactur- 
ing techniques. 

The new challenges facing Germany 
make flexible responses essential: in the 
overly regulated labour market; in public 
finance, where the reduction of subsidies 
and state spending should help keep defi- 
cits under control and cut corporate 


Flexibility of working hours 





taxation; and, generally, in terms of elim- 
inating unnecessary regulations. Although 
the present debate tends to exaggerate 
the problem, it may be useful in achieving 
greater flexibility and in mobilising pub- 
lic support for much-needed structural 
changes. Given the right signals from the 
Government and moderate pay settle- 
ments, Germany has a good chance of 
maintaining its current high income 
levels without seriously jeopardising 
job creation. 


Ms COMMERZBANK Se 
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INNOVATION 


Stepping on the gas 


t may look like something out of a car- 
toon, but the little bubble car that 
Mazda was displaying at the Earth 
Summit in Rio de Janeiro deserves to 
be taken seriously. Its significance is that 
the engine of the two-seater prototype runs 
not on gasoline, but on gas — hydrogen. 
Hydrogen is a potentially attractive al- 
ternative to fossil fuel for several reasons. 
One, there is an awful lot of it: hydrogen is 
by far the most abundant element in the 
universe (though, frustratingly, on Earth it 
is almost always found in combination 
with other elements). 
Secondly, it burns well: hydrogen packs 
more energy per unit of weight than any 
other fuel. And a third reason is that it 


| burns cleanly. During combustion, hydro- 


. Hydrogen also ignites at a lower 
| temperature than petrol, and thus 





| 


| 
| 
| 





gen combines with oxygen to form harm- 
less water instead of greenhouse gases. 


produces far fewer nitrogen oxides, 
a nasty byproduct of the air-fuel 
combustion. 

But for all its virtues, hydrogen 
fuel also poses one big problem: 
how to store enough of it, compactly 
and safely, to power a car over 
meaningful distances. Storing it as a 
compressed gas is out of the ques- 
tion, because that requires huge 
metal tanks. As a liquid, hydrogen 
makes a great fuel, but because it is 
highly volatile it is better suited for 
rockets than for cars. 

In 1969, scientists working at the 
Philips laboratories in the Nether- 
lands stumbled on an unlikely solu- 
tion to the storage problem. They 
discovered that some members of a class of 
metal alloys called hydrides could soak up 
hydrogen, and subsequently release it, like 
a sponge does water. 

The energy crises of the 1970s prompted 
researchers around the world to follow up 
the Dutch results. Scientists at Brookhaven 
National Laboratory in the US made good 
use of knowledge derived from top-secret 
work on hydrogen bombs to develop a 
range of storage hydrides. In Germany, 
Daimler Benz built and demonstrated sev- 
eral vehicles, including a bus powered by 
hydrogen stored in the sponge-like alloys. 

During the 1980s, many companies — 
especially in Japan — attempted to apply 
hydrides to such applications as heat 


| pumps and refrigerators. But their efforts 
. to commercialise the technology were sty- 


mied by several shortcomings in the new 


| material. 


The most serious was cost. Hydrides are 
difficult to extract from ore, which makes 
them very expensive. In addition, hydrides 
are prone to become poisoned by hard-to- 
get-rid-of impurities in the gas that they 
store. And impurities cause the materials 
to lose their exotic properties. 

By the turn of the decade, research on 
applications for hydrides had all but dried 
up, with one significant exception: battery 
makers like Matsushita and Sanyo found 
in nickel-metal hydride a substitute for eco- 
logically unsound cadmium in recharge- 
able batteries (REVIEW, 7 May). Having 
demonstrated that hydride works for 
powering small products like laptop com- 
puters and cellular phones, the makers are 
now keen to try their hand at powering 
bigger ones — cars, for instance. 

At the beginning of May, Osaka-based 





Matsushita uses hydrogen in electrical batteries. 


Matsushita Battery Industrial announced it 
had developed a nickel-metal hydride bat- 
tery for use in electric vehicles. The com- 
pany claims that at up to 180 watts per kg 
the power output of its batteries is 50% 
greater than that of conventional, lead-acid 
batteries. 

Hard on the heels of Matsushita's an- 
nouncement came word that a US research 
consortium consisting of Chrysler, Ford 
and General Motors had placed its first 
contract, worth US$18.5 million, with 
Ovonic Battery, a small company based in 
Michigan. The money will go to develop a 
version of the firm's nickel-metal hydride 
battery that can be mass produced. Ovonic 
claims that its battery’s output power is 250 
watts per kg. But the company concedes 
that the battery cannot keep this sort of 
output up for long. 

Matsushita, on the other hand, reckons 
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that its battery will continue to put out 
least 170 watts right up to the end of E 
discharge cycle. Moreover, the battery h 

a claimed lifespan of 1,500 charges, or ov 
four years of daily use. Matsushita plans 
begin production of the battery in the mie 
1990s. That would make it available for c 
companies seeking to beat Californiai 
zero-emissions legislation (which states 
that at least 2% of cars sold there shou. 
emit no exhaust gases whatsoever). 

Still undisclosed, however, is how muc 
a set of nickel-metal hydride batteries wx 
cost. Takanori Minami, general manager e& 
Mazda Motor's technical research centr 
estimates that the price of the batterie 
would be twice as much as the curre» 
price of the most expensive car in Mazda 
range. 

Mazda's bubble car is equipped witi 
nickel-metal hydride batteries in ac 
dition to its hydrogen-powered er 
gine. But the batteries are there jus 
to add extra torque to enhance pe 
formance. Most of the vehicle's mc 
tive force comes from the 1,000-c 
rotary engine, which draws fue 
from a 280-kg metal hydride tanW 
Mazda is today the only car com 
pany making rotary engines. Rote 
ries are particularly suited to hydre 
gen power because, unlike in a now 
mal car engine, the fuel-intake ane 
combustion chambers are separate 
This eliminates the risk of backfires 
to which hydrogen is prone becaus 
it is so flammable. 

Turning hydrogen into a com 
mercially viable alternative to petrc 
will not be easy. Developing me 
thods for the economic mass productio: 
and distribution of hydrogen will tak: 
huge investments. But as fossil fuels ru 
out, sooner or later such investments wil 
have to be made. 

For the moment, however, Mazda i 
proceeding cautiously. The company ha 
applied to Japan's Ministry of Transpor 
for permission to begin testing a fleet o 
cars next year on the open road in the com 
pany's home town of Hiroshima. The tar 
get is to achieve 300 km on a single tank c 
gas. 

That is about twice as far as electric ve 
hicles can currently manage. It is also ap 
proximately the distance that a taxi drive 
in one day. Since Mazda owns or has clos 
relationships with several local taxi com 
panies, the logical next step would be t 
encourage them to switch over and try ov 
the clean new fuel. m Bob Johnston 
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“What do Northwest Airlines WorldPerks 
members get on KLM flights to Europe?" 


"Ihe finer points of the partnership." 


LOE ING 


Pig t. ` > f - 
P mel ERN *. = SS P ^ 
^ d " 2T A E^ ay 
> ee ss +n ap E ixi - 4 NM. 
. n 


J r é " P ù f " è 
n ` » , . ^ i — - » 
T M 2 IMS "Wirt D E - z A "LÀ m. 
» bd d À Š €t E f - 
PA 1^2 * Bk su t E PiL GA art 1 ex A Es 


KLM Royal Dutch Airlines and North- 


west Airlines recently entered into a 


'ORLD 


ERKS 


You can now accumulate mileage credits for 


unique partnership agreement. 


lorthwest's WorldPerks frequent flier programme on 
I KLM flights to Europe. Credits which you can 
:deem for free air travel to the US or to many of 
LM's exciting European destinations. 

Although you may start for the points - we are 
onvinced you will stay for the service. Because KLM 


TT 
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operates an increased number of flights from most 
major cities in the Far East and South Pacific to 
Amsterdam Airport Schiphol. 

Get the point? You will if you enjoy KLM service 
to Europe. It adds up to a WorldPerk which is hard to 
beat. Call your local KLM or NWA office for a fre 
WorldPerks application form. 
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to say poetic justice has been done. To- us 
every life is God's gift and nobody has the 
right to take it away. Our sympathies are 
"totally with the Thai people in whose: name 
| their leaders have treated. Bur Se 
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gress to cut off econ 
donesia until it has 
from East Timor and until a referendum 
on self-determination H ad been allowed. 
Who can explain. to me how come Is 
rael receives the highest amount of US aic 
and yet there is no question that Israe 


should withdraw its occupation force: 


from Gaza and the West Bank. Why shoulc 
ountr deris the US to dictate it: 
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Working together at I/N TEK, tbe world s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 


(Qe ee Ge” 
NIPPON STEEL 
SS Se ADI 
the leading edge of technology 






The return of popular 
businessman and 
. former diplomat 
. Anand Panyarachun 
as Thailand's interim 
prime minister has 
3 reduced the danger of 
other clash between democrats and 
he powerful and intrusive military 
stablishment. But much depends on 
the outcome of new elections which 
nand hopes to organise by the early 
imn. Chief correspondent Rodney 
xr looks at Anand's unique 
ialifications for the role of arbiter 
discusses the constitutional 
constraints that may prevent him 
from remaining in office for more than 
four months. Tai Ming Cheung 
explains how the Thai military has 
itgrown its professional origins to 
a dominant role in business and 








-Peace in Jeopardy 
okered peace accord faces a 
reat from continuing Khmer 
ouge intransigence 12 








am : Corruption 

uption is spreading rapidly in the 

, especially at district and village 
levels. A breakdown in party discipline 
nd a flawed judicial system are seen as 
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< Aiding and Abetting 
- — Japan is considering a full resumption of 
“its previous aid programme to Burma, 

; according to diplomatic sources. Such a 
.. move would almost certainly be 
strongly criticised by Western 
governments which, like Japan, 
suspended the bulk of their aid 
programmes to Rangoon after the 
military crackdown against democratic 
forces in late 1988 and the emergence of 
the present military junta. Japanese aid 
accounted for about 80% of all foreign 
aid to Burma before the cut off. Despite 
‘some recent signs of reform in Rangoon, 
former donors still caution against a 
shift in policy towards the junta regime 
















































contributory factors 13 


Indonesia : Election Results 

As expected, the ruling Golkar group 
takes a commanding majority of votes 
cast in the country's mainly friction-free 
election 14 

Democracy anxieties in Jogjakarta 14 


Pakistan : Military Muddle 

The army comes under fire for killing 
innocent civilians in an operation meant 
to restore law and order in Sindh 16. 


Hongkong : Pork Monopoly | 
China extends its stranglehold on the 
colony as companies owned by the 
Peking government emerge as the 
sole suppliers of fresh pork in. 
Hongkong 16 


Japan : Peacekeeping 
Members of the Social Democratic Party 
of Japan resign from parliament in 
protest against a bill to allow the armed 
forces to take part in UN-sponsored 
peacekeeping operations 
but the bill is still passed 
by the lower house 17 
Neighbours fear Japanese 
militarism 18 


China : Reformist Surge 
A recent seminar on a 
banned book and the 
public pronouncements 
of top leaders augur well 
for patriarch Deng's 
push for economic 
reforms 19 
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until it moves towards transferring 
power to a civilian government based on 
the May 1990 election. 


Khmer Blues 


Senior Asean officials are scheduled to 
hold a special meeting in Manila on 
25-26 June specifically to discuss regional 
security. One topic on the agenda at the 
meeting will be Cambodia. Asean has 
apparently been approached by the 
Khmer Rouge, who feel the UN 
peacekeepers in Cambodia are not 
behaving impartially towards them. The 
officials are meeting ahead of a 
gathering of Asean foreign ministers 
planned for 21-26 July. 


Class Menagerie 


Thai army officers who graduated from 
the Chulachomklao Military Academy's 
Class 10 believe they have reason to 
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Foreign Relations : Japan-Africa 
Japanese business and foreign policy 
interests have combined to target 
southern Africa as a potential new 
market 22 

India : Food Fight 


Punjabi farmers' refusal to sell their 
grain at fixed government prices 


threatens to destabilise the country's 


food supply and could lead to costly 
imports 22 — 


Bangladesh : Bihari Refugees 


Pakistan agrees to take back Bihari 
refugees stranded in Bangladesh since 
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hope for promotion under newly 
appointed Defence Minister Banchob 
Bunnag, a foreign military attache says. 
The Class 10 officers have largely been 
overtaken by younger colleagues from 
Classes 11 and 12, many of whom were 
the proteges of dominant Class 5 
graduates discredited by their leading 
role in last month’s violence in Bangkok. 
Banchob's anti-Class 5 stance may well 
be reflected in September's annual rounc 
of military promotions, when the Class 
10 officers hope to take over a number 
of regional and divisional commands. 


Don't Call Us 


Major international telecommunications 
companies negotiating to take an equity 
stake in Piltel, the cellular phone affiliate 
of the Philippines Long Distance 
Telephone Co. (PLDT), say talks have 
been stalled by the insistence of PLDT 
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“ambodia’ s economic and political - 
:haos, are spearheading a business 
wwasion of the country. But many of the 
dusinessmen concerned are just out tos n 
näke a quick profit at Cambodia's 
expense 46 
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India : Aid 
New Delhi looks for additional funds 
from its aid donors 50- 


Australia : Aviation 

In a political about-face, Canberra 
decides to merge Qantas and Australian 
Airlines into a mega-carrier 51 


US ; investment 
Foreign inflows, particularly from. Japan, 
plummet as other parts of the world. 
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communist irene is in tackling the 
growing problem of corruption in the 
country. In early June, journalists in 
Hanoi got.a letter from the central 
committee's secretariat asking them to 
submit evidence against corrupt officials. 
Some journalists say they were ready to 
help, until they noticed that the deadline 
was 6 May, one month before they got 
the letter. The letter itself was dated 29 
May, three weeks after the deadline for 
submitting their evidence. 


Big Sister 

President Corazon Aquino's younger 
brother, congressman Jose Cojuangco is 
determined to win the poseen of 
the 200-member House of 
Representatives. Cojuangco, who is the 
secretary-general of the Laban ng 
Demokratikong Pilipino (LDP), has 
reportedly Seed his. sister for help in 
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getting the support of the rival party, the | 
National Union of Christian Democrats. =- 
(NUCD). Aquino, who had endorsed the 
NUCD'Ss presidential candidate Fidel 
Ramos, refused and assumed a hands- 
off position towards the contest for the 
speakership. The LDP has 87 seats in the 
House of Representatives, while NUCD 
members are expected to win 42 seats. 








Shanghaied 
Jinbei Automobile Co. of Shenyang is to 
be listed on the Shanghai Stock 
Exchange in early July. finbei's listing 
had been delayed as Shenyang officials 
tried to start a bourse in the city. The 
central government authorities, however, 
turned them down and forced the | 
company to get a listing in ea 
Jinbei has a planned US$] 1O0-million joi 
venture with General Motors to 
manufacture light trucks. 
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THAILAND 


The ringmaster returns 


Interim Premier Anand moves to end impasse 


By Rodney Tasker in Bangkok 

The party was just about to 
start when Thai prime 
minister-select Somboon 
Rahong, resplendent in his 
white uniform, went to an- 
swer the telephone. Re- 
porters eavesdropping on his conversation 
heard him say: “I see. There's been some 
change." That was the understatement of 
the hour. There certainly had been a 
change. In a quick succession of events at 
the palace of King Bhumipol Adulyadej on 
the evening of 10 June, House Speaker 
Arthit Urairat had scrapped the 
paper he carried with Som- 
boon's name for royal approval 
and replaced it with one bear- 
ing the name of Anand Pan- 
yarachun. 

After his call from Arthit, an 
ashen-faced retired air marshal 
Somboon went upstairs to 
change out of his uniform be- 
fore coming down to join lead- 
ers of his five-party coalition for 
- whom the party was also over. 

By contrast, reporters who 
had joined the party at 
Somboon's house to watch him 
receiving the royal command 
appointing him prime minister 
spontaneously broke out into 
cheers and applause as news of 
the eleventh-hour change sank 
in. Such a display of ingratitude 
for Somboon's hospitality may 
have been bad form, but the 
newsmen were joined in their 
rejoicing by a wide swathe of 
popular acclaim for Anand on the fateful 
night. 

But on the morning after, it became 
clear that Anand would have huge, per- 
haps insurmountable political tasks on his 
hands during his brief, second-time pre- 
miership. In a way, Anand has been re- 
called to the job not as a caretaker — as 
during his previous stint — but as an ar- 
biter in an elemental struggle between the 
forces of old military order and new 
democratic aspirations. The popular 
59-year-old former diplomat and business 
executive had stood down as interim prime 
minister only in March, after being ap- 
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pointed by the military junta which ousted 
the elected government of Chatichai 
Choonhavan in February 1991. Anand’s 
government, comprising mainly techno- 
crats and former bureaucrats, had been ap- 
plauded as one of the most effective in Thai 
political history. 

Even so, it was a sojourn which a reluc- 
tant Anand would have preferred not to 
have had to undertake. As he told the 
REVIEW in an interview last November: "1 
enjoy my work, but not my position." The 
British and American-educated Anand 
perhaps feels even more reluctant this time 
around. However welcome his appoint- 
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Anand votes in March: reluctant hero. 


ment, he has been plucked back to the pre- 
miership after a particularly tragic period 
in Thai history and in a political atmos- 
phere heavily laden with recrimination, 
despair and bitterness. 

“It’s my bad luck," Anand said after the 
palace announcement. Conversely 
Somboon, perhaps honestly, announced 
that he was “relieved.” Somboon, leader of 
the Chart Thai party, had been nominated 
by the five-party pro-military coalition 
which gained a majority in the 22 March 
general election. His nomination flew in 
the face of widespread disgust over the 
army’s 17-20 May crackdown on pro-de- 
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mocracy demonstrators in Bangkok, whic! 
left an official death toll of 50 with hun 
dreds more still missing. 

When the coalition’s controversial firs 
choice as prime minister, unelected forme 
supreme commander and army chie 
Suchinda Kraprayoon, was forced to resigi 
after the violence, the five parties still in 
sisted on Somboon as the next premier de 
spite his image as a figure directly backe 
by the military. He was seen as a politica 
surrogate of Supreme Commander and Ai 
Force Commander Air Chief Marsha 
Kaset Rojananin. Both Kaset and Arm 
Commander Gen. Issarapong Noonpakc 
are widely regarded as guilt 
of ordering troops to open fir 
on the mid-May demonstrator: 

While Anand and Arthit ar 
the current heroes among Thai 
for breaking a political impass 
which could have led to furthe 
violence between advocates « 
democracy and a stubbornl 
remorseless military leadershi] 
Issarapong, Kaset and fir: 
army commander Lieut-Ge 
Chainarong Noonpakd 
Issarapong’s cousin, are in di 
grace. Therein lies one « 
Anand's most formidable tasi 
during an interim premiershi 
during which he plans to di 
solve parliament and pave tl 
way for a fresh election in foi 
months. 

Anand has to cope with tl 
public expectation that his bri 
administration will someho 
bring military leaders regarde 
as villains to justice. That is 1 
easy task, given the considerable hands« 
political clout which the military have tr 
ditionally taken as their right, and whi 
the top generals have indicated they à 
not about to relinquish. As one pro-dem 
cracy political source commented: “I fe 
so sorry for Anand, because there is 
much pressure on him." 

The constitutional tribunal is curren 
reviewing an appeal by opposition part 
challenging the decree issued by Suchinc 
shortly before he resigned, granting a 
nesty to all involved in the May violer 
— including himself and the military lec 
ership. There are also investigation co 


» 
^ 
T 


25 JUNE 19 





mittees hearing evidence on the military's 
bloody crackdown. 

Asked how he would handle the sensi- 
tive issue, Anand replied that he would 
find a solution acceptable to all. “I told [the 
military leadership] that whatever action | 
take, I would bear in mind the prestige of 
the military institution." Anand's first step 
was to choose a respected retired army 
general as his defence minister in a cabinet 
line-up which included only five new faces 
among returning members of his previous 
administration, heavily weighted with ca- 
pable technocrats. 

New Defence Minister Banchob Bun- 
nag, former army chief of staff, is regarded 
as having enough respect within the cur- 
rent military leadership to handle the situ- 
ation. After his appointment, Banchob said 
he "knows how the people feel," and that 
his first task would be to restore public 
confidence in the armed forces. 

Military and political analysts thought 
that one way Banchob could tackle the 
problem would be to wait for the annual 
senior-military reshuffle in September, 
when the Anand government will still be 
in power. Then, the theory went, he could 
shift Issarapong, Kaset and other senior 
generals thought to have had a hand in the 
May crackdown to "inactive posts" in the 
military, thus saving face all round. 

Anand's choice of other members of his 
cabinet reflected his desire to move the 
damaged ship of state onto an even keel, 
and to try to reform the party and electoral 
systems during his brief term in power. His 
decision to bring back former deputy 
prime minister Pow Sarasin, a retired 
former national police chief, to a similar 
post while giving him the added powerful 
interior portfolio was widely welcomed. 

Pow's job will largely be to enforce 
Anand's vision of making the next election 
a more democratic process. He will try to 
create a political environment in which 
voters do not just accept money from par- 
ties to return old discredited faces to par- 
liament. 

Anand wanted to retain the services of 
the respected Suthee Singhasaneh as fi- 
nance minister in order to try to restore 
much-eroded foreign business confidence 
n Thailand. Suthee declined, saying he had 
aad enough. Instead Anand chose an old 
zovernment financial hand Panas Sim- 
isathien, who first joined the Finance 
Ministry in 1960, and served as the minis- 
ry's permanent secretary for much of the 
Jast decade. 

The Bangkok stock market rose by 
7.25% (50 points) on the day after Anand's 
ippointment and went on to 
gain 9.1% by the end of the 
first week. Both local and for- 
aign businessmen were 
quoted in the Bangkok press 
is saying the move would 
help to restore economically- 
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It would be easy to 

view King Bhumipol 

Adulyadej's 10 June ap- 

proval of Anand Panya- 
 rachun as Thai prime 
degno minister as a direct ini- 
tiative by country's supreme au- 
thority to break a dangerous political 
impasse. But the much-revered mon- 
arch's political role is more complex and 
enigmatic. 

The King has displayed a wise sense 
of political caution since acceding to the 
throne in 1946. He is evidently fully 
conscious of his role as a constitutional 
monarch, with the power more to ap- 
prove and tender advice if sought, 
rather than intervene overtly. 

He did intervene on 20 May after 
three days of bloodshed as troops 
cracked down on pro-democracy dem- 
onstrators in Bangkok. A video on na- 
tionwide TV showed © 
him telling the prostrate _ 


forms of the main an- 








booming Thailand's inter- 
national standing, though 
much still depended on the 
next election. 

There is much legal 
speculation over how long 
Anand will remain in 
power, despite his state- 
ment that the period will be 
limited to three or four 
months. One major hurdle 
will be the fact that he has 
to submit constitutional amendments to 
the king within one month of his appoint- 
ment. It was somewhat bizarre that Anand 
was confirmed as a non-elected prime 
minister a few hours after both houses of 
parliament voted in favour of a constitu- 
tional amendment stipulating that the 
prime minister should be an elected MP. 

Common wisdom has it that Anand 
will submit the amendments in July to the 
king, who then has 90 days to sign them 
but is expected to approve them soon after 
they are submitted. Anand could then dis- 
solve a parliament whose current session 
finishes on 30 June anyway. Allowing for 
the 90-day campaigning pe- 
riod stipulated in the constitu- 
tion, this should make it pos- 
sible for elections to be sched- 
uled for early October. 

If Anand remained in 
power as a caretaker prime 
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The king: caution. 


tagonists, Suchinda Kraprayoon and — 
Chamlong Srimuang, to seek a com- - 
promise. That effectively ended the - 
violence, but political battlelines were 
still drawn between the military and — 


their five-party coalition supporters - 
on the one hand, and opposition 
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cct was some muted criticism ini 2 
Bangkok that the royal move could _ 
have been made earlier. However, as 
the REVIEW: "When the king intervenes, - 
he must succeed. He must know the - 

he is charting. This explains the 
delay in mid-May." 

Similarly, by early June the palace - 
was well aware of the popular — 
ere for the pro-democracy j 

and the potential danger of ap- _ 
proving the military-backed Somboon 


ble to the 

E This resulted in the last-minute 

naming of Anand as 
minister. 


m Rodney Tasker — 


minister beyond the end of 
this four-month period, he 
would be in the anomalous 
position of serving as a 
non-elected prime minister 
after the enforcement of the 
amendment requiring that 
the prime minister be 
elected. Even this problem, 
though, could be sur- 
mounted by a legal techni- 
cality. There could be a gap 
between the king's signing of the amend- 
ment and its publication in the royal ga- 
zette, which makes it law. 

In the current situation, there are many 
Thais who would like Anand to remain in 
power for as long as possible. But it is un- 
likely that he will risk political criticism by 
extending his stay beyond the constitu- 
tional limit. Among his ardent admirers are 
the media, which benefited from his acces- 
sibility during his first term as prime min- 
ister. Anand has said his new administra- 
tion will be as transparent as his last. 

One of the negative features of the May 
dramatics was that national TV and radio 
stations, all controlled either by the mili- 
tary or the government, tried to hush up 
the military's excesses, while the print me- 
dia gave the event wide and critical cover- 
age. Thai journalists now expect Anand to 
bring in a law guaranteeing a public right 
to information, in the US mould. * 
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Military s vested interest could take years to unwind 


By Tai Ming Cheung in Bangkok 


If Sir Isaac Newton had 
been a student of Thai poli- 
tics, he might have ob- 
served that “for every free 
election, there is an oppo- 
! ASSUM site military reaction.” In 
eode Thailand's 60-year history, there 
have been as many coups and attempted 
coups as general elections — 16 apiece. 
- Nowhere else in Asia is the separation 
between democracy and military dictator- 
hip as fragile as in Thailand. But despite 
ecent events that appear to have weak- 
ened the military's influence, observers be- 
lieve this traditional cycle of civilian rule 
_and military takeover is far from being bro- 
. ken. 
-. As the May crackdown showed, the 
-military's monopoly on the instruments of 
¿coercion is almost absolute. The national 
police is the only other organisation with 
fire power but, starved of funds and with 
little political clout, it does not pose a seri- 
ous threat to the military. Through their 
traditional domination of the Interior Min- 
stry, to which the national police reports 
directly, military chiefs are able to strongly 
influence the appointment of senior police 
officers. 
. But the strength of the Thai military is 
ar more than just a matter of fire power. 



















Unlike the largely professional army in 
neighbouring Malaysia, but in common 
with its counterparts in Indonesia, the Thai 
military takes its civilian involvement far 
more seriously than its duties as a profes- 
sional organisation. 

The military's accumulation of power 
and assets is unrivalled. "There is no other 
organisation in the country willing or able 
to roll back the military's influence," one 
foreign military observer says. This is be- 
cause the political establishment and the 
business elite have either been co-opted by 
the army or lack the clout to stand up 
against its influence. 

The military's huge stake in business, 
particularly in security-sensitive areas such 
as transport and communications, is di- 
vided along lines corresponding to the 
functions of the three armed services. The 
army and the supreme headquarters con- 
trol the State Railways, the Telephone Or- 
ganisation of Thailand and the State Trans- 
port Co. The navy oversees the Port Au- 
thority of Thailand and Thai Maritime 
Navigation, while the air force runs the 
Airports Authority, Thai Airways Interna- 
tional and the Communications Authority. 

This control comes from the presence of 
active and retired military officers on the 
boards of directors and in key management 
positions. There are six officers, for exam- 
ple, on the board of directors of Thai Air- 
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ways — including Supreme Commander 
Air Chief Marshal Kaset Rojananin who is 
the company's chairman. A senior serving 
officer is also director of the Airports Au- 
thority. 

The armed forces also have a 30% stake 
in the Thai Military Bank and control a 
large portion of the country's broadcasting 
media network, including two of Thai 
land's five national television channels anc 
more than 210 local radio stations. 

Besides these state concerns, the mili 
tary's business interests include lucrative 
logging, construction, property, gambling 
and other less publicised ventures. A 
number of top military commanders, in- 
cluding senior central and provincial army 
chiefs, are identified as having close con 
nections with logging companies. Obser 
vers point out that logging firms pay large 
sums of money for access to border re 
gions, in particular along the frontiers witt 
Burma and Cambodia, which are under the 
control of the military. 

In addition to this institutional partici- 
pation, individual officers are extensively 
involved in business undertakings. One 
officer who attended the Thai military staf! 
college said that only two or three out o 
some 300 captains and majors on his course 
lived on their salaries. “Thai military offi 
cers own more BMWs and Mercedes Benz 
cars per person than their counterparts ir 
other countries," says one military attache 
Such vehicles would cost 12-20 years of ar 
officer's regular salary. 

The crackdown appears to have sourec 
the army’s relationship with the busines: 
world. Apart from condemning the shoot 
ings, business leaders have warned tha 
foreign investors could be scared off b: 
obtrusive military involvement in busines: 
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and politics. “Suchinda and his 
Class 5 henchmen have ruined the 
country’s reputation, and the dam- 
age will continue until they are re- 
moved from power,” says a former 
army officer turned businessman. 

An important reason for the ar- 
my's strength in parliament, where 
a coalition of five military-backed 
parties holds a majority in the lower 
house, is the widespread support the 
armed forces receive from the coun- 
tryside. Since the 1960s, the army 
has been involved in rural develop- 
ment projects, originally as part of a 
comprehensive security strategy 
aimed at countering support for 
communist insurgents. Military 
commanders took the view that 
eradicating poverty and boosting 
development was as important as 
using military methods to defeat the 
communists. 

Although the military declared 
victory over the communists in the 
mid-1980s, they continue to be heav- 
ily involved in rural development. Army 
units, for example, buy and sell rice as part 
of a government-run price stabilisation 
scheme. The zenith of the army's involve- 
ment in rural programmes came during 
Chavalit Yongchaiyut's tenure as army and 
supreme commander in the late 1980s. 
Chavalit masterminded a massive military 
project aimed at turning the country's arid 
and underdeveloped northeast into a farm- 
ing region. 

The strength of the military in rural ar- 
eas is one reason why it may be able to 
ride out the blow to its prestige and influ- 
ence caused by the May crackdown. But 
some observers believe a window of op- 


most potential to make an impact in the 
next election. But it will have to a 
credible leader. Its current leader, Som- 
boon, has said he wants to quit politics. 
“If Chart Thai wants to come back as the 
biggest party again, it has to be ready to 
set up a government; it needs new lead- 
ers," said one political analyst. Some are 
betting that former prime minister 
Chatichai Choonhavan, who gave up the 
party leadership after being ousted in the 
February 1991 military coup, is poised to 
make a comeback. But he was one of the 
politicians found to be "unusually - 
wealthy" by a junta-appointed commit- 
tee, which might inhibit his return to the 
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Samakkhi Tham, which scored the 
most seats in the March election, is 
viewed by many observers as the party 
most likely to break up before the next 
election. It was formed by Supreme Com- 
mander Air Chief Marshal Kaset Rojan- 
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The military takes control, and keeps it. 


portunity now exists to roll back the ar- 
my's power. The key to this is to "bring the 
high command firmly under the direct con- 
trol of the prime minister," says retired 
general Saiyud Kerdphol, a former armed 
forces supreme commander in the early 
1980s. 

While acknowledging this would be a 
formidable task, Saiyud proposes that the 
constitution should first be rewritten to 
spell out the military's subordination to the 
state. "At present, it is not clear who is the 
constitutional head of the armed forces. In 
reality, it is either the supreme commander 
or the army commander. But the constitu- 
tion should clearly state that the prime 


anin as a military political vehicle. Now, 
with its previous military support threat- 
ened because of the May violence and its 
general unpopularity, it might crumble. 
Its leader, Narong Wongwan — the first 
candidate for prime minister put up by 
the coalition — was also shot down be- 
cause of his alleged past involvement in 
the narcotics trade. 
The leading opposition Democrat 
Party "will e as the main benefici- 
ary of what has happened over the past 
weeks," according to Sukhumbhand. It 
can increase its parliamentary seats if the 
popular mood is translated into votes. 
The party's leader, Chuan Leekpai, is 
respected for his integrity, though not 
seen as a strong leader equipped for the 
premiership. An opposition-endorsed 
move by the Democrats to woo one of the 
coalition parties over to ensure a parlia- 
mentary majority and nominate Chuan as 
prime minister in the post-May party 


a minister holds this position.’ 

| Analysts believe that if there 
were strong formal civilian checks, 
the bloody crackdown in mid-May 
could have been avoided. "The 
army had a blank cheque in deal- 
ing with the situation. They could 
deploy whatever units they wanted 
and use as much force as they saw 
fit because they did not have to ask 
permission," said Suchit Bunbong- 

karn, a specialist on the Thai mili- 

tary at Chulalongkorn University. 

But past attempts by both civil- 
ian and military policymakers to re- 
torm and streamline the command 
structure have met with little suc- 
cess. When Chavalit became su- 
preme commander in 1987, he 
pledged to pare down the high com- 
mand. But his efforts foundered 
against entrenched bureaucratic re- 
sistance. 

Military leaders continue to talk 
about the need to substantially re- 
duce the size of the armed forces 

and improve the quality of personnel. The 
latest plan, adopted by the supreme 
command three years ago but not yet 
implemented, is to demobilise about half 
of the 280,000 troops and expand the re- 
serves and the number of military units 
involved in economic development 
projects. A plan also exists to switch from a 
conscript to an all-volunteer force, but ana- 
lysts say this may prove to be prohibitis ely 
expensive. 

Whether this scale-back will actually be 
carried out is far from clear. The obstacle 
to any reduction in troop numbers is the 
high command's obligation to provide 
guaranteed employment for hundreds of 


jockeying failed. 

Chavalit Yongchaiyut's New Aspira- 
tion Party is in a precarious position, de- 
spite winning the third-largest number of 
seats in the March election. Former army 
chief Chavalit tried to become prime min- 
ister and failed, having had to defer to 
Chuan. Apart from being the military 
leadership's main political enemy, Chava- 
lit himself is not popular among many 
Thais. 

Yet another opposition stalwart, 
Chamlong Srimuang, may have captured 
the public imagination with his anti- 
Suchinda hunger strike and his leadership 
of pro-democracy forces. But he has stood 
down as leader of his Palang Dharma 
party — which captured 32 of Bangkok's 
35 parliamentary seats — and renounced 
any ambition to be prime minister. His 
party will have to produce other leaders, 
if it is going to be a major contender in 
the next poll. u Rodney Tasker 
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generals. Leadership and management of 
the armed forces is a secondary concern. 
While there are, on average, between 3- 
4,000 enlisted soldiers for each general in 
Western armies, the Thai army has one 
general for every 300-350 troops. 

More than 600 generals have offices in 
the army and supreme command head- 
quarters in Bangkok, but one foreign mili- 
tary analyst estimates that only half of 
them hold identifiable military positions. 
The rest are generals without portfolios, 
who are described in promotion lists as 
being “attached to” the high command. 
Foreign military attaches say they rarely 
meet these officers, probably because much 
of their time is spent on furthering their 
business interests. 

Further, a promotion system that is 
based on length of service rather than merit 
accounts for the large number of generals 
still in service. “If a Thai officer chooses to 
remain in the army until retirement, his 
prospects of becoming a general are good, 
irrespective of his professional qualifica- 
tions,” one military observer noted. 

The need to find positions for these le- 
gions of generals has turned the high com- 
mand into a bureaucratic maze where lines 
of authority overlap. Although the su- 
preme command is supposedly in overall 
control of the armed forces, the real locus 
_ of power is the army headquarters, which 
has direct control of ground forces. In ad- 
dition, there is also little interaction be- 
tween the various armed services. “Thai 
army officers are semi-serious when they 
joke that they would rather shoot a fellow 
Marine than a Vietnamese invader,” a mili- 
tary analyst commented. 

These crossed lines of command have 
been a serious impediment on the few oc- 
casions the armed forces have had to un- 
dertake actual military operations. During 
a brief border clash with Laos in 1988, con- 
fusion reigned as senior army officers over- 
saw operations several hundred kilometres 
from the front, leaving field commanders 
powerless. This was a major factor in the 
Thai army being outmanoeuvred and out- 
fought by notionally inferior Lao forces. 

Command and control was also lacking 
during the army’s operations in Bangkok 
in mid-May. Although the powerful Capi- 
tal Security Command, which is responsi- 
ble for safeguarding Bangkok, was in op- 
erational control of forces, an emergency 
committee comprising the supreme com- 
mander and the army, air force and navy 
commanders was in overall charge. 

Military analysts believe that communi- 
cations and coordination between these 
two centres were poor and could have led 
- to mix-ups that contributed to troops open- 
ing fire on demonstrators. Thai military 
officials have said that troops were given 
orders not to open fire, but this order was 
not adequately transmitted down to the 
units. * 
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CAMBODIA 


The war party 


Khmer Rouge intransigence threatens peace 











By Nate Thayer in Phnom Penh 
T he future of the eight-month, UN- 








brokered Cambodian peace accord 

is now in jeopardy as the powerful 
Khmer Rouge guerilla faction and the 
world body become increasingly locked 
in a confrontation that threatens to wreck 
the fragile agreement. The Khmer Rouge 
accuses the UN and "certain countries" of 
having betrayed the peace plan, refusing 
to implement key aspects of the Paris ac- 
cords and using the massive UN operation 
to prop up the Vietnamese-installed gov- 
ernment in Phnom Penh. 

Although the Khmer Rouge contends 
that it has not given up on the peace agree- 
ment, some diplomats here believe the 
group has made a fundamental decision to 
abandon the agreement and is actively pre- 
paring for a return to open conflict. What 
is evident is that the Khmer 
Rouge has boycotted Phase 
Two of the ceasefire which 
formally began on 13 June. 
Phase Two involves the 
UN Transitional Authority 
in Cambodia (Untac) im- 
plementing the canton- 
ment, demobilisation and 
disarmament of the four 
factions’ armed forces. 

The Khmer Rouge says 
the peace accord cannot go 
forward until two key de- 
mands are met: verification 
that Vietnamese forces in 
Cambodia have left the 
country, and dismantling 
the Phnom Penh adminis- 
tration. 

Untac head Yasushi Akashi has replied 
that there is no evidence that any Vietnam- 
ese "formed units" remain in Cambodia — 
the phrasing appears to accept there may 
still be Vietnamese advisers in the country 
— and accuses the Khmer Rouge of at- 
tempting to sabotage the agreement. While 
Untac officials and diplomats agree the 
demands are impossible to meet, the ques- 
tion they cannot answer is whether the 
Khmer Rouge is involved in brinkmanship 
that can lead to compromise, or whether it 
will stick to its position and destroy the 
peace accord. 

"| must say that time is . . . running out. 
The door is gradually being closed. It is up 
to the [UN] Security Council when to close 
the door completely," Akashi said on 13 
June. 
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In addition to making demands that 
Untac finds it cannot meet, the Khmer 
Rouge has so far refused UN peacekeepers 
access to its control zones and has stopped 
attending important meetings related to 
implementing other aspects of the agree- 
ment. Further, Khmer Rouge head Khieu 
Samphan announced he would boycott an 
important donors' meeting in Tokyo sched- 
uled for 20-22 June on funding Cambodia's 
rehabilitation. 

Although diplomats and Untac officials 
worry the Khmer Rouge has decided its 
interests are no longer served by partici- 
pating in the peace accord, there is little 
the UN can effectively do to pressure the 
group back into the process without a man- 
date to enforce the agreement. 

What puts the future of the peace agree- 
ment even further in doubt is the Khmer 
Rouge perception that the advantage it had 
hoped for when the UN ar- 
rived has not materialised. 
The Khmer Rouge had 
hoped that the arrival of 
the UN would quickly con- 
tribute to the disintegration 
of the Phnom Penh govern- 
ment. 

However, the Khmer 
Rouge now says that Untac 
has violated its neutrality, 
notably by a proposal to 
give US$111 million di- 
rectly to Phnom Penh to 
help run the country dur- 
ing the interim period prior 
to elections scheduled for 
1993. "Certain countries 
through the UN have be- 
trayed the peace accord," 
one senior Khmer Rouge official told the 
REVIEW. "They have turned the peace proc- 
ess' major objective into destroying and 
eliminating the Khmer Rouge." 

This siege mentality has been height- 
ened by the decision of the two non-com- 
munist guerilla factions that were in loose 
alliance with the Khmer Rouge during the 
13-year war to prepare to side with their 
former enemies in Phnom Penh. In addi- 
tion, the Khmer Rouge accepts that it no 
longer has the support of its former pa- 
trons in Peking. 

The Khmer Rouge's present mood of 
embattled intransigence was summed up 
by one of its senior officials last week. "We 
are an independent organisation and a sat- 
ellite of nobody. It is already too late to 
eliminate us." * 


Khieu Samphan: boy 
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COULD A 6TH CENTURY BOAT OF GREASED OXHIDES HAVE CARRIED ST. BRENDAN FROM IRELAND TO THE NEW WORLD 


that had to Carry him and his compan- 


The Legend of Tim Severin. on ouch s 


Tim Severin is a writer who is as likely to be 
found before the mast as he is in front of the type- 
writer. Thats because researching the seafaring 
legends that so intrigue him cannot stop short, in 
his view, of a total reconstruction of historic 
voyages. 

And so his interest 
in ancient. reports of the 
travels of St. Brendan, a 6th- 
century abbot, eventually 
found Tim and his small 
crew facing the Atlantic 
gales in a tiny boat made 
from greased oxhides fitted 
on ribs of ash. 

Could St. Brendan 
really have sailed from the 
west coast of Ireland to the 
New World in such a craft? The mediaeval 
records, so Tim Severin thought, were unusually 
circumstantial. Known to scholars as the Navigatio, 
they read more like fact than myth. 

The seemingly fabulous "floating pillar of 
crystal; referred to in the Navigatio, could 
have been an iceberg. The burning rocks 
hurled by giants at St. Brendan and his 
crew could have been volcanic eruptions 
in Iceland. 

Tim was later to discover that 
both interpretations are feasible. But this 
was not before he had painstakingly con- 
structed Brendan, the frail, oxhide boat 





BRENDAN'S LATTICE FRAME 
OF IRISH ASH 


THE ROLEX SUBMARINER DATE CHRONOMETER IN STAINLESS STEE! 


Sailing Brendan meant injury and seasick- 
ness for the five men crammed into a boat just 
ll m long on a 2.4 m beam. It meant days and 
nights bailing out angry seas in gales rising to 
Force 9. It meant avoiding pack-ice that, a week 
before, had trapped and sunk a steel icebreaker. 

Miraculously, Brendan carried them 
through, as her prototype could have carried St. 
Bess himself. 

Soaked and freezing the men often were; 
but Brendan's oxhide hull on ly grew tougher in the 
icy waters. The one item on board Brendan that 
accepted the North Atlantic equally calmly was 
Tims Rolex Submariner. This was more predict- 
able, however, for the Oyster case with its Trip- 
lock winding crown is designed to be utterly 
waterproof. 

The choice of watch was, for W 
Tim Severin, simply a matter of 
common sense. ROLE 

W Geneva 






ALSO AVAILABLE IN 18CT. YELLOW GOLD OR IN STEEL AND ISCT. YELLOW GOLD 
THE ROLEX CENTRE: Singapore: Tong Building. Tel: 7579053. Kuala E amour: Ranownan Arah Malaveian Tels 23992709/9399710 


These four pieces are hinged 
so they can be folded into 
either a triangle or a square, 
Which is it? 
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Some companies solve 
every problem with the same solution. 


Meet one with a broader perspective. 


Many suppliers have one solution for an entire range of 
problems. So it doesn't matter to them what your particular set 
of circumstances are or how you see things. 

At AT&T, we think every company and every set of prob- 
lems are unique. So before we ever recommend any course of 
action, we listen. Closely. Then we go back and think for a 
while, and consider a range of solutions. 

It’s an attitude we've developed supplying consumers, 
business customers, and telephone companies. And it's an 
attitude that comes from manufacturing, selling, and servic- 
ing everything from microchips, telephones, and switches 
to computers and communications networks. This same 
philosophy reaches right down to the heart of our company 
at AT&T Bell Laboratories. 

When you're ready to discuss your telecommunications 
or networked computing needs with us, you'll find that we'll 
be ready to listen. Because of all perspectives, yours is the 
most important to us. 
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Higher, farther, faster. 
The new Falcon 9OOB. 


The concept is simple. You 
asked for a more powerful, 
large-cabin business jet, with 
the comfort, versatility and 
flying qualities you expect 
from a Falcon. The engineers 
at Dassault listened, then 
developed the 
Falcon 900B. 

Three new 
Garrett TFE 
731-5B engines give the 900B 
750 Ib more thrust. Power that 
not only takes the 900B to 
39,000 ft 13 percent faster, but 
gets you there direct, even on 
hot ISA+ 10°C days. You 


also get a higher cruise speed 


and spectacular takeoff per- 
formance. 

Of course, experience has 
probably shown you that pow- 
er has its price. But here ts 
where the Falcon 900B flies 
happily in the face of conven- 
tion—offering all its perfor- 


mance improvements with ab- 


solutely no sacrifice in economy. 


[n fact, the 900B improves 
on it. With lower direct oper- 
ating costs than any business jet 
in its class and lower per-mile 
costs than its predecessor. The 
900B can cruise 4000 nm with 
absolutely no increase in trip 


fuel. Add Falcon + PLUS 





support and Garrett's Total 
Care Engine Protection Plan, 
and the Falcon 900B becomes 
one of the most powerful 
business tools your company 
can own. 

For more information, 
please contact Michael J. Fies, 
Director of Sales, Far East and 
Australia, in our Singapore 
office. Phone (65) 468-4243; 
fax (65) 468-8023. 








VIETNAM 


| ‘o dong, no deal 


Corruption spreading rapidly in the north 


By Murray Hiebert in Hanoi - » 


ngry residents of Quang Loc 

village, south of Hanoi, decided 

early this year that they had had 
enough of their local leaders. These cor- 
rupt officials were pocketing the lion's 
share of the peasants' agricultural tax pay- 
ments, overcharging them for electricity 
and allowing relatives to use the village's 
best communal land. Frustrated that they 
could not get the central government to 
help rein in their "little kings," the farmers 
took the law into their own hands. 

Living in retirement in their village was 
a respected army lieutenant colonel. With 
his encouragement, the villagers hatched a 
plot to arrest the local communist party 
boss, the village chief and his deputy, 
the police chief and the head of the 
agricultural department. But their plan 
was only partially successful. Two of 
the officials got wind of it and fled be- 
fore they could be picked up. 

Several months after their arrest, 
the other three officials remain in the 
hands of the villagers. Hanoi has sent 
in police reinforcements on several oc- 
casions, but their attempts to rescue 
the detainees have failed. The peasants 
have built a fence around the village 
and threaten to kill their hostages if 
anyone tries to free them. 

This incident in Quang Xuong dis- 
trict of Thanh Hoa province highlights 
the growing popular frustration at in- 
creasing corruption in Vietnam. Al- 
though Hanoi mounted a campaign in 
fune 1990 to combat corruption, many 
Vietnamese claim the problem has 
worsened in the past two years. 

Hanoi residents say it is now virtually 
mpossible to find a job, get a licence to 
»uild a house, receive treatment in a hospi- 
al, get a child into a nursery school, obtain 
1 visa to travel abroad, or secure a business 
x import-export licence without paying 
ribes. 

The director of a private trading com- 
»any selling imported Chinese agricultural 
xquipment in Hanoi says he gets four to 10 
‘uninvited guests" each month from vari- 
sus police and government offices. Each 
risit costs him around Dong 50,000 
US$4.50). Truck drivers complain that they 
ire stopped up to 30 times on a trip from 
1o Chi Minh City in the south to Hanoi in 
he north. Each time they have to pay up 
'efore they are allowed to continue their 


rip. 
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This increasing corruption is not only 
hampering economic development but also 
destroying public confidence in party and 
government, warned Dai Doan Ket, a 
weekly newspaper of the Vietnam Father- 
land Front — an umbrella organisation 
comprising women's groups, youth asso- 
ciations and other bodies. 

Although corruption is widespread in 
many countries of Southeast Asia, it is a 
relatively new phenomenon in northern 
Vietnam, which has been under commu- 
nist rule since 1954. Party officials appear 
gradually to have lost much of their revo- 
lutionary discipline and become more in- 
terested in personal profit. 

The labour union bi-weekly, Lao Dong, 
reported last year that the courts in the 
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“HURRY AND GET UP, 


From Tuoi Tre Cuoi magazine. 


north tried only five to seven cases of cor- 
ruption each year during the Vietnam 
wars. But by 1985 — when the party 
launched reforms to move the country to a 
free-market economy — the number of 
cases had increased by 1,800% over 1976; 
by 1988 they had soared by 2,230%. 

While corruption is rapidly spreading 
in the north, most Vietnamese and foreign 
observers believe it is still worse in the 
former capitalist south, which has more 
money and is located far from the central 
government. 

Many Vietnamese say corruption and 
abuse is worst at the provincial, district and 
village level. “In local areas, the party chief 
is the most powerful person — he’s a dic- 
tator,” one party official said. “He brings 
all his relatives into the government, so 
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THE CAMPAIGN AGAINST 
CORRUPTION IS OVER.” 


corruption is biggest there.” State Inspec- 
tor Nguyen Ky Cam, one of the key 
Officials responsible for battling white-col- 
lar crime, told the English-language Viet- 
nam News last December that in the pre- 
vious 18 months his office had investigated 
5,070 cases of corruption, which had cost 
the state Dong 1,730 billion, 2,235 taels of 
gold (worth Dong 10.3 billion) and over 
36,000 tonnes of rice. He said disciplinary 
action had been taken against 19,220 state 
employees, including six vice-ministers. 

Cam attributed the problem to the gov- 
ernment's lack of laws as the party moved 
from the old Soviet-style subsidised eco- 
nomic system to a free-market economy. 
In addition, the bureaucracy remains cum- 
bersome; numerous offices have overlap- 
ping responsibilities for the same task, al- 
lowing frequent opportunities for abuse, 
Cam said. 

Low salaries add to the problem. "A 
traffic policeman only earns Dong 70,000 a 
month, so he has to steal money from peo- 
ple to care for his family," a journalist 
points out. Many Vietnamese call the po- 
lice “daytime robbers,” because of their 
habit of stopping motorcycles and cars 
at unofficial roadblocks and demand- 
ing money. 

In addition, the party appears re- 
luctant to punish its officials. Because 
of relationships built up during years 
of revolutionary struggle, the party re- 
mains an elite "old boys network." 
Nobody advances in the system with- 
out what the Vietnamese call an “um- 
brella" — a higher-ranking patron who 
provides protection for his proteges. 

The party daily, Nhan Dan, said in 
March that the lenient sentences im- 
posed on convicted officials were an- 
other reason corruption could not be 
curtailed. The paper cited the case of a 
bank official in Lang Son, near the 
Chinese border, who received only a 
three-year suspended sentence for his 
role in a smuggling deal involving 
Dong 240 million. The surprisingly 
candid Nhan Dan article attributed this 
leniency to the fact that the country lacks 
an independent legal system. It said 
"judges and members of the jury are under 
very strong pressure from local party 
organisations or governments" and 
charged that judges "manipulate the law 
at will." 

Whistle-blowers who call attention to 
corruption are often punished, further hob- 
bling the battle against graft. Recently, 
three people were expelled from the party 
after filing charges against village officials 
in Dong Nai province in the south who 
were illegally selling land and pocketing 
state funds intended for a new economic 
zone, Lao Dong reported in May. The whis- 
tle-blowers were accused of “intending to 
overthrow the government and destroying 
internal solidarity." a 
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NDONESIA 


. No surprises 


Election confirms Golkar's firm grip on power 


polls on 9 June, the country's rul- 
ing Golkar party chairman 
Wahono was playing tennis. His confi- 
dence was not misplaced. Indonesia's sixth 





xum. general election since independence in 1945 


returned the ruling party with 68% of the 
popular vote — the 5% drop from its 1987 
performance, if anything, adding to the 
credibility of its victory. 
- Although Golkar's 5% overall dip was 
well within its acceptable range of victory, 
the noticeable drop in Javanese votes will 
probably emerge as the party's main area 
immediate concern. Java is Indonesia's 
ost populous and developed island, and 
is home to the backbone of Indonesian gov- 
ernment and military leadership. To alien- 
e Java's voters, who are also the best rep- 
sented in the country, has long been seen 
; courting political suicide. 
One explanation why Golkar slipped in 
raditional base is that the Javanese, be- 
ig closer to the seat of government and 
ie most exposed to national issues raised 
| the mainstream media, are the most po- 
tically aware of Indonesia's citizens. Per- 
aps more simply, Golkar was also prob- 
bly most complacent in Java than in other 
parts of the 27-province archipelago. 
Apart from this small warning, many 











observers noted that the elections were the 
calmest, most orderly, and possibly the 
most predictable in the country's history. 
While the 25-day campaign was lively, 
even entertaining, there were no obvious 
signs of acrimony between the contending 
groups. This was in contrast to the 1982 
and 1987 polls, when clashes between rival 
parties led to deaths during the election 
campaign. 

Three political parties — the other two 
being the opposition United Development 
Party (PPP) and the Indonesian Democratic 
Party (PDI) — contested the 9 June election 
for 400 elected seats in the People's Repre- 
sentative Assembly, whose members will 
also sit in the 1,000-member People's Con- 
sultative Assembly which elects the presi- 
dent next March. 

In the fight for voter support, the Mus- 
lim coalition comprising the PPP inched up 
by one percentage point to 17%, while the 
PDI chalked up the greatest gains, finishing 
at 15% from its previous 11%. The scale of 
Golkar's victory was signalled when early 
returns on polling day gave it a somewhat 
optimistic 77% lead, and allowed President 
Suharto to go ahead with plans to leave for 
the Earth Summit in Brazil the following 
afternoon. Some 90.4% of 107.5 million eli- 
gible voters turned out to cast their ballots. 

While the final official tally will only be 
announced on 29 June, the local press has 


FAR EASTERN ECONOMIC REVIEW 


| calculated the number of seats the respec 








tive parties will get when the new parlia 
ment convenes on 1 October. The editori 
ally independent Media Indonesia estimate 
that Golkar's 5% slide will translate into ; 
loss of 18 seats, down from its 299 in 1987 
The PPP will get 63 seats, down two. Th 
pot will gain 16, giving it 56 seats in th 
new assembly. 

Although the PPP did not achieve its tar 
get of 23% of the vote — its 1982 positio: 
— it inched up sufficiently to retain it 
credibility, especially in Java, despite eat 
lier indications that it might slip to thin 
position and lose its Islamic credentials. 

Ironically, initial comparisons by prc 
vinces show that the PPP lost ground in St 
matra, a staunchly Muslim heartland an 
traditional PPP stronghold. Golkar, cor 
versely, did better throughout Sumatr: 
giving credence to its acceptance by 
wider Islamic group and its successful de 
ployment of development funds. 

By contrast, in Java, where the PPP we 
expected to concede ground due t 
Golkar's inroads in Muslim areas and th 
PDí'S more aggressive campaigns, the PF 
notched gains throughout. This suggesi 
that in Java, at least, the Nahdlatul Ulam 
— Indonesia's largest Islamic organisatio 
and a former PPP component — has agai 
unofficially thrown its support behind th 
PPP, despite Golkar's efforts to woo rel 
gious teachers. 

Despite PDI efforts to drum up the clov 
and orange monopolies as electoral issue 
the party barely dented Golkar votes i 
North Sulawesi and West Kalimanta: 
Golkar took 64% of the vote in We 
Kalimantan; in North Sulawesi it was r 
turned with 8896 of the votes cast. 

Opposition sentiments were conce! 





trated in the densely populated and more 
politically aware areas of Java itself, with 
the non-establishment vote almost equally 
divided between the rrr and the Ppi. Dur- 
ing campaigns in central and east Java, can- 
vassers were seen pasting posters together 
while spreading the word to vote “either 
party — as long as it isn’t Golkar.” 

Overall, the PDI had the most reason to 
celebrate. Its 4% increase of the popular 
vote nationwide means it has improved its 
performance by some 33% over 1987. Fur- 
ther, it has won the bulk of the 17 million 
new voters, the 15% uncommitted elector- 
ate that all three parties had tried to win 
over in their pre-election rallies. 

Yet, the PDI also suffered a few sur- 
prises, notably in Jakarta where — judging 
by its massive rallies — it had expected to 
take the capital. Instead, Golkar moved up 
3% from its 1987 position — partly because 
the votes of Indonesians working abroad 
and those undertaking the haj, or pilgrim- 
age to Muslim holy sites, were counted 
with the Jakarta results. 

The most obvious reason is the age fac- 
tor in PDI support, with many of those at 
its rallies below the voting age of 17. An- 
other problem was that the large crowds 
its rallies attracted did not translate into 
commensurate votes. However, as the PDI 
has been quick to note, if the trend contin- 
ues these teenagers could vote in the next 
elections and provide the party with a sig- 
nificant boost. 

In its optimism, the PDI also failed to 
take into account the huge numbers of civil 
servants in the capital — the backbone of 
Golkar support — who stayed away from 
the rallies but who dutifully voted for 
Golkar on polling day. Housewife Rafiah, 
though surrounded by PDI and PPP neigh- 


he eve of polling. A small but visible 
sand of youths abstained from voting. 
"What's the use? You vote, it's no good. 
night as well sleep through the whole of 
omorrow," said a man in his twenties. 


t 


. "It is very simple,” suggests Emha - 


Ainun Najib, a Muslim activist and can- - 


lidate for the United Development Party, 
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You don't vote, it's no use either, so I- 





bours in a working class area, admitted to 
having voted Golkar because her husband 
works for the government and they had 
"sacrificed too much to risk it on one vote." 

The pressure to vote Golkar is tacit but 
very real, even for those outside govern- 
ment. Aspiring businessmen, hungry for 
projects and licences, know better than to 
vote for the opposition. And even those 
among Jakarta's under-privileged — the 
PDs main base of appeal — who have 
gained some upward mobility do not want 
to jeopardise their chances by voting any- 
one other than Golkar. “I will vote for the 
winning party," said a cab-driver softly, 
without naming a party. 

In 1977 and 1982, the first two elections 
contested under the present three-party 
line-up, Golkar had won 62.119; and 
64.34% of the popular votes respectively. 
When it scored 73% in 1987, the results 


Now they move. Things are changing," 
organised a demonstration outside the 
mayor's office last April against plans to 
re-locate them. The authorities have since 
allowed them to stay. Adi says the expe- 


rience gave him a taste for politics. 
.. At Gajah Mada, the election provoked 
à spirited debate on the nature of democ- 
racy in Indonesia. A student leader won- 
ders how the demands for change so 
clearly enunciated during the campaign 


is some optimism too. Student 


tioned "student senates.” Rizal Mala- 





. ranggeng, a Gajah Mada graduate 
_ student, sees this as a sign that student 
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were met with some incredulity. This time, 
the PDI and PPP have again complained of 
unfair practices — such as the turning 
away of its party witnesses in some out- 
lying areas — but there have not been 
charges of outright vote-rigging. 

The Golkar-dominated government's 
greatest gain in the 9 June elections may 
well be heightened credibility for the 
democratic process itself. The results also 
testified to the Armed Forces' (Abri) 
greater neutrality this time. 

Several Indonesian analysts feel that 
Abri used the elections to test the national 
mood, in what will probably be the last 
parliamentary term under most of the 
country's old-guard leaders. Although 
Suharto, who turned 71 on the eve of poll- 
ing day, is expected to seek re-election to a 
sixth term next March, it may well be his 
last. a 


scholar of Javanese culture, Koent- 
of the bureaucracy is not accustomed to 
criticism, and prefers the status quo to - 


He recently said that a just and 
prosperous society for all is still some way 
off. "I can be patient," says Adi, "but must _ 
I wait till my hair turns white ?" 

Yet the majority of people in Jogjakarta 
may have peu accustomed to partici- 
pating in the political process just once 
every five years. Many seem rather com- 
fortable with the fact. “We Javanese - 
generally happy. We have stability an 
security; I don't know anybody who 
owns less than three shirts," said a pedi- 
cab driver. Similarly grateful is Mrs 
trict. But her satisfaction comes from the 
new water tap for her neighbourhood — 
peers, Ape = i 
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layhem in Sindh 


z By Salamat Ali in Islamabad 
à | T he Pakistan army’ s efforts to restore 


law and order in Sindh have suf- 
fered their first major setback. The 
army had been apprehensive of its public 
perception as an anti-Sindhi force serving 
. the interests of partisan politicians. The 
generals’ worst fears came true with the 
. Killing of nine Sindhi peasants by troops in 
<> early June. 
- . Soldiers intervened in a typical land dis- 
pute in the village of Tando Bahawal, near 
the Sindh city of Hyderabad. Two widows 
whose land rights had been upheld by the 
courts, were being terrorised by their erst- 
‘while manager with the help of armed 
thugs. The peasants in the village rallied in 
“support of the widows. In late May, the 
manager and his goons confiscated the 
household possessions of the widows. On 
the night of 5 June, soldiers firing auto- 
-matic weapons raided the village and took 
way 13 peasant supporters of the widows. 
"hree of the arrested men jumped out of 
he army vehicles and escaped. 

Two days later, an official announce- 
nent stated that nine robbers had been 
hot dead and one injured in an armed en- 
ounter near Hyderabad. But within hours 


an amended statement said that the dead 
were terrorists and the arms recovered 
from them established their foreign links. 
Prime Minister Nawaz Sharif endorsed the 
second version, and said that newspapers 
casting doubts on the official version were 
doing so under foreign inspiration to dis- 
credit the army operation. 

In a highly unusual move for the local 
press, a large group of reporters visited 
Tando Bahawal. Supported by the fact that 
the dead bodies were handed over to rela- 
tives by a military hospital, the reporters 
implied that the police were not involved 
in the massacre of the nine who were nei- 
ther robbers nor terrorists. The opposition 
in Sindh legislature was in uproar and the 
chief minister promised an enquirv. That 
did not stop a spate of protest prayer meet- 
ings all over Sindh. The public seemed to 
know, or suspect, more than what it was 
told by the local media. 

The result of the enquiry, which was 
conducted with unusual speed, has not yet 
been disclosed, except that one unidenti- 
fied officer has been arrested. Lieut-Gen. 
Jamshed Malik, the vice-chief of army staff, 
announced on 14 June that the major gen- 
eral commanding Hyderabad region, a bri- 
gade commander and a battalion com- 
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 mander had been replaced and the arrestec 


officer could be court-martialed for head 
ing the raiding party. This is the first timi 
the Pakistan army has admitted any of it 
faults so swiftly and openly. 

A factor further complicating the con 
troversy and contributing to the publi 
uproar was the death in custody of th 
manager of the widows’ lands. Pending a: 
autopsy, the official version has it that th 
manager died of heart attack, an assertio: 
that has not convinced the press in Sindh 

Fast on the heels of the peasants mas 
sacre came the death of Yusuf Jakhrani, 5* 
head of the Sindh chapter of the opposi 
tion National Democratic Party. The pres 
dent of the party Sher Baz Khan Mazai 
charged that Jakhrani died during interrc 
gation at an army cantonment. 

The government said Jakhrani, arreste 
by police in his home town on 8 June fo 
harbouring robbers, had died of a heart al 
tack induced by heat stroke while he wa 
being escorted to the cantonment 
Jakhrani's father, Mir Ahmad, told report 
ers that two army officers had tortured hi 
son to death merely because he espouse: 
the cause of Sindhis. 

The army is clearly on the defensive. | 
cannot come out of the morass withou 
grave repercussions for its future role i 
domestic affairs. An abrupt withdrawa 
from Sindh would leave the province ii 
utter chaos. But a continuing involvemen 
could lead to more high-handed actions 
which will alienate the population. i 
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Do or die tacties 


Socialists resign in bid to block peacekeeping bill 


By Robert Delfs in Tokyo 








ollowing final passage of the contro- 
F versial UN Peace Cooperation Bill 

— the so-called PKO bill — by the 
lower house of parliament, Prime Minister 
Kiichi Miyazawa is likely to push for an 
early decision to dispatch Japanese troops 
to join the UN Transitional Authority in 
Cambodia (Untac). 

A cabinet working group is expected to 
visit Cambodia later this month to investi- 
gate local conditions in preparation for the 
possible commitment of up to 2,000 mili- 
tary and civilian personnel before the end 
of the year. 

The PKO bill was originally submitted 
in September 199] by then prime 
minister Toshiki Kaifu as the succes- 
šor to an unsuccessful bill in 1990. 
hat proposal would have allowed 
lapanese troops to participate as 
non-combatants in support of the 
JN-authorised multinational force 
which expelled Iraqi forces from 
Kuwait. 

The present bill is limited to offi- 
tial UN peacekeeping operations. 
New restrictive amendments 
idopted when the bill was passed 
xy the upper house last week also 
'ar Japanese troops from direct par- 
icipation in combat-related activi- 
ies, such as disarming combatants, 
emoving mines or enforcing a 
easefire, unless new legislation is 
assed specifically authorising these 
ctivities. 

The dispute over the PKO bill has polar- 
sed parliamentary politics over the past 
ew weeks, focusing new attention on the 
tipper house election scheduled to take 
‘lace on 26 July. 

All 137 lower house members of the 
ocial Democratic Party of Japan (spp}) 
xintly submitted their resignations from 
arliament on the morning of the final 
ote, together with the four representatives 
f the United Social Democratic Party 
JSDP). Both parties also called on 
liyazawa to dissolve the lower house and 
all a general election. | 

House Speaker Yoshio Sakurauchi, 
owever, said he would shelve the resig- 
ations until the political situation "nor- 
valised.” Under Japanese law, an MP's 
"signation during a parliamentary session 
oes not take effect until approved by par- 
ament. By refusing to act on the opposi- 
on's demand that their resignations be 





considered before other business, Sa- 
kurauchi made it possible for parliament 
to reconvene and pass the bill that evening, 
though all spr} and UsDP members boy- 
cotted the session in protest. 

In a statement, Miyazawa made it clear 
that he had no intention of dissolving the 
lower house. Analysts say that the ruling 
Liberal Democratic Party (LDP) has prom- 
ised the Komei Party and the Democratic 
Socialist Party (DSP), two small centrist par- 
ties which voted for the bill, that it would 
not call a double election in return for their 
support for the bill. 

In their resignation statement, the so- 
cialist MPs said that by forcing the passage 
of the PKO bill "in disregard of the over- 





Japanese minesweeper in the Gulf. 


whelming popular opposition," the ruling 
party and its allies had created a crisis 
"which could destroy parliamentary gov- 
ernment in Japan." The statement claimed 
the PKO bill “overstepped the bounds" of 
Japan's constitution and represented a 
"major change in the national policy of Ja- 
pan as a peaceful nation." 

Recent polls have shown sharply differ- 
ing patterns of public opinion on the PKO 
issue. The most extensive surveys, how- 
ever, suggest that while a majority of about 
59% are generally in favour of the bill, only 
15% strongly support it against 38% who 
strongly oppose it. 

To its opponents, the PKO bill is an at- 
tempt to nullify Article 9 of Japan's Consti- 
tution, which states that the 
Japanese people “forever re- 
nounce war as a sovereign 
right of the nation and the 
threat or use of force as a 
means of settling international 


Neighbours 


lear military 
revival 








disputes.” 

Blocking the dispatch of troops overseas 
is the “last stand” for the peace constitu- 
tion, USDP chairman Satsuki Eda told the 
REVIEW. Because it unilaterally renounces 
sovereign military force, Japan's Constitu- 
tion is in the vanguard of a shift towards a 
common international security system, Eda 
says. "We should not abandon something 
at this stage which will be vital to Japan's 
international leadership in the 21st cen- 
tury." 

While the Socialists were defeated over 
the PKO bill, the mass resignation of their 
MPs threatens to disrupt parliamentary 
business during the remainder of the cur- 
rent session. The government had planned 
to get bills on political reform and constitu- 
ency reapportionment through the lower 
house before the session ends on 21 July. 
But it is unlikely that either of these bills 
can be passed before a vote has been held 
on whether or not to accept the resigna- 
tions. 

The decision to carry out a mass resig- 
nation came after hard line spr} members 
refused to back down from a threat 
to resign as individuals, sources 
said. This left party chairman 
Makoto Tanabe little choice but to 
lead the general exodus, or else pre- 
side over a SDP} split. 

Having failed to block the PKO 
bill, the SDP/'s current strategy is try 
to mobilise opinion against the LDP 
ahead of next month's upper house 
election. “We will start a nationwide 
campaign to express our determina- 
tion to the public and try to make 
the lower house election possible," 
Tanabe told a press conference after 
passage of the bill. ^We must create 
à situation where overseas dispatch 
of the [Japanese armed] forces will 
become impossible." 

The spp} has thus staked its fu- 
ture on a return to its traditional platform 
of strong anti-militarism, which represents 
an unexpected victory for hard line party 
members. But it is unclear whether this 
strategy, forged during the struggle over 
the US-Japan Security Treaty in the late 
1950s, can remain politically viable today. 

Moderate leaders such as Tanabe are 
concerned that the party is becoming in- 
creasingly isolated, as public opinion shifts 
towards acceptance of a larger interna- 
tional role for Japan in the post-Cold War 
era. A more centrist stance is a prerequisite 
tor electoral cooperation among opposition 
parties against the LDP, not to mention the 
now distant goal of a unified political 
opposition. But Tanabe was unsuccessful 
last year when he tried to get 
the SDPJ to soften its official 
position that both Japan's 
armed forces and its security 
alliance with the US are ille- 
gal. * 
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JAPAN 


Why they 
WOITY 


Asian neighbours fear 
military revival 





By Nayan Chanda in Hongkong 


he passage on 15 June of a bill that 

i allows Japanese soldiers to be de- 

ployed abroad — albeit only under 

the blue UN flag — ended a 47-year-old 

taboo enshrined in Japan's post-war “peace 
constitution.” 

While public reaction to the move in 
Asia was limited to measured official state- 
ments, and to some small leftist demon- 
strations in Seoul and Manila, officials of 
some countries have been blunt in private 
in expressing their concern. 

The level of anxiety displayed by differ- 


ent countries in the region about Japan's 


symbolic departure helped to define the 
new contours of power developing in Asia 
in the post-Cold War era. 

Presaging such reaction, Singapore's 
Senior Minister Lee Kuan Yew told a re- 
porter last November: "Allowing Japan to 
once again to send its forces abroad is like 
giving a chocolate liqueur to an alcoholic. 
Once the Japanese get off the wagon, it will 
be hard to stop them." 

The shades of worry have inevitably 
been graded according to each country's 
historical experience with Japan, and mod- 
erated by more practical concerns about 
Japanese aid, investment and trade. Thai- 
land, which cooperated with wartime Ja- 
pan and in recent times proposed joint 
military exercises with Tokyo, welcomed 
the move. 

At the opposite extreme, a South Ko- 
rean Foreign Ministry spokesman recalled 
the "unhappy experiences of the past" and 
noted that, while the so-called peacekeep- 
ing operation (PKO) bill puts some restric- 
tions on the dispatch of Japanese forces 
abroad, these "can be lifted afterwards." 
Both North and South Korea retain bitter 
memories of Japan's occupation between 
1910-45. An editorial in Seoul's Korea Times 
said the Korean people were "much con- 
cerned about Tokyo's unspoken attitudes 


and general Japanese ways of thinking" 


- which may lead to a revival of ultra-na- 


tionalism and militarism. 

Although North Korea is eager to nor- 
malise ties with Japan, it did not miss the 
opportunity to attack what it claimed was 
a fresh instance of Japanese militarism. The 
PKO bill, the Korean Central News Agency 
announced, reflected Japan's "wild ambi- 
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Ghosts from the past 
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tion to become a military power. 

The official reaction of China, another 
wartime victim of Japan, has been re- 
strained. A Peking radio broadcast criti- 
cised the PKO bill for "running counter to 
the spirit of [Japan's] existing constitution." 
But Reference Materials, a daily news digest 
for senior cadres, recommended that pub- 
lic comment should be restrained in view 
of China's need for Japanese aid. 

Sources familiar with Reference Materials 
said the digest noted a shift in Japan's deal- 
ing with China from bilateral issues to a 
greater stress on broader issues, such as 
human rights and arms sales. While this is 
in line with US and European policy to- 
wards China, Reference Materials saw the 
shift as being designed to stake out a posi- 
tion for Japan as a global power. 

China is concerned by this trend, but 
believes that other economic factors are too 
important for Peking to be able to afford to 
make a public issue out of the PKO bill. The 
Reference Materials analysis, however, 
pointed to the leverage that China has over 
Japan. Apart from the Chinese market, To- 
kyo also needs Peking's support in its quest 
to become a permanent member of the UN 
security council. 

Vietnam, close to seeing a resumption 
of Japanese aid and eager to welcome Japa- 
nese investment, stayed clear of its old 
rhetoric about Japanese militarism. A For- 
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eign Ministry statement only said that Jz 
pan should put more emphasis on ecc 
nomic cooperation with the region. Philip 
pines President-elect Fidel Ramos has sai: 
he is satisfied with Japan's participation i 
UN peacekeeping operations. Japan is th 
second-largest investor in the Philippines 

Despite the sufferings of the Japanes 
occupation Malaysia has been enthusiasti 
about learning from post-war Japan and i 
wooing Japanese investment. Reflectin 
this attitude, Malaysian Foreign Ministe 
Datuk Abdullah Ahmad Badawi said th: 
Japanese aid for the rebuilding of war-tor 
countries was preferable to participation i 
peacekeeping operations. 

A Singapore Foreign Ministry statemer 
advised that “it is better that Japan contr 
butes to the ‘tail’ and not the ‘teeth’ even i 
UN operations." Whether Japan could g 
further without alarming its neighbour 
the statement said, would depend o 
whether the country could be more ope 
about its war record and communicate it 
role in Asia more clearly. 

A senior Singapore official, speaking i 
private, said Japan's public apology for it 
wartime record was meaningless becaus 
it has not made a clean break with the pa: 
as the Germans have done with their Naz 
legacy. The way Japan continues to censc 
its history books shows that it has not ye 
come to terms with the past. | 
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Reformist roadshow 


-eaders, liberals rally around patriarch Deng 


3y Lincoln Kaye in Shanghai 


he tide of reform is not so easily 
U rolled back, as latter-day King 

Canutes from the hard line faction 
f the Chinese Communist Party are find- 
1g to their dismay. The most recent focus 
or their outrage is The Tide of History, a 
ompendium of essays by progressive aca- 
emics and intellectuals in support of pa- 
riarch Deng Xiaoping's economic reforms. 

The Tide got itself banned by calling for 
he ousting of Maoist die-hards entrenched 
a China’s media and cultural establish- 
nents. Just days after the arrest of a gradu- 
te student and a journalist for distributing 
amizdat, or clandestinely published, cop- 
es of The Tide, nearly 100 of its writers, 
ditors and influential readers held a semi- 
pen seminar on the book in a Peking ho- 
jl. 

Among the conferees were sidelined 
'aders of the party central commit- 
»e's Institute for the Study of 
Jarxism-Leninism—Mao Zedong 
hought, the People's Daily commen- 
ary section and the party's United 
ront Department. Ironically, these 
rgans — originally set up as bas- 
ions of communist orthodoxy — 
merged as dynamic theoretical 
hink-tanks in the era of deposed 
arty general secretary Zhao 
iyang, and have remained hotbeds 
f intellectual discontent since 1989. 
he same goes for the People's Uni- 
ersity, which originally published, 
nd counts many of its contributors 
n its faculty. 

The seminar is the biggest ga- 
wering of dissident intellectuals in- 
ide China since the June 1989 
iananmen crackdown on the pro- 
emocracy movement. Such a meeting 
rould have been impossible without back- 
1g at the highest levels. Politburo propa- 
anda chief Li Ruihuan, a lone progressive 
1 the cultural field, is mentioned as a pos- 
ible patron. 

Foreigners were banned from the meet- 
1g, but Chinese reporters attended, includ- 
1g representatives of the People's Daily and 
1e official Xinhua newsagency. Their re- 
orts on the event are unlikely to ever ap- 
ear in general-circulation publications but 
vill figure in the more forthright internally 
istributed party editions put out by most 
ajor news organs. 

In the wake of the seminar, gloating in- 
allectuals swapped rumours — purport- 


edly based on internal documents seen at 
the party’s Central Cadres’ Academy — 
that Vice-Education Minister He Dong- 
chang, the official most directly responsi- 
ble for banning The Tide, had been forced 
out of his post. Even headier, acting Cul- 
ture Minister He Jingzhi, a hardline poet, 
had supposedly stepped down due to “old 
age,” and Peking party secretary Li Ximing 
was said to have been shunted aside. 

As though to confirm the ebb of the 
hardliners’ fortunes, all national media 
suddenly chose to play up a week-old 
speech by party chief Jiang Zemin calling 
for faster growth, more foreign involve- 
ment and greater decentralisation of the 
economy. Jiang’s peroration at the Cadres’ 
Academy amounted to “going public” 
with the main points of the party's inter- 
nally distributed Document No. 4, in which 
Deng calls for accelerated conversion from 
a planned to a market economy. 





Li heads for Rio, Jiang becomes Dengist. 


All the more piquant, to Peking tea-leaf 
readers, was the way Jiang managed to 
upstage Prime Minister Li Peng's assorted 
trysts with world leaders at the Earth Sum- 
mit in Rio de Janeiro. Li and the party boss 
are potential rivals for paramount leader- 
ship after Deng, who is 87, leaves the scene. 
But even as Li met with the leaders of the 
US, the EC, India, Pakistan and Malaysia, 
Jiang managed to edge Li out of the lead 
slot in all major daily newspapers and the 
evening TV newscast — just by mouthing 
Dengist platitudes. 

One of Jiang's shibboleths rang curi- 
ously hollow, though. He paid due lip- 
service to the Dengist nostrum about need- 
ing to be on guard against errors of both 


the Left and the Right, but mainly the Left. 
But Jiang then went on to define both types 
of deviationism. The Left, Jiang said, is 
overly dogmatic, with an “unscientific” 
and even “totally distorted” understand- 
ing of Marxism and a tendency to “over- 
step the primary stage of socialism.” The 
Right, on the other hand, foments “bour- 
geois liberalisation and even political tur- 
moil" in its attempt to change the socialist 
system. 

"Now, which of those two descriptions 
sounds like mere fuddy-duddy [talk] and 
which sounds like sheer treason?" asks à 
Peking intellectual. “It may be that the Left 
is the greater danger, but it is the Right, by 
Jiang's definition, that is committing à 
jailable offence." 

Public security officials have not been 
shy about jailing "peaceful evolutionists," 
either. In addition to the two Peking pur- 
veyors of samizdat, police seized another 
student, Wu Shenglong, in the boomtown 
frontier enclave of Shenzhen just over the 
border from Hongkong. More students 
have reportedly gone missing in Peking. 

Against this backdrop, the intellectual 
wondered, “Is Jiang trying to have it both 
ways?" If so, he can hardly be blamed for 
hedging his bets, considering the growing 
political uncertainty in the run-up to the 
. party's all-important, policy-setting 
* 14th Congress. Reportedly, seven at- 

tempts to draft a congress commu- 

nique have failed to produce any 
consensus. 

Another fence-sitter in the pre- 
congress manoeuvring has been the 
enigmatic Qiao Shi, politburo mem- 
ber in charge of public security. As 
head of the Cadres" Academy, he 
was prominently featured in all the 
footage of Jiang’s recent speech. He 
also lent the prestige of the aca- 
demy's rostrum to another recent re- 
formist peroration in which polit- 
buro member Tian Jiyun caustically 
suggested that die-hard leftists be al- 
located special economic zones of 
their own to try out their commu- 
nist prescriptions. 

Yet, the same Qiao who pro- 
moted these pronouncements is also nomi- 
nally in charge of the police who are now 
making showcase arrests of those with 
samizdat or reformist connections. Some 
observers read it as a finely tuned signal 
that reform is welcome in economics but 
taboo in politics. 

"Besiege the headquarters," founding 
patriarch Mao Zedong exhorted his Red 
Guard followers at the onset of the 1967 
Cultural Revolution, in a bid to oust his 
"capitalist-roader" rivals in the central 
leadership. Capitalist notions now look 
more entrenched than ever in the citadels 
of central power, and once again the head- 
quarters is under Maoist siege — this time 
by its own denizens. LJ 
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India's unions strike 
over economic policy 


> Thousands of workers and white-collar 
employees stopped work across India on 
16 June in response to a strike call by 
leftist unions opposed to the 
government's economic liberalisation 
policies. These policies include opening 
up the economy to multinationals and 
closing down ailing public-sector units. 
West Bengal state, where a communist 
coalition is in power, was paralysed, and 
a similar shut down was under way in 
southern Kerala state, another communist 
stronghold. Tamil Nadu state was also hit. 
Opposition parties were planning to 
extend the general strike to opposition- 
controlled Bihar state, bordering West 
Bengal. Unions allied to the ruling 
Congress Party of Prime Minister P. V. 
Narasimha Rao were opposed to the 
strike. 


Seoul military reaffirms 
no-politics pledge 


> South Korean army leaders have 
indirectly confirmed their resolve to allow 
the ongoing democratic process to 
continue by staying out of politics, 
according to retired army general Kang 
Chang Song, an MP for the opposition 
Democratic Party. Kang told an 
opposition rally on 15 June that top army 


- figures, including army chief of staff Kim 


Chin Yong and Defence Minister Choi Se 
Chang, told him recently that the military 
would not veto opposition leader Kim 
Dae Jung if he was elected president in 
December. There had been hints from the 
army establishment that it might stage a 
coup if Kim, whose anti-communist 
credentials have been questioned by 
military leaders, were to win the 
presidential election. 


Bigger role for 
Indonesian parliament 


> In a departure from tradition, 
President Suharto will leave the drafting 
of Indonesia's next five-year national 
policy blueprint to the 1,000 elected and 
appointed members of the People's 
Consultative Assembly, instead of 
submitting his own proposals as before. 
His decision is seen as another response 
to criticism about the nature of Indonesian 
democracy — notably the view that he 
controls the assembly. The assembly 
meets next March to re-elect the president, 
among other things. A lively debate — 
and perhaps even a very rare vote — is 
ed with the ruling Golkar party, the 
two opposition parties and the military 


and regional representatives all 
submitting their own proposals on 
government targets and policies for 
1993-98. 


Massive cut in US 
assistance for Philippines 


> The US State Department has cut its 
request for aid to the Philippines by two- 
thirds, from US$567.9 million last year to 
US$219.1 million for the government that 
succeeds the Aquino administration. The 
cut, part of mid-year aid re-allocations for 
fiscal 1992 that the State Department has 
proposed to Congress, covers primarily 
economic support, food aid, and US$121.5 
million in military aid. Funds for 
development programmes and military 
training are more or less untouched. The 
Philippine senate's rejection of the Subic 
Bay and Clark air bases agreement last 
year and Philippine insistence on linking 
aid to the bases are major reasons for the 
new aid cuts, a State Department official 
said on 15 June. 


Social indicators 


How Asian-Pacific countries 
score on civil rights* 
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6 — 
5 Bangladesh, Hongkong, S. Korea, Taiwan 


4 Cambodia, Sri Lanka, Vietnam 
0 ' China, N. Korea, Laos 
Worst 


*Up to 2 points each for: freedom of assembly, equality 
under law, protection from terror, social freedoms, — 
equality of opportunity 


Source: Population Crisis Committee, Washington D.C. 


Order signed for 
Lorrain Osman extradition 


> British Home Secretary Kenneth Clarke 
signed a surrender warrant on 16 June to 
facilitate the extradition of businessman 
Lorrain Osman to Hongkong to face 
criminal charges. Osman, former 
chairman of Bumiputra Malaysia Finance 
Ltd, was arrested in London in December 
1985 on fraud and bribery charges in 
connection with the collapse of the 
Carrian group in Hongkong. Since his 
arrest Osman has resisted extradition and, 
as a result, has served more time in jail 
without trial than anyone in British legal 
history. But it is possible that his return 
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could be delayed further if he applies for 
a judicial review. 


Philippine Catholic 
Church backs Ramos 


> The Catholic 
Bishop’s Conference 
of the Philippines will 
support Fidel Ramos, 
a Protestant, who is 
virtually assured of 
being declared as the 
country’s next 
president. Former first 
lady Imelda Marcos 
issued a statement on 
13 June conceding defeat to the former 
defence secretary in the 11 May 
presidential election and asking, her 
followers to support a Ramos presidency. 
Despite protests from lawyers of another 
losing candidate, Miriam Defensor 
Santiago, who asked for a new 
presidential poll, the Philippine Congress 
proceeded with its count. 





Ramos. 


Details hold up 
Hongkong airport talks 


> China and Britain have agreed to 
resume talks on Hongkong’s new airport 
project, following a meeting between 
Prime Ministers Li Peng and John Major 
during the Earth Summit in Rio de 
Janeiro last week. But the two sides have 
been unable to agree on the teams and 
venue for the talks. The two sides signed 
a joint memorandum on the project a year 
ago, but tensions have been building over 
financing of the project's escalating costs. 


Taiwan abolishes 

‘thought police’ units 

> Taiwan's parliament passed a bill on 
16 June abolishing the “thought police" 
system, whereby special units had been 
set up within government offices to 
monitor the discipline and behaviour of 
civil servants. Critics have long claimed 
these units had infringed on employees 
freedom of thought by testing their 
loyalty to the ruling Kuomintang party 
and the government. Some civil servants 
have reportedly been tried or imprisoned 
without trial for being communist spies or 
for supporting independence for Taiwan. 
Justice Minister Lu You-wen said the 
thought police units will be replaced with 
special offices, to be set up in every 
government organisation, to curb 
corruption and maintain discipline. All 
information on the political loyalties of 
civil servants gathered under the old 
system would be destroyed in public. 
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With Someone Who Knows 
Their WayAround. 








Delta’s transpacific fleet features the new MD-11 — the world’s most technologically-advanced aircraft 


If you're visiting America, no one can show you the And along the way, you'll enjoy the warmest, mos 
country quite like Delta Air Lines. personal service in the sky. 

With 30 flights a week from Asia, Delta offers easy For information or reservations, contact your 
access to over 240 U.S. cities, on one of the most exten- Travel Agent. Or call Delta. 
sive route systems in America. So no matter where youre So the next time you visit the States, rest assured 
going, you can get there with one ticket. On one airline. you ll be with someone who knows their way ar: 
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THE SPIRIT OF CONFIDENCE 


YOU enjoy. 


We reinforce the value of our 
cars with bodies that are protec- 
tive as well as attractive. And 
you enjoy peace of mind. 

Not just you, as a driver. But 
you, as a member of a society 
that is increasingly concerned about 
safety issues. 

Because we share 





that concern, we are committed to 
responsible product qualities. 

In the new Bluebird, for example, 
responsible performance means predicta- 
ble response and handling. To improve ac- 
tive safety by helping you avoid accidents. 

Responsible comfort takes the form of 
ergonomically correct interiors. To improve 
active safety by reducing driver fatigue. 

And, as a part of responsible aesthetics, 
there are refined body structures. To 
improve passive safety by helping you 
escape injury if an accident does occur. 


Which means that, underneath the 
Bluebird's beautiful styled exterior, you 
have beautifully engineered protection. 

A rigid, monocoque frame that guards 
you. A highly stable body that surrounds 
you. Front and rear crushable zones that 
cushion impact. Side-door reinforcement 





beams that fend off broadside collisions. 
Not to mention other features like adjust- 
able shoulder-strap anchors and Emergency 
Locking Retractor seatbelts. 

Enhancing not only your safety. But 
also our view that true beauty reflects 
inner strength as well as outward appeal 





You come first. 
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For enhanced 
passive safety, 
strong bodies are 
essential. But the 
Bluebird also has 
strategically located 
crushable zones. 
They progressively 
absorb impact, 
much like giant 
shock absorbers, 
to protect the 
passenger com 
partment from 
collision forces. 


ver 80% of the most 
prominent figures in banking 
count on our computer solutions. 


Throughout the world, bankers who 
speak dollars, and bankers who speak yen, or 
pounds, or won or ringgit, and bankers who 
speak pesos, rupiahs or Deutschemarks all 
speak to Unisys for answers to their mission 
critical needs. 

Forty-one of the world’s 50 largest 
banks rely on Unisys information systems. In 
Asia 13 of the region's 20 largest banks, outside 
of Japan, rely on Unisys either for their core 
retail and branch banking systems, or for their 
high or low speed document processing 
systems. But the buck hardly stops there. 

Over 80% of the region's SWIFT 
member banks depend on Unisys systems for 
funds transfer. And over 21,000 Unisys teller 
workstations are deployed — not just in 
highly urbanised locations such as Hong Kong, 
but also in the smallest rural outposts of S.E. 
Asia. We offer unequaled capability in the 
fast growing area of credit card processing 


systems, and we've put our banking customers 
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at least a year ahead of the competition in 


cheque imaging solutions. 
So it's hardly surprising that we have 
been ranked first in customer satisfaction 


surveys in Taiwan; or that all top ten banks 
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in Europe and Japan and nine of America’s top 
ten, global institutions such as the World Bank, 
and 60,000 other distinguished customers, 
recognise Unisys as a world leader in mission 
critical information systems. 

Call your local Unisys representative 
and ask how we can put the advanced 
technology and dedicated people of Unisys 


to work on your account. 
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An indecent peace 


n a Bangkok-Phnom Penh flight 

not long ago I found myself sit- 

ting next to a mass murderer. Had 

he been a member of Hitler's Nazi 
Party he would have been a hunted man 
all over the world but he was a Cambo- 
dian, a member of the Khmer Rouge. As 
such he now enjoys the protection of the 
UN and, in the diplomatic circles he fre- 
quents, he is called deferentially: “His Ex- 
cellency Khieu Samphan." 

The indecency of the whole UN peace 
plan for Cambodia shows up in the fact 
that an innocent traveller can nowadays 
find himself in such company. Two weeks 
ago I happened to witness the scene in 
which the chief of the UN Transitional 
Authority in Cambodia (Untac), Yasushi 


» Akashi, saw his high sounding authority 
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blocked by a bamboo pole across a dirt 
road a few metres away from the centre of 
the "Khmer Rouge capital" of Pailin. 

Two communist guerillas impassively 
stood guard with their AK47 rifles at the 
check-point, while a third rode slowly off 
on a bicycle to see whether his political 
commissar would allow the UN convoy to 
proceed. He did not return. An indecent 
episode if one considers that those young 
soldiers were taking orders from the cadres 
responsible for one of the worst crimes 
committed this century: the Cambodian 
holocaust. 

Since the signing of the Paris agreement 
last October, the Khmer Rouge — alone 
among the four warring Cambodian 
factions — has profited from the new situ- 
ation. It has gained political legitimacy 
both inside and outside Cambodia, while 
expanding the area under its control by 
taking over vast tracts of land abandoned 
by the Sihanoukist and Son Sannist gue- 
rillas. 

Having discovered that no one is ready 
to call its bluff, the Khmer Rouge has con- 
stantly raised the stakes — and won every 
time. Using the tactics of “talk, talk, fight, 
fight,” the Khmer Rouge raises obstacles at 
each step of the peace process. In return, 
Untac has increased the number of obser- 
vation posts along the Vietnamese border 
in order to prove its “goodwill” to the 
Khmer Rouge. 

The Khmer Rouge has managed to get 


_ away with all manner of breaches of the 
, Paris agreement without being sanctioned. 
| It provided false figures about its forces 
| and weapons. Untac knew this, but did not 


complain. Untac also knows that Pailin is 
not the Khmer Rouge headquarters, yet it 
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By Tiziano Terzani 


goes along with this lie and posts its obser- 
vation officers there. Untac knows, but 
does nothing about, the fact that the Khmer 
Rouge has not freed its political prisoners 
nor allowed the International Committee 
of the Red Cross to inspect its jails. 

The argument behind the peace plan 
was that by simply putting it into motion 
and involving the Khmer Rouge in the 
process, the Khmer Rouge would get used 
to the world and would lose its power. Just 
the opposite has happened. The world has 
got used to the Khmer Rouge but Untac, in 
the few months of its in- 
volvement in Cambodia, 
has already lost its au- 
thority. 

Untac has neither the 
physical nor the moral 
power with which au- 
thority usually expresses 
itself. Its army is made 
up of soldiers whose or- 
ders are not to fight, 
while the UN gave up 
the moral high ground 
when it failed to call a 
crime a crime and started 
to treat executioners and 
their victims in the same 
way. 

Two months ago, UN 
Secretary-General 
Boutros Boutros-Ghali 
visited Cambodia to 
throw his weight behind 
the UN peace operation. 
In a formal speech, refer- 
ring to the years when 
the Khmer Rouge was in 
power and killed or let 
die possibly one-third of 
the Cambodian popula- 


Boutros-Ghali managed 
to visit various places — 
including a minefield 
where he attended probably the first and 
last UN de-mining operation. He did not, 
however, visit the Tuol Sleng museum — 
Phnom Penh's Auschwitz — and did not 
pay respect to the monument dedicated to 
the victims of the Cambodian holocaust. 
An indecent omission. 

The indecency continues. Untac has so 
far brought some 13,000 people to Cambo- 
dia. Most of them are not there to help 





obstacles at 
| each step of > 
tion, he spoke of "grave th flict. 

mistakes of the past.” Could there have 
During his three-day T P bros been better ways to help 
stay in Cambodia, process this country? Theoreti- 


Cambodia, but to pursue their own per- 
sonal or national interests. Even junior of- 
ficers in the Untac peacekeeping force earn 
around US$60,000 a year in a country 
where the annual per capita income is 
around US$150. 

Germany has used Cambodia as the 
occasion for sending soldiers outside the 
Nato area for the first time since the end of 
World War II. Japan may soon do the 
same. Other countries have had even less 
altruistic motives. 

Indonesia has sent two battalions to be 
forgiven for the massacre 
committed by its forces 
in East Timor. The Thais, 
having exploited every 
aspect of the war, are 
now trying to exploit the 
peace and have sent their 
soldiers to establish the 
basis for their economic 
control of western Cam- 
bodia. 

It was understood in 
Paris that countries bor- 
dering Cambodia would 
not contribute soldiers to 
the UN operation there. 
Just the opposite has 
happened. After having 
complained for a decade 
about the “Vietnamese 
occupation” of Cambo- 
dia, the international 
community has helped 
encourage another occu- 
pation, this time by 
Asean forces. In allowing 
the present situation to 
continue, the UN is sim- 
ply planting the seeds of 
a new Cambodian con- 


cally there still are. One 
would be to remove the 
real obstacle to peace: the 
Khmer Rouge. The UN have picked fights 
of this kind before, once against North Ko- 
rea's Kim II Sung and more recently 
against Iraq's Saddam Hussein. A fight 
against the Khmer Rouge would be better 
justified, at least morally, than the previ- 
ous ones. e 


Tiziano Terzani is the Asia correspondent of 
Germany's Der Spiegel magazine. 
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Japan's interest in southern Africa grows 


By Anthony Rowley in Tokyo 

olitical reforms in South Africa have 
P given Japanese policymakers and 
businessmen a vision of a far more 
active diplomatic and economic role for 
themselves on what most Japanese still 
perceive as the “dark continent.” 

The Japanese Foreign Ministry, in par- 
ticular, is adopting a long-term perspective 
which foresees Tokyo representing Preto- 
ria's economic interests in Asia and envis- 
ages Japan having a more direct stake in 
African development, 

South African President F. W. de Klerk's 
three-day official visit to Japan earlier this 
month capped a series of moves by Tokyo 
to forge closer relations with Pretoria since 
full diplomatic relations were restored in 
January. 

One result of de Klerk's visit was an 
agreement on negotiating direct air links 
between Japan and South Africa. The fact 
that indirect air links between the two 
countries entail a 24-hour journey in either 


direction is symbolic of their "distant" re- 


pera 


E ab's granary row 


. By Hamish McDonald in Ludhiana 


a a state where a long-running war be- 
. tween Sikh separatists and Punjab’s po- 


. lie claims 5000 dead a year, a different 


L 


s to 


— kind of revolt based more on economics 
“pee world politics is having profound 
. and costly results for India. The leader of 
. this revolt is Ajmer Singh Lakhowal, a 
soft spoken farmer with a master's de- 
 gree in mathematics, who uses statistics 
instead of weapons. 
.. From his village near Ludhiana, 
. Lakhowal has been directing a campaign 
e Panas farmers to boycott the gov- 
* ernment's grain procurement scheme. As 
state president of the Bharatiya Kisan 
. Union (BKU, or Indian Farmers’ Union), 
J. Lakhowal has spearheaded a campaign 
pressure the government to end poli- 


- cies that prevent farmers from selling 


their grain where they wish. All are well 
an aware that outside the traditional surplus- 


prse Punjab, Haryana and 


22 


lationship at present. 

Distance, however, did 
not prevent Japan from be- 
coming South Africa's 
main trade partner for a 
period until five years ago, 
when UN criticism of what 
was seen as Tokyo's sanc- 
tions-defying stand caused 
Japan to drop back to the 
country's fourth-largest 
trading partner. Neverthe- 
less, Japanese business gen- 
erally still regards Africa as 
a "distant and unknown 
world," according to lead- 
ers of a major Japanese eco- 
nomic mission which visited South Africa 
in May. 

The mission sponsored by 
Keidanren, the federation of employers' 
associations, but put together at the behest 
of the Japanese Government — visited 
South Africa and the neighbouring coun- 
tries of Zambia, Zimbabwe and Botswana. 
"We see the four countries as one market," 


western Uttar Pradesh — prices are up to 
80% more than those offered by the gov- 
ernment. 

Only the bigger farmers, however, can 
hold out for long. The majority are small- 
holders who do not have storage silos and 
who need cash to finance the summer rice 
crop now being planted. Even so, the cen- 
tral pool of grain kept by New Delhi in 
case of food shortages is already below 
comfortable levels. If the monsoon rains 
just starting to sweep up from the south 
are weaker than normal, India may have 
to import grain. Indeed, the government 
is reportedly considering the import of 3 
million tonnes of grain. 

In the medium term, New Delhi may 
have to revamp India's farm input and 
product-pricing system if it wants to en- 
courage farmers to keep growing grain to 
sell to the government. However, higher 
procurement prices would increase ex- 
penditure at a time when the government 
is trying to reduce its budget deficit. Al- 


FAR FACTERN ECONOMIC REVIEW 





de Klerk: direct links. 


says Hiroshi Kadota of Keidanren’s eco- 
nomic cooperation division. Such a market 
would encompass some 300 million peo- 
ple against South Africa’s 40 million. 

But there is more than just numbers to 
Japan's linking of South Africa’s interests 
with those of its neighbours. South Africa 
is seen by Japanese analysts as the only 
African oy with the economic and 
EIS nx g technological base to enable 
EN it to serve as a centre of re- 
gional economic develop- 
ment. 

Also, while 46 African 
countries together share 
only 11% of Japan's global 
official development as- 
sistance (ODA), the amount 
going to some southern 
African states is substan- 
tial in absolute terms. This 
aid is often used to buy 
goods and equipment from 
South Africa, and Japanese 
companies are obviously 
interested in getting their 
share of the contracts. 

This interest was reflected in the com- 
position of May's 34-member Keidanren 
mission, which included several heavy en- 
gineering and telecommunications com- 
panies capable of providing the kind of in- 
frastructural equipment often financed un- 
der ODA. Further, leading Japanese auto- 
mobile and electronics manufacturers are 
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though it could recoup some of this by 
cutting subsidies on bank credit, fuel, 
electricity and water for farmers, actually 
recovering the money could pose politi- 
cal problems. 

Even more revolutionary would be a 
goal now cited by many Punjab farmers: 
opening India to freer trade in farm goods 
instead of aiming at self-sufficiency. "We 
would like to sell our produce to other 
countries," Lakhowal said. "We would 
[like to] be the next California." 

For the moment, however, the BKU 
cannot even ship 4 across the state 
border into Haryana, despite official 
claims that farmers are free to sell where 
they like. Lakhowal tested this on 26 May 
by sending a convoy of wheat trucks to- 
wards New Delhi, where market prices 
are well above the Rs 280 (US$10.75) per 
100 kg offered by the government. Police, 
citing government orders, sto the 
convoy before it reached the state line and 
arrested 65 BKU members. 

The Punjab government has also re- 
sorted to other measures to break the boy- 
cott. Tax inspectors have been sent to 
harass sus grain “hoarders” and 
supplies of diesel fuel to farmers have 
per ES ssn oad apo 
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keen to displace European suppliers who 
currently dominate South Africa’s luxury 
goods market. 

Japanese mining companies were also 
well represented. South Africa is currently 
Japan's fifth-largest supplier of iron ore and 
sixth largest supplier of coal. The lifting of 
UN sanctions against South Africa in Octo- 
ber 1991 cleared the way for Japan to buy 
more minerals from the country. 

Meanwhile, South Africa has asked Ja- 
pan's Export-Import (Ex-Im) Bank for loans 
of between US$300-400 million. The Ex-Im 
loans are being requested specifically by 
the South Africa-based Southern Africa 
Development Bank — initially to finance 
domestic development within South Af- 
rica, but later to help fund economic coop- 
eration with Zambia, Zimbabwe, Botswana 
and other neighbouring countries. 

Although Japanese business interest in 
South Africa is relatively straightforward, 
the Foreign Ministry has something more 
ambitious in mind. Japanese industrial in- 
vestment in Asean has raised these coun- 
tries’ requirements for coal and metal ores, 
and South Africa is viewed as a potential 
source of supply. 

By finding markets in Asia for South 
African mines, Tokyo could promote the 
economic interests of Pretoria and possibly 
other southern African countries. At the 
same time, it could also offset the growing 
influence of China and Taiwan in sub- 
Saharan Africa. ". 


rebound in lower rice production if 
growers cannot use their irrigation 


S. S. Grewal, of economics 
at the Punjab Agricultural University in 
Ludhiana, estimates that the central 
food stockpile will be 5 million tonnes 
below the comfortable level of about 17- 
18 million tonnes for this time of the 
year. "If the monsoon is only slightly 
below average it may not be serious," 
he said. "But if it is significantly below, 
food prices will shoot up and there will 
be shortages in deficit states. It will also 
push up inflation, hit the national 
budget and increase the import bill.” 

While Punjab's farmers were once 
grateful for the floor price the procure- 
ment scheme established, the BKU now 
argues it has made the region a captive 
producer of cheap grain. “Wholesale 
prices have gone up seven times since 
1967, the grain [procurement] price only 
three times," said Lakhowal. 

"The government considers Punjab 
a colony. They are looting the [state] just 
as the British did. They have looted our 
water [by diverting it to nearby states], 
and they are now looting our agricul- 
tural produce," he said. e 


25 .HINF 1922 


BANGLADESH 


Country of choice 


Bihari refugees to return to Pakistan 








By S. Kamaluddin in Dhaka - 


fter more than two decades of dith- 
A ering, Dhaka and Islamabad ap- 

pear to be nearing a solution to the 
problems of Pakistani refugees in Bangla- 
desh. The decision to repatriate them to 
Pakistan is likely to be announced when 
Prime Minister Khaleda Zia visits 
Islamabad next month. 

The Urdu-speaking refugees, now num- 
bering some 238,000, originally migrated 
in 1947 from India’s neighbouring Bihar 
province to what was then East Pakistan 
soon after British India was partitioned. 
During the liberation struggle of the early 
1970s, which created an independent Bang- 
ladesh out of East Pakistan, 
most Biharis sided with 
Pakistan. This led to their 
being herded into refugee 
camps in and around 
Dhaka. 

Later, they also refused 
Dhaka's offer of permanent 
settlement in Bangladesh 
and claimed themselves to 
be Pakistanis. A defeated 
Islamabad, which was reel- 
ing from the loss of the 
eastern half of the country, 
was also in no mood to ac- 
commodate the Biharis, 
who had never lived in 
West Pakistan. In 1978, Zia- 
ul Haq, the then president of Pakistan, 
promulgated an ordinance banning the re- 
patriation of Biharis. 

However, pressure from Dhaka and 
other Islamic countries persuaded Zia to 
relent and he agreed in the 1980s to allow 
the Rabita Trust, a Mecca-based Islamic 
humanitarian body to raise funds for 
the repatriation of Biharis. It was esti- 
mated by the Rabita Trust in the late 1980s 
that the migration would cost US$400-500 
million. 

After Zia's death in late 1988, the Bihari 
issue once again became a victim of Paki- 
stani politics. The government of newly 
elected prime minister Benazir Bhutto op- 
posed the return of Biharis. 

Earlier migrants from India, most of 
whom had settled in Sindh province, 
had formed the Muhajir Qaumi Move- 
ment (MQM), a formidable opposition to 
Bhutto's Sindhi-dominated Pakistan Peo- 
ple's Party. 

To add to Bhutto's discomfort, Nawaz 
Sharif, now Pakistan's prime minister who 
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Khaleda: repatriation. 


was then the chief minister of Punjab, of- 
fered to resettle Biharis in his province. 
Sharif became prime minister in late 1990 
and revived the plan. 

At the behest of Islamabad, the Rabita 
Trust began a detailed head-count of 
Biharis in March and its report is now in 
the final stages. Sources told the REVIEW 
that once the final report is out and lists of 
Biharis are available, the Pakistan High 
Commission in Dhaka is expected to pro- 
vide them with identity papers. 

Although Bihari repatriation is plan- 
ned to begin later this year, funds for 
the massive programme have vet to be 
found. When the Rabita Trust took the ini- 
tiative some years ago, it was believed that 
Saudi Arabia and other 
Gulf states would provide 
the bulk of the funds 
needed. There is little pros- 
pect of Arab generosity this 
time around 

The Rabita Trust held a 
meeting in Islamabad re- 
cently and appointed a liai- 
son officer to oversee the 
repatriation, but it made lit- 
tle progress on raising the 
funds. So far, Pakistan has 
contributed US$10 million 
and the trust has provided 
another US$2 million. 
Cash-strapped Bangladesh, 
which has spent US$54 mil- 
lion on the refugee camps in the past two 
decades, is unlikely to offer any more 
funds. 

The repatriation of Biharis, apart from 
solving a genuine humanitarian prob- 
lem, would apparently help consolidate 
Sharifs own political position in Punjab, 
his power base. With the expectation that 
the newly settled Biharis would form a 
dependable "vote bank" in marginal con- 
stituencies. 

Nine districts in Punjab including that 
of Chief Minister Golam Haider have al- 
ready been selected for the resettlement of 
these people, the sources added 

But the Biharis, who remained isolated 
in a Bengali milieu, are unlikely to feel 
any more comfortable in Punjab. Most of 
the Indian migrants to Pakistan settled in 
the Urdu-speaking ghettos of Sindh's ur- 
ban areas. Once the Biharis settle in Punjab 
they could begin slowly drifting to Sindh 
and adding to the already explosive con- 
frontation between Sindhis and muha- 
jirs. a 
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icture a dark, thick cup of es- 
presso, bubbling as a cube of 
sugar is stirred in, and you have a 
good idea of what the canals look 
like in Pusan, South Korea's second-largest 
city. That there was nothing alive in this 
brown-black primeval soup did not sur- 
prise me. But it was the bubbles, products 
of a thousand chemical collisions, which 
| stunned me, as they drifted up to the sur- 
face and popped. This chemical swill fills 
mile on mile of the waterways that lace 
Pusan and is a graphic reminder of how 
far the country has to go in cleaning up. 

"Get Dirty, Get Rich, Then Get Clean,” 
could sum up South Korea's environmen- 
tal stance. The country is half-rich, but it is 
still getting dirty. Two years after Presi- 
dent Roh Tae Woo declared war on pollu- 
tion and a year after the worst chemical 
spill in the country's history, lit- 
| tle seems to have changed. Cad- 
mium, mercury, arsenic and 
other by-products of the city's 
tanning, metallurgy and foot- 
wear factories are simply 
dumped into the water. 

The residents of Pusan do not 
have the luxury of engaging in 
the sort of esoteric debates about 
the environment that took place 
at Rio. They are not even sure 
they have the money to keep 
Pusan from getting more. pol- 
luted. For the most part they are 
more worried about how to keep 
the city's economy bubbling at a 
time when the shoe industry, the 
biggest employer — and one of 
the worst polluters — is moving 
to China and Indonesia. The vis- 
cous espresso-like mixture in the canals is 
simply accepted as the price of progress. 

None of the scores of mostly small fac- 
tories | saw on a meandering tour between 
the city centre and Kimhae Airport had 
any apparent chemical treatment facility, 
or even storage tanks for toxic substances. 
One plant was pouring hundreds, if not 
thousands, of gallons of black liquid a 
minute into the canal which runs into the 
Naktong River. A metalwork shop was 
bathing parts in a drum that had been 
turned blue with corrosion from an acid 
bath. That waste, too, was destined for the 
canal. The government tacitly encourages 
this sort of behaviour, for the canal is lined 
with discharge pipes from the factories. 

Our driver on the tour insisted that the 
waste was all being treated at a station fur- 
ther down the river. We found the facility, 
















Another helping of Pusan espresso, anyone? 
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which appeared to be abandoned. Beneath 
it were huge culverts, clearly designed to 
handle large volumes of the sort that occur 
several times a year when the floodgates 
are opened and the canal is drained. This 
was a Potemkin treatment station, but the 
driver repeatedly pleaded with me to un- 
derstand the “real situation.” 

Most people in Pusan are not so san- 
guine. A more typical comment came from 
Jung Dong Hyeon, an economics professor 
at Pusan National University, who told me 
that “running water is poison” and that he 
had not drunk tap water in 10 years. Natu- 
ral springs used to be an alternative, but 
many have been closed because of increas- 
ing contamination of the water table. 

Bottled water sales, however, remain il- 
legal. In a curious concession to the sensi- 
bilities — or the political power — of the 
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poor, the government prohibits water sales 
to Koreans. If the well-to-do could buy wa- 
ter, so the thinking goes, it would stoke 
class envy. (The Supreme Court upheld the 
constitutionality of the ban last year.) For- 
eigners are not covered by the prohibition, 
however, and the law is regularly flouted 
as both licensed and unlicensed companies 
sell water to a Korean public that does not 
want to drink unsafe water. 

In Pusan, the main concession to envi- 
ronmental change seems to be that the 
most offensive canals are simply being 
paved over. The culverts running out of 
the sham treatment station I saw will soon 
no longer be visible, for a construction site 
nearby is putting much of the canal below 
the station underground. The site of the 
old Kukje shoe factory, once the world’s 
largest with 140 production lines, is set to 
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house an apartment block and the nearby 
canal will be covered. As it is, toxic fumes 
at the site are so bad that a man I met vom- 
ited after 20 minutes. Covering up the 
problem means it will be more difficult to 
see these bubbling rich espresso brews. But 
they will still be there, eating away at the 
soil and the water supply. 

The consequences of living on poisoned 
soil and drinking toxic water will not be | 
fully apparent for decades. The more im- 
mediate problem for Pusan is what to do 
with its waste. According to figures in the 
local press, South Korea produces more 
waste per capita than any country in the 
world, and the country's landfills are liter- 
ally overflowing. Protesters in Pusan 
forced the government to scuttle a planned 
waste site in 1990 and no substitute has 
been found. The existing dump facility will 
run out of capacity around the 
end of 1993. 

Some South Koreans long for 
the old days of authoritarian 
leadership, where even the most 
controversial dam or nuclear 
power station could be built with 
hardly a peep from local resi- 
dents. Now it seems that noth- 
ing can be built. "There has been 
a complete breakdown in ad- 
ministrative authority since 
[Roh] took over" in 1988, com- 
plains Dong-A University politi- 
cal scientist Park Hong Suk. Ko- 
reans have even a coined word, 
nimby, for the Not-In-My- 
Backyard syndrome that makes 
all development impossible. 

Having been misled so many 
times about chemical complexes 
that were supposed to be safe, nuclear 
waste that was supposed to be disposed of 
safely, and dumps that would be inoffen- 
sive, most ordinary citizens expect the 
worst. But development is necessary for 
growth and democracy means more than 
just the freedom to say no. Sorting out the 
trade-offs between acceptable and unac- 
ceptable development is the tough part. 

This is not just Pusan's problem. The 
megalopolises spreading across Asia are 
some of the most crowded places on earth, 
sprawling cities on a scale unimaginable 
half a century ago. So far, poverty, igno- 
rance and political repression largely have 
kept pollution issues out of local politics. 
As Asia's city dwellers become richer and 
freer that will change. In South Korea, at 
least, the government has not found a for- 
mula to meet the challenge. - 


OYO Mavi 
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How we start the main season. 





As the most significant international fair 
for high quality products in the sectors 
individual interior decoration and lifestyle, 
the Autumn Fair presents the highlights 
and new products of the world markets at 
9 trade fairs. You can familiarize yourself 
with tomorrow's trends and place your 
orders accordingly. Hope to see you soon 
at the trade fairs: Home Accessories. 
Domestic Lighting. Pictures and Frames. 
The Well Laid Table. Kitchen and House- 
wares. Jewellery, Clocks and Watches. Arts 
and Crafts, Gift Articles. Papeterie. Perfum- 
ery, Cosmetics, Drug Store and Hair Salon 
Requisites. 
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Who’s on first? 








Pundit plots the future of the superpowers 


Head to Head: The Coming Economic Battle 
Among Japan, Europe and America 

by Lester Thurow. William Morrow, 

New York. US$25. 


First scare ‘em, goes an old 
salesman's advice, then 
show 'em the remedy. Prof. 
Lester Thurow of MIT, one 
of the sharpest minds in 
===" American economics, has a 
plan to sell to the new or part-worn presi- 
dent the US will have next January. This 
book, stuffed with facts, brambled with 
footnotes, passionately dogmatic, is his 
sales pitch. 

The world, says Thurow, is marching 
towards economic war, if we are not al- 
ready in the first skirmishes (military meta- 
phors mingle with baseball terms in his 

ent; Thurow knows his audience). 
The Cold War is over, leaving "three eco- 
nomic superpowers, the United States, Ja- 
pan and Europe, centred on Germany, 
jousting for economic supremacy. Without 
a pause, the contest has shifted from being 
a military contest to being an economic 
contest." So who, we can't help wonder- 
ing, will win? 

Germany /Europe is Thurow's first 
pick, based on scarey figures. 1 January, 
1993 will see an integrated European Com- 
munity of 380 million, already the world's 
juiciest market. Add central and eastern 
Europe and the EC can grow into an inte- 
grated economy of 850 to 900 million — 
^by far the world's biggest." Most of these 
hot prospects are technically educated, dili- 








gent and eager to get rich. Marry the high 
science of the old Soviet Union (read nu- 
clear knowhow) to German capital and 
productivity and we could, says Thurow, 
see the mother of all superpowers, perhaps 
sooner than we really want to. 

Here we can instantly recognise a famil- 
iar old bogeyman, the dreaded Heartland 
of the World Island, advanced soon after 
World War I by Brigadier Prof. Karl 
Haushofer, formerly of the German Gen- 
eral Staff and the faculty of geopolitics, Uni- 
versity of Munich. Haushofer saw the key 
to world power in dominating its biggest 
land mass, Europe/ Asia / Africa. He pro- 
posed a three-stage takeover: first the (then) 
Soviet Union, plus Europe; next the Inner 
Crescent — India, China and North Africa, 
plus the offshore islands of Japan and pos- 
sibly Britain; and a final settling of ac- 
counts with the Outer or Insular Crescent 
— North and South America, Australia, 
southern Africa and all the ships at sea. 

The advantages claimed for Hausho- 
fer's plan are close to those listed for the 
Greater EC by Thurow. Stage One, the Ger- 
man/Russian heartland, would provide 
heavy industry, abundant raw materials 
and energy and all the soldiers any 
Generalfeldmarschall could use up — and 
one need not get one's boots wet. Stage 
Two would also call for no sea power, ex- 
cept for short channel leaps. Only Stage 
Three would require a show-down with 
salt-soaked anglophones who should, by 
then, know when they are beaten. 
Haushofer hoped to get to Stage Two on a 
voluntary basis. Hence the Munich geo- 
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politicians rolling out the barrel for the 
Nazi-Soviet Pact of 1939 — only to bung it 
up again when their boss thoughtlessly in- 
vaded the Soviet lobe of the Heartland in 
1941. 

Thurow reminds us that Mrs Margaret 
Thatcher lost her job by fretting over just 
such an apocalypse, and behind his econo- 
mist’s mask of statistics he plainly sympa- 
thises. Recent news that France and Ger- 
many plan a 35,000-strong “Eurocorps,” 
the first such mixed undertaking since the 
Waffen SS Division “Charlemagne,” will 
further alarm those inclined to nightmares. 
Indeed, Thurow is one of the first Ameri- 
cans to register a marked shift in attitude 
towards the EC. Naively thought a good 
thing because it was anti-Soviet, it is finally 
dawning over there that Europe's thicket 
of tariffs, quotas and subsidies has all along 
been a massive violation of the Gatt spirit 
of fair shares for everyone — and you see 
even fewer American cars in Munich, come 
to think of it, than in Tokyo or Tashkent. 

Clearly, even at first glance, the new 
Heartland is going to have troubles of its 
own for quite a while. Thurow is on better- 
trodden ground when he turns to the more 
usual suspect, Japan. Predictably, the 
gang’s all here: the omnicompetent wiz- 
ards at the Ministry of International Trade 
and Industry (Miti) coordinate massed as- 
saults on the outside world, especially 
America, by what Thurow calls “economic 
wolf packs” of interlinked Japanese com- 
panies, banks and bureaucrats, who dump, 
copy and undercut until their foreign com- 
petitors, still bravely waving the icon of St 
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Adam Smith, crash one by one into Section 
9 of the Bankruptcy Act. 

Not only, Thurow observes, are the 
Japanese directing their best efforts to- 
wards production rather than consump- 
tion, toiling on their days off and asking no 
pay for overtime. Behind them stands a ter- 
rifying army of robots — 175,000 vs 37,000 
in the US — ready to work for nothing at 
all, beyond an affectionate push on the but- 
ton and the occasional squirt from a 
friendly oil can. On why the human Japan- 
ese put up with all this Thurow is not es- 
pecially profound, though he does avoid 
the fashionable headless-monster theory of 
Japanese society, and concedes that most 
people, even Americans, prefer a secure job 
with cooperative colleagues and a consid- 
erate boss to the excitement of the sack and 
regular trips to the labour exchange. 

The Japanese, he suggests, are only 
working with human nature in a very un- 
derstandable cause: they seek to carve out 
world market shares of manufactures to 
replace the empire they lost in 1945, and 
thus attempt to solve the perpetual Japan- 
ese problem of feeding nearly 120 million 
on the picturesque rock garden they call 
home. They may be overdoing it, of course, 
but people tend to, after defeat, despair and 
a close call with mass starvation. 

Only when he turns to the third con- 
tender for world economic mastery, his 
own US, does Thurow bring out the statis- 
tical whip. Short-sighted self-interest, an 
inordinate longing for personal wealth 
(oddly enough, how the dictionary defines 
“greed”) hobbles English speakers in the 
coming global struggle, he charges. 

Correctly identifying Thatcher as an 
admirer of New World business practices, 
Thurow names the guilty parties: “The 
Anglo-Saxon shareholder wealth-maximi- 
sation view of the firm explicitly denies the 
legitimacy of the [company-wide] group. 
Only individual capitalists count. All other 
humans are simply rented factors of pro- 
duction. Can anyone imagine a general 
going into battle making similar announce- 
ments to the troops? Long ago, nations 
learned that soldiers who believed in what 
they were fighting for almost always beat 
soldiers who were simply paid to fight. 
Why should the motivations of economic 
combat be different?” 

As only yesterday we used to find in 
Marxism Today, Thurow deploys chilling 
figures: Americans save 4.6% of disposable 
income, Japanese 15.7%. Thrifty Germans 
save 62% more than Americans, Japanese 
100% more. In the late 1980s Japan invested 
35.6% of GNP, the US 17%, much of that in 
fancy housing, so the real “investment 
gap” is three-to-one. American children 
study 180 days a year, Germans 220, Japan- 
ese 240, Koreans 250. America’s top bosses 
allot themselves 119 times the pay of the 
ordinary worker, Japanese at most 18 
times. Productivity of American blue-col- 
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lar workers (the guys and gals who actu- 
ally make something) grew 28% in the dec- 
ade 1980-90, while hourly pay shrank 12% 
in real terms, weekly earnings 18%. 
What's more, says Thurow, the gap be- 
tween privately educated US chiefs and 
public school Indians is widening. The de- 
cline of US public education (29% drop out 
of high school, vs 6% in Japan and 9% in 
Germany) must drive wages down still fur- 
ther: “Since products can be built any- 
where, the unskilled who live in rich socie- 
ties must work for the wages of the equally 
unskilled who live in poor societies. If they 
won't work for such wages, unskilled jobs 
simply move to poor countries. Quite sim- 
ply, supply and demand require it." 
Which, as Thurow might add, goes far to 
explain recent events in Los Angeles. 
Meanwhile, America's privileged grow 
ever more so. At the end of the 1980s "the 
top 20% of the American population had 
the largest share of total income and the 
bottom 60% the lowest share . . . ever re- 
corded." What do these fattening, college- 
educated cats do? Some follow "zero-sum 





In the days when 'What we say goes.' 


activities, such as the legal ("let's-all-sue- 
each-other") profession." Others earn huge 
salaries, but as managers they are strassen 
behind Germans and Japanese. Many are 
in service industries, but this broad classifi- 
cation, according to Thurow, covers such 
intermittent job opportunities as Desert 
Storm: “What the rest of the world paid 
the United States for fighting the war — 
almost 60 billion dollars — showed up as 
the export of a service — waging war — 
and caused a temporary improvement in 
America's current account." If this income 
becomes permanent, he suggests, we are 
all in trouble. 

Thurow argues passionately that the US 
grows weaker while rivals grow stronger, 
and that military strength ultimately de- 
pends on economics. It is true that the col- 
lapse of the Soviet Union has left Germany 
at least potentially the greatest power on 
the Euro-Asian mainland. No one, espe- 
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cially no German, knows what to make of 
this, but it is too early, perhaps, to start 
organising a new D-Day. The Japanese 
have already refunded billions of their 
trade winnings by unwisely investing in 
museum-piece New York landmarks, Hol- 
lywood turkey factories and West Coast 
real estate, all rapidly shrivelling in market 
value. Neither country has a dazzling 
record for winning friends and organising 
successful coalitions. 

Thurow, however, is not interested in 
the motives or mechanisms of this formi- 
dable, and in the past formidably mis- 
guided pair — he fails to note, for instance, 
the coincidence that they were partners in 
the world-defying Axis. He needs only to 
convince US readers that the nation is in 
peril, and that he has a plan to save the 
day. For his purpose, Germans and Japan- 
ese make as convincing Goths as any. 

Thurow's defence strategy is another 
old friend, industrial policy. He has little 
evidence that Germany has ever had much 
of one — Nazi Germany, for instance, 
notably failed to get its military production 
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priorities right. But it's no secret that Miti 
nudged post-war Japan in the direction of 
consumer electronics, machine tools and 
cars, and so far these items have landed 
the wily islanders in the money. Thurow 
wants something similar for the great but 
imperilled republic, presumably with ex- 
port winners discretely backed by USA 
Inc., and losers coaxed into dignified and, 
if possible, politically harmless retirement. 
Not very American, perhaps, but it was 
the economic Goths who started it: "The 
United States should announce that it will 
duplicate any policies put in place in the 
rest of the world. Foreign industrial poli- 
cies in wealthy countries will be matched 
dollar for dollar . . . If they want to play 
hardball, we'll play hardball." (Actually, 
they seem to prefer playing Go.) 

In an unguarded moment Thurow con- 
cedes that the US already has a time-hon- 
oured industrial policy — propping up los- 
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ers in dying, vote-intensive industries like 


textiles, steel and automobiles with all 
manner of tariffs, deals and “gentleman's 
agreements,” many cut with arm-twisted 
Goths. A real US industrial policy would 
mean the reverse — weak industries will 
have to be liquidated, as Japanese 
coal-mining was unsentimentally wiped 
out in the 1950s, with the inevitable con- 
comitant of riots, strikes and lock-outs. To 
them that have, as one clerical source puts 
it, shall be given, while from them that 
have not shall be taken away, yea, even the 


_ little that they have. Sorry, but that's what 


we call industrial policy, Mac. 
Can this really fly in the US? When they 
feel their lifestyle threatened, Americans 


- have shown themselves as ready for hard 


work and sacrifice as anyone — it was, af- 


- ter all, Roosevelt's War Production Admin- 
- istration, the toughest industrial policy of 
- them all, that outproduced the same Axis 


partners in a previous contest. But Ameri- 
cans believe they have just achieved a vic- 


- tory nearly as great; two, in fact if we in- 
- clude the desert dust-up. So where's the 
crisis? The US Navy rules the seas, the 
_ UN finally has its mind right, the peoples 


-— 


of the world, even the haughty Chinese, 


- have supposedly taken up the same un- 


ted market economics that made the 


US what it is. As George Bush said after 


"Pe * 


Desert Storm, "What we say goes." 


Thurow's statistics are indeed disturb- 


- ing, but his book is unlikely to win many 
- converts to the idea of subsidising rich, suc- 


cessful American companies and regions 


and reducing the rest to Third-World liv- 


rr *. 


. ing 


* 


standards. Any practising politician 


- would warn that deliberately fostering fur- 
ther inequality in a community already 
_ dangerously divided and getting more so, 


would be to risk another Los Angeles, if 
not something worse. If the US is going to 


-. be the new Japan, the method will have to 


be wage controls, price controls, labour 
direction, capital rationing — a siege 


- economy. These measures have been pos- 


sible in Japan because of a strong sense of 


. all being in the same boat, and a clear na- 


tional purpose that, after 1945, no Japanese 


has seriously questioned. 
The American national purpose, the 


—. Constitution sonorously says, is "to secure 


the Blessings of Liberty to ourselves and 


our Posterity." Nothing about being eco- 
nomic top dog, or dominating the world's 
stock exchanges. To do whatever we like 


= with our capital, adds Adam Smith, is 


"among the most sacred rights of man- 
kind." These attractive principles have 
brought the republic to heights of power 


never achieved by Ming China or Imperial 


Rome — both of which slid into comfort- 
able slow-motion decay, while well- 
intentioned people never stopped warning 
that the Goths were at the gates. As Scarlett 
said: We'll worry about them tomorrow, 
Rhett baby. m Murray Sayle 
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Young men gone East 


In Search of Conrad by Gavin Young. 
Hutchinson, London. £14.50 (US$26.50). 
The Duke of Puddle Dock: In the Footsteps 
of Stamford Raffles by Nigel Barley. Viking, 
London. £16.99 (US$31). 

Malaysia: Heart of Southeast Asia. 
Archipelago Press, Singapore. M$135 
(LIS$53.60). 


Near a bank of the Berau, à 
river in Borneo, Gavin 
Young comes upon the epi- 
taphs of two Eurasian in- 
fants. Inscribed in Dutch, 
they mark the graves of two 
sons born to Charles Olmeijer, the trader 
who was to become Almayer in Joseph 
Conrad's Almayer's Folly. "We mourn their 
deaths," the sad words 
say, "we who remain be- 
hind, lost and lonely . . . 
inconsolable . . ." How 
redolent they are of the 
pathos of lives wasted in 
forgotten imperial out- 
posts in the last days of 
empire. 

"They died of cholera, I 
expect," Young tells his in- 
terpreter, a native of the 
area, “or typhoid or ma- 
laria or worms. There 
wasn't much medicine in 
those days. No air-condi- 
tioning, only a few fans 
and not much ice. And 
mosquitoes, dirt, heat." 

The interpreter has never heard of 
Olmeijer or Joseph Conrad. Nor have the 
other locals Young meets in Borneo, Singa- 
pore or Thailand — the world of "the East- 
ern Seas from which," Conrad has written, 
“I have carried away into my writing life 
the greatest number of suggestions." Yet 
Young says in the introduction to his book 
that "Conrad himself, more than anyone, 
has changed the region, 
tinging it with romance for 
ever. The East will never 
be the same since he wrote 
about it...” Young should 
have added that this was 
so only for Englishmen of 
a certain class: one doubts 
if Conrad means much to 
those who have never 
stirred sherry into their 
mulligatawny soup. 

One consequence of 
imperialism is that much 
writing of the last 150 
years by British authors 
has had exotic settings. Ex- 
otic means an "abroad" 
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not necessarily alluring or glamorous. In- 
deed it could mean “mosquitoes, dirt, 
heat." Yet these discomforts imply adven- 
ture and romance in a way which aircon- 
ditioning never could. Otherwise, fewer 
practitioners of "travel literature," the 
vogue for which shows no signs of abating 
in the rich parts of the world, would have 
headed so unswervingly for the poor. 

Part of the formula that makes up a 
travel book is the disjunction from the fa- 
miliar, which usually translates into the 
writer's escape into the faraway and the 
exotic. The trouble today is that the exotic's 
frontiers have been sharply contracted, 
with more and more of the world's poorer 
places failing in their duty to be different 
from the Western industrial setting. 

Tibet can still bear the 
weight of the travel book's 
escape motive, but can 
Singapore? Hilton Hotels 
and McDonald's, wel- 
comed by the package 
tourists who want to go 
East without leaving Main 
Street, have little fascina- 
tion for the writer or 
reader of travel literature. 
Indeed there are fewer 
and fewer places — as op- 
posed to pseudo-places — 
in need of discovery by 
today's travellers and 
travel writers. (Sumatra 
and Kota Baru are places, 
Bali and Phuket are 
pseudo-places.) 

And even if there were, it is increas- 
ingly hard to find a destination that has 
not already been "done." No sooner was 
the travel embargo lifted on China, for ex- 
ample, than two of the best-known practi- 
tioners of the genre, Paul Theroux and 
Colin Thubron, published their travel ac- 
counts of it. And of the places left still un- 
charted, many disqualify 
themselves by their un- 
saleability to a London or 
New York publisher. 

Mere traveller's tales 
are not enough to make a 
book saleable these days. 
FOOTSTEPS A travel book has to be 

OF more than a collage of 
chance encounters with 
bits of history, anthropo- 
logy and discovery 
thrown in, more than an 
account with the episodic 
structure of a journey as 
its skeleton and a cast of 
walk-on characters as its 
flesh. It has to offer the 
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reader travel and something else: 
if not a stunt (crossing a country 
by bicycle) or an interior voyage (a 
personal quest), then a Big Idea 
(Islam, in a book by V. S. Naipaul) 
or some other unifying principle. 
In Young's case, that something 
else is literary pilgrimage and de- 
tection. In Nigel Barley's book, it is 
biography. 

Conrad's Eastern world, with 
its hub in Singapore, overlaps that 
of Thomas Stamford Raffles, the 
founder of Singapore. So are the 
two books similar? Not really. 
They take us to the same places, 
yes, but there the similarities end. 

For a start, Young's is far supe- 
rior. It is tremendously engaging, 
and its paradoxical charm is that 
in a sense it ends up not finding 
Conrad. Conrad's Eastern world 
was a setting for doomed struggle 
and death. But wherever Young 
goes, from Singapore to Bangkok, 
from the east coast of Borneo to 
Celebes, he comes upon not 
Conradian darkness but lively 
good humour and cause for opti- 
mism. Naipaul has said that in 
delving into "the half-made socie- 
ties that seemed doomed to remain 
half-made,” he found Conrad to 
have been everywhere before him. With his 
ready sympathy, Young conjures up a 
world that is anything but gloomy. 

In another sense, too, Conrad eludes 
him. Far from being "the unchanging back- 
drop" mentioned in the blurb, the East 
doesn't come less unchanging than in 
Bangkok, say, or Singapore. Look for a col- 
onnaded facade and you will find a glass- 
fronted slab. Of a building in Singapore 
that used to house Emmerson's Tiffin, Bil- 
liard and Reading Rooms in Conrad's day, 
Young reports, not one brick or beam re- 
mains. 

But his book is only partly in the in-the- 
footsteps-of-Marco-Polo format. He sails to 
Muntok, on the island of Bangka, to show 
us Conard’s first Eastern landfall; he gets 
to know the sea-roving Bugis of south 
Celebes because Conrad had made their 
acquaintance. But he moves way beyond 
the “here, is where . . .” mode of the foot- 
steps genre to unreel scenes and stories of 
his own around Conrad's raw material. 

An academic might point out that 
Young is helped in this exercise by the 
groundwork laid by Norman Sherry, the 
scholar who, among other feats of literary 
detection, identified the mariner Augustine 
Podmore Williams as the chief prototype 
of Lord Jim and named Singapore's 
Bidadari Cemetery as the spot where he 
was buried. That is so; but one still wants 
to know what a place or a moment feels 
like, how it may make one feel, and that is 
what Young tells you. 
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Pumping petrol in her traditional baju kurong. 


Why he undertook the exercise in the 
first place is explained in the Prelude. At 
evening prayers at Rugby School, when 
Young was 15 years old, the headmaster 
read an extract from Conrad's Youth as an 
inspirational text. Young says he took in 
the message of the story "in full strength" 
— a story "that said in so many words, 
Catch life on the wing — but hurry!" Later, 
he would carry a Conrad novel about with 
him as a reminder that he was right to pur- 
sue a life as a war correspondent. Finding 
himself in the settings for his novels, he 
began to "see" in his mind's eye the world 
in which, more than 100 years ago, Conrad 
and his characters moved. 

Why Nigel Barley followed the tracks 
of Stamford Raffles is far less clear. His 
book starts with a conversation he has with 
a Javanese noodle vendor 
in Bogor. The latter had 
been taught to see Raffles 
as a thief who sold off 
government land and en- 
slaved Javanese people. 
This leads Barley to write, 
with unintended comic 
effect: "The ghost of Raf- 
fles had come between 
us, abruptly chilling the 
noodles, filming them 
with fat." Was it true that 
Raffles was a slaver, an 
embezzler, he wonders. "1 
did not know,” he writes. 
"| knew nothing about 
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Raffles. But my curiosity was 
smouldering. | would look him up 
as soon as I got back to London — 
well, some day." 

A dozen pages on, Barley has 
forgotten that he is supposed to 
know nothing about Raffles and 
tells us that he was taught at school 
to see Raffles as “a benefactor of 
humanity through empire.” A dis- 
criminating reader will know what 
to do with his book after that, but 
a reviewer's duty is to soldier 
grimly on, trying not to feel too in- 
credulous when the author says, 
after contemplating Raffles’s statue 
in Westminster Abbey: “In that in- 
stant, I knew what I would do. Per- 
haps there was still one way to put 
myself in his skin. 1 would go to 
the places that were important to 
him, the places that he had in- 
vented or transformed.” 

Another thing the reviewer tries 
not to mind too much is the exces- 
sive use of other people’s words, 
to remove which would shorten 
the book by at least 50 pages. One 
wonders if that is perhaps the 
point of the excerpts — to save 
Barley from having to write those 
pages himself. One minds all the 
more because earlier in the book 
he denigrates the literature from which he 
so copiously quotes; indeed, he makes out 
that it was the need "to side-step the short- 
comings" of the writing on Raffles "by 
some sort of direct, personal experience" 
that inspired his journey. 

But you begin to have some sympathy 
for Barley when the quotes on Raffles be- 
come interspersed with those on the former 
Indonesian president Sukarno. You realise 
he has a problem. The traces of Raffles he 
has set out to look for "in the stones and 
the memories of the East" are a series of 
loose ends and, in themselves, not all that 
enthralling. (Indeed there is probably more 
of Raffles in England, in the British Muse- 
um's Raffles Collection, for instance, which 
sums up the naturalist, ethnographer, his- 
torian, taxonomist and art collector in him.) 
If Barley had tracked 
nothing but Raffles's foot- 
steps, his book would be 
half its length. 

But instead of settling 
tor a thin book, he brings 
Sukarno into it. To read 
of Raffles, he contends, is 
to read of Sukarno. This 
Is certainly true for his 
reader, who keeps discov- 
ering that the end of a 
passage about Raffles is 
the beginning of one 
about Sukarno In 
Bengkulu, Barley goes to 
Sukarno's house and 
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notes that the objects it contains are “ex- 
actly the sort of thing we miss for Raffles.” 
This should be a problem but isn’t, and 
Barley goes on to describe Sukarno's pho- 
tographs, books, and his wife's clothes for 
us, in an extension of the idea, presum- 
ably, that to read of Sukarno is to read of 
Raffles. Sukarno's bicycle is not there; but 
never mind, one stands in front of the 
house and that is enough to provide a lead- 
in to a long excerpt about how Sukarno 
saved up to buy his. 

A search for Raffles is in a way a search 
for Britishness. Singapore's history of free 
trade, for instance, memorialises the Adam 
Smith liberal in Raffles. Raffles himself well 
appreciated the intangible effects of em- 
pire: it is "the spirit of literature and phi- 
lanthropy," he writes, "that has made Brit- 
ain go forth among nations . . . to dispense 
blessings to all around her. If the time shall 
come when her empire shall have passed 
away, these monuments of her virtue shall 
endure when her triumphs shall have be- 
come an empty name.’ 

Barley has some pointed things to say 
about the ^monuments" which survive the 
passing of empire. Did Raffles, he wonders, 
foreshadow Lee Kuan Yew and pass on to 
him "the sputtering torch of rationality?" 
Offered a choice of Tourist or Raffles Class 
by Singapore Airlines, and told that Raffles 
means Business, he says, wonderfully to 
the point: “Yes, I suppose it does." One 
colonial legacy he does not find, though, is 
the bitterness of attitude which an African 
radical evinces when he blames colonial- 
ism for all his country's troubles. This may 
be because, in Indonesia and Malaysia at 
least, it is simpler to blame the Chinese. 

As a British empire-builder, Raffles took 
not only his tax and legal reforms but also 
his ethnographic and botanical researches 
seriously. Knowledge weighs with him, 
and Barley duly stresses his enormous ap- 
petite for study. Rafflesia arnoldii, the plant 
he discovered in Sumatra in 1818, bears 
witness to his passion for botany. 

The world's biggest flower, Rafflesia 
grows on Sabah's Mount Kinabalu. Paul 
Wachtel writes about it and other flora in 
the picture book Malaysia: Heart of South- 
east Asia. In the same volume, Gavin Young 
goes looking not for Conrad but for the 
soul of the country. En route, he draws 
enticing, leisurely thumb-nail sketches of 
Kuala Lumpur, Alor Star, Ipoh, Malacca, 
Kuching and Kota Kinabalu. Not all the 
images of this picture book show the 46 
photographers at their best, but taken as a 
whole they are more than creditable. His- 
tory is not forgotten, and there are many 
old portraits of Malaya. 

Both the photography and the text are 
all that can be wished for in a coffee- 
table book. But though it evokes a place, 
Malaysia is no travel book: it leaves us with 
our eyes gratified but none the wiser. 

B Lynn Pan 
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Tuva or Bust: Richard Feynman' S Last 
Journey by Ralph Leighton. Norton, New 
York. US$19. 95. 


It is said that in 1902 an 
Englishman named Proctor, 
seized with an obsessive 
fascination for geography 
and equipped with a size- 
able sum of money, dream- 
ed up a plan to visit and plant commemo- 
rative obelisks at the precise centres of each 
of the six continents. Whether Mr Proctor 
found his way to Brazil's Rondondia Pro- 
vince, or to the swamps on the right bank 
of Zaire’s Ubangi River, is not known (he 
left no book or diary). It is, however, ru- 
moured that there is a strange obelisk near 
the town of Rugby, North Dakota. There is 
the South Pole. And there is, without any 
doubt at all, a fine construction of granite 
and marble on the banks of the Yenisei 
River in what the Russians currently call 
the Tuvinskaya Autonomous Soviet Re- 
public. 

The obelisk does not cite the name of 
Mr Proctor; but an elderly local farmer 
vaguely remembers a man with such a 
name visiting his property some 80 years 
ago, and local lore suggests this was in- 








To the antipodes 


Sydney by Jan Morris. Viking, London 
£16.99 (US$30.85). 


These days Jan Morris 
does not like being called 
a travel writer, preferring 
her latest work to be seen 
as an “evocation” of Syd- 


ney. 
ion may sound slightly 





The descripti 
arch but the book itself is a delight. In- 
deed, Morris is such a seductive writer 


that she often makes Sydney a more in- 
teresting place to read about than to live 
in. 


It is easy to forget amid its present- 
day sheen that Sydney was founded in 


such relish by Morris is hard to reconcile 
with the Sydney which became such a 
sedate outpost of Empire for most of this 
century. Established as a penal colony, 
Sydney was soon enlivened by a poly- 
glot crew of traders, business crooks, 
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deed the Englishman who was responsible 
for the memorial. What he built looks a 
little like Cleopatra's needle, 30 feet tall; 
there is a globe underneath, and in Eng- 
lish, Russian and Tuvan, the words “The 
Centre of Asia” are inscribed in gold. 

Since last autumn this obelisk has been 
dignified with a black triangle of shiny 
Californian marble bearing the image of a 
Caucasian face and the inscription “Rich- 
ard Feynman, 1918-1988. His attempts to 
reach this spot in the land of his dreams 
inspired others to set foot here.” 

Richard Feynman won the Nobel prize 
for physics in 1965. He was also a serious 
student of drumming (and a very good 
jazz drummer besides), a linguist, story- 
teller, amateur safecracker, gambler and 
painter. He wrote books — difficult trea- 
tises on the arcana of physics, and best- 
selling paperbacks on the pleasure of ideas. 
According to this amusing and rewarding 
book written by his old student and drum- 
ming partner, Ralph Leighton, it was after 
dinner one evening in 1977 that Feynman 
asked his family a question that was to 
spawn a series of remarkable journeys. 
Whatever happened, he asked, to Tannu 
Tuva? 

Only philatelists seemed to know any- 


wanderers, eccentrics and scholars. A 
West Indian Creole established its first 
newspaper; another black man of inde- 
terminate origin, Billy Blue, initiated a 
ferry service; a Russian started a marine 
biology station; a Chinese began a fish 
salting works; and so on. 


The story she tells here is not solely 
one of boisterous progress; p the 
account of her evolving ion of 
^e Aborigines, "so bludgeoned by des- 
y" 

The local columnist, Leo Schofield, has 


commented that when it comes to mod- 
ern Sydney's four million inhabitants, 
Morris is possibly a little dazzled by the 
cavortings of the nouveau riche of the late 
1980s. “Alls was not really, as she 
claimed, agog at the sale of a mansion 
once occupied by a much married society 
matron. 


Morris is overly about the 
environmental damage caused by the 
relentless sprawl of a city already 
poorly served by public transport and 
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thing about the place. During the 1930s this 
tiny but notionally independent country 
issued stamps with great vigour: triangu- 
lar and diamond-shaped, denominated in 
a currency called tugs, and showing stir- 
ring scenes of bowmen and wrestlers, and 
of two-humped camels racing steam rail- 
way engines.. 

Gazetteers produced a more adequate 
answer. The upper reaches of the Yenisei 
River in Siberia pour through a series of 
valleys to the north of Mongolia. These 
valleys are inhabited by the Tuvans, a 
Turkic people, practitioners of lama Bud- 
dhism, with a reputation for displaying 
spirited defiance towards whichever impe- 
rial power attempts to subdue them. In the 
last century they were ruled by the 
Manchus; after the break-up of that empire 
they were briefly subsumed into Revolu- 
tionary Russia; and in 1921 they suddenly 
and formally declared their independence 
from all. 

The Republic of Tannu Tuva, with its 
capital in Kyzyl (where Mr Proctor’s 
monument stands today) was formally es- 
tablished on 14 August that year. A local 
Betsy Ross stitched together a flag. Pass- 
ports were issued (in Tuvan and French), 
ambassadors were invited (and came, from 
Peking and Moscow) and the printing 
presses began to churn out postage stamps. 

This splendid dream lasted little more 
than 20 years. Stalin was in power, and 
when his brutish Eastern puppet, Choibal- 


unwilling to make the 
sort of civic investment 
needed to stop raw sew- 
age washing up on Bondi, 
its most famous beach. 
But she has captured well 
the “unassailable satisfac- 
tion” normally ambiva- 
lent Sydneysiders have 
about a harbour much of 
whose beauty is squan- 
dered on a Central Busi- 
ness District which is 
cramped and inward 


She is also well at- 
tuned to the coastal city’s 
changing international 
orientation as the old de- 
pendence on Britain, and more recently 
the US, is slowly being shucked off as 
attitudes adjust to trade realities. 

“Some le claim to find Sy 
Kiherltanised- she says. "I find no su 
of cultural annexation, though. It is not 
the impact of America that impresses me 
every time I return to Sydney, but the 
ever ing impact of Asia. Sometimes 
[Sydneysiders] seem unnerved by the 
cleverness and diligence of their new 
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san, had brought Mongo- 
lia to heel, it was time to 
do the same to Tannu 
Tuva. In 1944 the country 
was annexed — with the 
“delighted agreement” of 
the Tuvans, as the official 
history has it — and re- 
named the Tuvinskaya 
ASSR, which it has been 
ever since — except that 
the second S, for Socialist, 
was dropped this year. 

Of the 310,000 inhabit- 
ants today, nearly 40% are 
ethnic Russians — all of 
them cordially disliked by 
their Tuvan subjects, who 
make up an ethnically, 
culturally and linguistically distinct major- 
ity. The view in Kyzyl these days is that 
since the three Baltic states have their inde- 
pendence back, Tuva should also have 
hers. But they are a realistic people: lacking 
a champion and a constituency, they rec- 
ognised long ago that an obscure place like 
Tuva is unlikely to win the kind of world- 
wide appeal that will make Moscow sit up 
and take notice. 

Ralph Leighton's book is essentially 
about Feynman's brave attempt to become 
that champion and create that constitu- 
ency. Ever since his early readings about 
the fate of Tannu Tuva, where the people 
were great horsemen, drinkers and musi- 


Asian fellow citizens, 
but they ap- 
pear to look fa- 
talistically into a world 
very different from the 
comfortable construc- 
tions of the lost Em- 


Unfortunately, Mor- 
ris has fallen for the 
increasingly outdated 
notion that Sydney- 
siders are indefatigable 
gamblers who pack into 
licensed clubs to play 
row after row of poker 
(slot) machines. 

More irritatingly, 
she embraces the "tall 
poppy" myth in which the envy-ridden 
Sydneysiders are supposed to enjoy 
cutting down those who succeed. This is 
a view much encouraged by corporate 
criminals as they are off to 
jail, and by failed politicians remon- 
strating against an unappreciative elector- 
ate. 


A more persuasive case for the Syd- 


ney psyche has been made by the English 


cricket writer, Peter Roebuck who, after 
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clans able to perform 
“throat singing” by mak- 
ing two notes emerge 
simultaneously, Feynman 
became obsessed with 
1 visiting Tuva and the 
© "world's only capital 
spelled without a vowel," 
with standing beside the 
Centre of Asia monument, 
and with doing some 
good for the place and its 
inhabitants. 

He went to enormous 
lengths to win permission 
to go. He taught himself 
Tuvan, and wrote to every 
man of influence along the 
Yenisei river valley. He 
pulled every string he had and as à 
Nobel laureate he had many — in Mos- 
cow, and bought the California license 
plate “KYZYL” for his car. But the Russian 
authorities always said no, repeating the 
mantra that Tuva was “not on the list" of 
approved destinations for foreigners. 

And then, on 19 February 1988, as part 
of the revolutionary spirit of glasnost, they 
suddenly relented. An official invitation 
was sent from Moscow, welcoming 
Feynman and his family to Tuva “to get 
acquainted with the sightseeings.” What 
the Kremlin writer did not know was that 
four days previously, the professor, racked 
by cancer, had died. — m Simon Winchester 
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spending many summers in Sydney, 
observed. that he has 

tered a people so eager to fawn upon 
success, Anyone familiar with the adula- 


never encoun- 
trappings of 
the nation's business journal- 


tory prose 
ists lavished on the ill-deserving entrepre- 
neurs of the 1980s would be hard pressed 


disagree. 
No book on Sydney would be com- 


plete without a reference to corruption. 
Morris quotes from a marvellous invoice 
sent by a private detective to an insur- 
ance company in 1990: "To attend to your 
attorney's instruction to conduct certain 
inquires in this matter, including the cor- 
ruption of several members of the Police 
Force and obtaining 
the man's criminal 
them for long periods, and reporting as 
attached." 


touts relating to 
, drinking with 


Those familiar with Morris's earlier 


works on cities such as Venice, Oxford 
and Hongkong will not be disappointed 
by Sydney and its deft assessment of the 
subject as "not the best of the cities the 
British 
tiful either, but the most hyperbolic, the 
youngest in heart, the shiniest." 


Empire created, nor the most beau- 


m Brian Toohey 
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Moons vs lonely planets 


Travel guidebooks are one 
of the fastest growing 
sectors of the Asian pub- 
lishing industry. Immune to 
coups, wars and counter- 
revolutionary insurrections, 
guidebook companies based around the 
Pacific Rim continue to churn out new 
books on fresh destinations and updated 
editions on well-beaten paths. 

Travel writing and journalism rarely 
mix. A good journalist works hard to track 
down the facts of a place and then tries, 
with equal vigour, to report those facts as 
accurately and objectively as possible — 
exposing both the good and the bad of a 
place with equal indifference. 

Standard travel writing, on the other 
hand, is virtually the antithesis of straight 
reporting. The writer's every sentence car- 
ries his personal perceptions and preju- 
dices. By the nature of their calling, travel 
writers try to persuade their readers as 
much as to inform them. 

Therein lies the danger: talented writers 
can use fine language to turn liabilities into 
apparent assets. And perhaps no- 
where in the world does this hap- 
pen more than in Asia, where tour- 
ism is big business (by the year 2000 
it is expected to replace agriculture 
as the region's largest employer). 

Everyone agrees that the most 
important factor in producing a 
good guidebook is a good writer. 
Yet few can settle on precisely what 
makes a good travel writer. Ideally, 
she should have the scepticism of a 
detective, and the accuracy of a court 
reporter, but the perception, sensi- 
tivity and imagination of a novelist. 
Most editors agree that talented 
travel writers are as rare as aard- 
varks, while most of what passes for 
travel writing today is outright rubbish. 

Ironically, the first real travel writers 
who reported on Asia are perhaps still the 
best. Many were female — hardy Victori- 
ans like Isabella Bird who journeyed 
through remote regions of Japan, Korea 
and Manchuria by barge and on mule- 
back, often with a parasol in one hand and 
a pistol in the other. 

The Asian guidebook boom began in 
the early 1970s with the arrival in Asia of 
the big hotel chains and jumbo jets. Ameri- 
cans, in particular, "discovered" Asia and 
US publishers such as Fodor's, Fielding's 
and Frommer tripped over themselves to 
grind out guidebooks for well-heeled 
tourists with more cash than curiosity. 
Most were (and still are) dreadfully boring, 
seemingly written by and for nitwits too 
frightened or too foolish to make their way 





Smile, please, in Bali. 


across a street let alone across the Pacific. 

At about this time two rebels broke onto 
the scene with a new format for guide- 
books. Australian Tony Wheeler published 
his now-celebrated guide Across Asia on the 
Cheap in 1972. The book became the 
backpackers’ bible for young international 
travellers and his company, Lonely Planet, 
grew into a multi-million dollar publishing 
house with over 80 guides to various desti- 
nations. 

The ink was barely dry on Wheeler's 
book when he met American Bill Dalton 
who was then publishing his first book, The 
Indonesia Handbook, a monumental effort 
that has been called the best guidebook 
ever written. Dalton went on to establish 
his own equally successful, Moon Publica- 
tions, with nearly 50 guidebooks published 
so far. 

Unlike the well-known US guides, 
Lonely Planet (LP) and Moon view their 
readers as having plenty of time, curiosity 
and courage, but limited cash. Both also 
assume that their readers have enough in- 
telligence to bring their passports to the 





airport. And Moon guides are wittily writ- 
ten and warmly personal; what's more, 
they present a vivid, often raw, vision of 
Asia without promotional overtones. They 
also touch on such topics as nightlife (read 
sex), drugs, official corruption and racism, 
none of which rated a mention in the bone- 
dry, air-brushed, dry-cleaned version of 
Asia as written up in the big US, guide- 
books. 

Today, 20 years on, both companies 
seem intent on covering the globe, and the 
editorial format for both is so similar that 
consumers can be forgiven for mixing the 
two up. Realising that their loyal, long- 
term readers now have thicker wallets but 
thinner backbones, both Moon and LP have 
wisely expanded to include such previ- 
ously sneered-at topics as "deluxe" hotels 
and rental cars. 
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Despite success, the old problem of 
finding good writers persists. Moon and LP 
make valiant attempts to maintain consist- 
ent editorial quality through their series; 
but the fact remains that some books are 
better than others, because some writers 
are better than others. For example, Moon's 
books on Indonesia, Japan and Hawaii are 
superb, while LP's guides to the Philip- 
pines, China and Hongkong are outstand- 
ing. Readers are advised to be loyal to a 
helpful writer, rather than blindly follow a 
series. 

Another criticism levelled at Moon and 
LP is that of excess detail: some of their 
writers seem more intent on impressing 
upon readers how much research they've 
done, instead of focusing on the best as- 
pects of a destination. Countless pages are 
wasted listing scores of remote villages, 
with tedious details on how to get there — 
and the writers themselves admit in print 
that there's nothing interesting there. Some 
authors don't realise that while they may 
have spent six months in a country, few 
readers will have more than a week or so. 
And, with one eye on the competition, edi- 
tors lack the courage to cut out such use- 
less material. 

This problem becomes more pro- 
nounced as publishers combine their coun- 
try books into regional guides — 
Moon's The Southeast Asia Handbook 
and Lonely Planet's Southeast Asia on 
a Shoestring. As their writers attempt 
to cover the most populous and 
rapidly changing region on earth, 
the books become physically thick 
enough to choke a horse. Worse still, 
with a two-year update being the 
minimum to make a guidebook 
useful, writers are forced to rely on 
previously published information 
on many remote but worthy desti- 
nations. Reason: there simply isn't 
time (or money) to check it out for 
themselves. 

A recent arrival on the scene is 
the Odyssey series, which combines 
pretty pictures and literary excerpts with 
generally elegant and entertaining writing. 
Though useful, they are not meant to be 
essential guides to a destination, but rather 
general introductions for armchair travel- 
lers. The famous APA Publications, found- 
ed by Hans Hoefer in Singapore, invented 
this concept in the 1970s and has been 
minting money ever since, despite the fact 
that much of the contents and most of the 
photographs are nearly 15 years old. 

As tourism in Asia booms and publish- 
ers get greedier, readers will find them- 
selves inundated with guidebooks. Con- 
sidering the small investment, the savvy 
fact fanatic would do well to purchase 
several guides to any particular place. 
Then, to be on the safe side, pick up one of 
Isabella Bird's captivating classics. 

m Steven Knipp 
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Tour the apocalypse, now 





The Vietnam Guidebook by Barbara Cohen. 
Houghton Mifflin, Boston. US$18.95 
Insight Guides: Vietnam. APA Publications, 
Singapore. US$20. 

Vietnam, Laos & Cambodia: a Travel 
Survival Kit by Daniel Robinson and Joe 
Cummings. Lonely Planet, Melbourne. 
US$15.95. 

Introduction to Vietnam by Jacques Népote 
and Xavier Guillaume. The Guidebook 
Company, Hongkong. HK$149. Passport 
Books, NTC, Lincolnwood, Illinois. 
LIS$15.95. 








Vietnam's emergence as the 
latest travel destination in 
Asia is amply demonstrated 
by the recent appearance of 
a spate of guidebooks. The 
country's open stance since 
1986 has attracted much interest from the 
business community, and as the number of 
international airlines servicing Hanoi and 
Ho Chi Minh City increases and the visa 
process becomes easier and more system- 
atic, travellers looking for new challenges 
are also flocking to discover Vietnam. 

Frequent visitors comment with won- 
der about the extent to which Vietnam in 
general and Hanoi in particular have 
changed in the last few years. The streets 
are bustling with stalls selling all sorts of 
goods, from French cheese to Singaporean 
jam to Scotch whisky. Never mind that the 
whisky is often fake, but locals boast that 
one can hardly tell fake from the real mer- 
chandise these days, unlike 
in the past. Streets around 
the Lake of the Returned 
Swords have been repaved 
and others are being wid- 
ened to accommodate the 
escalating number of mo- 
torcycles and cars. Every- 
where there are signs of 
construction, particularly 
on the way into town from 
the airport. 

Saigon, as Ho Chi Minh 
City is still called, is find- 
ing its feet once again as a 
thriving commercial hub. 
Saigonese visiting Hanoi 
complain bitterly about 
poor service in restaurants and hotels, but 
concede that things are improving. 
Hanoians on the other hand are weary of 
Saigon's on-the-edge lifestyle, commenting 
that it is growing even wilder than when 
Saigon was the capital of the American- 
backed Vietnamese Government. 

It is hard to dispute such opinions when 
there is a bar in Saigon called the Apoca- 
lypse Now. Saigon goods, however, are 
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flooding Hanoi markets. Shoes are one ex- 
ample of a locally made product that is 
fetching better prices than imports from 
China. 

This is a good time to visit the country 
as everyone seems to be 
poised for the moment 
when the US-imposed 
trade embargo will be 
lifted. Even if US business- 
men have yet to operate at 
full capacity in the coun- 
try, there are other signs 
of growing links. More 
and more overseas Viet- 
namese and war veterans 
from the US are returning, 
and three academic pro- 
grammes have been set up 
by American organisations 
and universities. Doctoral 
students in search of dis- 
sertation material are al- 
ready here, but now undergraduates with 
no prior language training can also come 
for a semester or a year. 

These constituencies of visitors make 
the publication of these guidebooks timely. 
Indeed, Vietnam offers so much: pristine 
beaches, cool mountains, traditional festi- 
vals in the north, the busy commercial life 
of the south, lovely remains of French colo- 
nial architecture and cuisine, Chinese-in- 
fluenced pagodas and palaces, and the 
mysterious Cham temples. 

The guidebooks are at their best in in- 
troducing these attractions, 
but, given that the many 
rules and regulations that 
pertain to both tourists and 
businessmen are still in the 
process of being systema- 
tised or remain at the whim 
of the person in charge, 
much of the practical in- 
formation has to be reas- 
sessed or confirmed. The 
visa process and how much 
visas cost is but one exam- 
ple. 

While Hanoi is generally 
believed to have more his- 
torical sites of interest for 
foreign visitors, there is a 
bias for the Western comforts and conven- 
iences of Saigon. This is no longer true. 
Travellers cheques and currency exchange 
are handled efficiently in Hanoi at the State 
Bank, and other services such as photo- 
copying, film developing, telex, fax and 
phones are readily available. 

Singapore-based APA Publications con- 
tinues its customary offering of superb 
photographs that are worth the price of 
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the book alone. The care with which Ir- 
sight Guides: Vietnam was prepared is ap- 
parent. 

Thanks to the contribution of two Viet- 
namese scholars, the historical section is 
excellent, with fascinating old photographs 
and drawings. But physically this guide is 
fit more for the coffee table than the 
backpack, and the section on practical in- 
formation is too brief. 

At the other extreme is 
the Lonely Planet guide to 
Vietnam, Laos and Cam- 
bodia. Its strength lies in 
the detailed information it 
offers about destinations 
that even the frequent visi- 
tor is unlikely to have 
heard of, various ways of 
getting around the coun- 
try, and the most obscure 
eating houses. The listing 
of hotels is extensive, and 
it is a bargain given the in- 
clusion of Laos and Cam- 
bodia all in one package. 

Barbara Cohen's guide 
provides walking tours 
around Hanoi, a general discussion of the 
country's culture and social customs in 
terms that are useful to the newly arrived, 
and some quick sketches of the political 
system and urban organisation. This is the 
only guidebook that touches on issues spe- 
cific to US war veterans and overseas 
Vietnamese returning home for the first 
time. 

Despite its excellent format, interesting 
articles interspersed throughout the text, 
and beautiful photographs, the English 
translation of Jacques Népote and Xavier 
Guillaume's French text in the Odyssey / 
Passport series displays a lack of careful 
editing. 

Air Vietnam takes off from “Phonm 
Pneh, Camboida, Ventiene and Laos." 
More upsetting, considering the book's 
mission, is the inconsistent spelling of Viet- 
namese words. Obviously no one with a 
working knowledge of Vietnamese saw the 
final text. 

Printing Vietnamese words without the 
diacritical marks that indicate the tones, 
and thus the meaning of the word, is sense- 
less, especially with phrases meant to be 
useful to travellers. Cohen's guide and the 
Lonely Planet offering are cognisant of this 
linguistic quirk, but not the APA Vietnam 
guide or the Odyssey translation. 

The ultimate faux pas in the latter: Ho 
Chi Minh is often written as Ho Chi Min, 
and in one instance, we learn that he is 
referred to affectionately by the Vietnam- 
ese as Uncle Ho, or Cau Ho. Anyone with 
a passing interest in Vietnam knows that 
the Vietnamese term for uncle used in 
reference to Ho Chi Minh is bac, not cau, a 
reverent term for an older person. 

m N. Kim 
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FORGET OLYMPIA & YORK and Danish blues, the big surprise for this 
— investor was the news that the tax haven of Jersey in the Channel 
- Islands was getting restive about its relationship with the British 
-. Government. Some of the 86,000 inhabitants of the island, it seems, 
. are unhappy about the meddling from London and want to make 
_ the two top administrative jobs into elective positions. 
. One of Jersey's attractions as a place to stash the cash is a 
stability founded upon the complete absence of party politics in 
. the self-governing crown dependency. The reports of pressure for 
| greater autonomy do not mean that the island is going socialist 
- tomorrow, but they serve as a reminder that tax havens are inhab- 
| ited by people, not just brass plates. 
. The Jersey lesson illustrates a second factor investors need to 
, account for in their weightings of risk and return, namely the 
. desire of citizens to run their own affairs. This point was writ 
- large when Danes voted by a 46,000 majority to reject the 
. Maastricht Treaty that calls for closer economic and political 
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The human factor 


union within the EC. In short, the burghers of Denmark have 
thrown a spanner in the European works, a move that has im- 
mense implications for investors. 

The treaty that was signed by the 12 heads of government in 
the EC in December ires the ratification of all members to 
come into effect. The decision by Denmark throws into doubt not 
only the endorsement process, but also the objectives the treaty 
was meant to achieve. These include working towards a common 
currency for the EC by 1999 and a convergence of the 12 national 
economies before then. 

As the Financial Times observed on 4 June, the investment im- 
plications of the Danish vote depend on whether the motivation 
behind the European Exchange Rate Mechanism is regarded as 
ideological or pragmatic. Do governments believe the currency 
mechanism is part of the march of history or a way of linking to 
the Deutschemark in order to keep inflation low? T. 

If it is the latter, then there will be no immediate breakdown in 


Latin American beat 


Equities excel — and have further to go 


By Anthony Rowley in Tokyo 


SIA EUPHORIA APPEARS until re- 

cently to have blinded many in- 

ternational investors — both in- 

stitutional and individual — to 
the merits of Latin American stockmarkets. 
Yet in both the short and the medium term, 
Latin markets have easily out-performed 
those in Asia. 

In 1991, for example, the Argentinian 
stockmarket produced a spectacular gain 
of 392% in US-dollar terms, while Colom- 
bia’s market rose 174% and Brazil's 
152%. Mexico and Chile were no 
slouches either, turning in gains of 
100% and 90% respectively. 

Only one emerging Asian mar- 
ket — Pakistan's — kept pace with 
Latin American flyers in 1991. It 
posted a 16095 gain, reflecting im- 
proved access for foreign investors. 
Manila was second, with a 60% rise. 
Jakarta, also touted as a new oppor- 
tunity, fell 40% and was one of the 
year's worst performers. 

Is Latin America just a flash in 
the pan? No, because in the past five 
years, Latin American markets 
tracked by the Washington-based 
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kets in the IFC's indices, as well as those in 
Japan and the West. 

Nor are the Latin American gains a re- 
flection of often volatile local currencies. It 
is true that the Brazilian stockmarket rose 
by 1,750% in cruzeiro terms during 1991, 
but even in US-dollar terms, the improve- 
ment was impressive. (All these figures are 
on what the IFC terms a "total returns" ba- 
sis. They include cash dividends and divi- 
dends implicit in rights issues.) 


Southern stars 
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Stockmarket performance over 5 years (1986-91) — 
% change in US$ on “total returns” basis 
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International Finance Corp. (IFC) IE Dio Ce aa 
have turned in consistently better bie os idda cda 


performances than the Asian mar- 
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Source: IFC 


It is interesting to compare these returns 
with those achieved by Latin America 
funds, such as those run by Latin Ameri- 
can Securities in London. According to its 
head, Audley Twiston Davies, units of the 
firm's Luxembourg-listed Argentinian In- 
vestment Co. gained 191% in 1991, while 
the Brazilian unit trust gained 97% and the 
Mexican fund 24%. 

Twiston Davies, like James Rogers of 
New York-based Rogers Holdings, is a vet- 

eran Latin American investor. Both 

$ had faith in the region well before it 

was discovered by investors at large, 

and their faith appears to have paid 
off. 

Returns are impressive, and most 
Latin markets have continued to 
perform well. So have various Asian 
markets, notably Hongkong and 
Manila, but the picture in other mar- 
kets around the region is one of con- 
solidation. 

International investors became 
euphoric about Asian stockmarkets 
in the late 1980s, when a wave of 
country funds launched from Lon- 
don and New York quickly rose to 
unsustainable premiums to net-as- 
set values of around 25%. They have 
since collapsed to discounts of 
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the mechanism, inflation in the EC will remain under pressure 
and bond yields there will continue falling. If it is the former, 
however, the effects of the “no” vote could be far more serious. 
Were France to reject the treaty in its referendum to be held soon, 
then the Exchange Rate Mechanism would be in serious jeopardy. 

Whatever happens, European bond markets are in for a bumpy 
ride over the next few weeks, at least. Less clear are the prospects 
for European equities. London, Frankfurt and Paris were all at 
their highs for at least the past year, just before the Danish vote. 
They fell immediately after, partly because of the drop in the 
bond market and partly on political uncertainty. If the signing of 
the Maastricht treaty becomes the high-water mark of European 
integration, then equities will not improve until there are consid- 
erably stronger signs of economic growth than are currently 
present. 

The US economy seems equally lacking in signs of life, with 
one set of encouraging indicators being succeeded by a lacklustre 
set. But at least Wall Street has a regional trade bloc to look to- 
wards, rather than away from. At the beginning of June, Mexican 
President Carlos Salinas said that talks on a North America Free 
Trade Agreement could be successfully concluded "in a matter of 
wee 

Some economists reckon that the agreement could expand 
trade between Mexico and the US by US$24 billion a year by 1995. 
The gains for recession-mired Canada are less obvious, but even if 
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the actual results for the three economies are, inevitably, less than 
the forecasts, an agreement is likely to prove a shot in the arm for 
the three countries' stockmarkets. w Nigel Holloway 


around 15%. 

Latin American stocks, however, started 
the period at a deep discount, which has 
since been reduced. It is in fact normal for 
closed-end or mutual funds, such as most 
of these are, to sell at a discount of 10-15% 
to the market value of underlying securi- 
ties. So, Latin funds are in touch with real- 
ity as are Asia funds now. 

Why have Latin stocks been doing so 
well? According to the IFC, which monitors 
a score of emerging markets around the 
world, the reasons are numerous. 

Many Latin American governments 
have introduced macro-economic reforms 
which have increased confidence among 
foreign direct and portfolio investors, as 
well as serving to stem the outflow of capi- 
tal — even to reverse it in some cases. 

Various leading Latin American coun- 
tries have meanwhile cut their fiscal defi- 
cits, reduced inflation, liberalised trade and 
investment flows, and privatised state en- 
terprises, often by selling equity through 
the local stockmarket. Among these coun- 
tries, too, Argentina, Brazil, Colombia and 
Peru took steps in 1991 to broaden access 
for foreign portfolio investors and to facili- 
tate repatriation of capital, a prerequisite of 
foreign investor confidence. 

While all this was happening, Latin 
American stocks were perceived by inves- 
tors to be relatively cheap, according to the 
IFC, though in terms of price-earnings mul- 
tiples, most of them have now caught up 
with principal Asian markets. 

At the end of 1991, multiples in Latin 
America — based on the IFC's own stock 
indices — ranged from a low 7.65 in the 
case of Brazil to a more demanding 39 in 
Argentina, with other markets somewhere 
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in between. The average of around 22.5 
was broadly similar to that for Asian mar- 
kets, excluding Japan. 

Nearly all Latin American markets saw 
trading volumes and values double during 
1991. At the same time, some corporations 
in the region tapped international capital 
markets. In sum, says the IFC, “1991 may 
well be remembered as the year Latin 
American companies returned to the inter- 
national capital markets and foreign inves- 
tors rediscovered the Americas.” 

There seems every reason to believe that 
Latin American markets will go on per- 
forming well during 1992 and beyond. Ex- 
pectations raised by the proposed North 
American Free Trade Agreement (Nafta) 
augur well for investment in Mexico, 
which will join the US and Canada in the 
trade zone. Other Latin American countries 
can expect to derive spin-off benefits. 
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Nor should investors overlook the fact 
that Japan is devoting much diplomatic 
and political attention to Latin America, 
notably Mexico, Chile and Peru. The rea- 
sons for this are partly economic: to ensure 
raw-material supplies and to take advan- 
tage of the benefits from Nafta. But Japan 
is also pursuing wider, strategic goals. 

None of this is to suggest that Asian 
emerging markets have had their day. But 
now that Latin America has won at least 
equal attention among investors, emerging 
markets in both regions will have to com- 
pete on merit rather than on vogue. 

Among the Asian markets, Indonesia is 
possibly the one most worth watching in 
the short-to-medium term. Like Latin 
America, Indonesia is a country currently 
receiving revived attention from Japanese 
businessmen, who see great potential for 
investment in relatively low-cost manufac- 
turing. This seems certain to benefit the 
economy and ultimately the stockmarket, 
as happened in Thailand several years ago. 

Robert Lloyd George, head of Lloyd 
p Management in Hongkong, sees 
considerable opportunities in Indonesia, 
India and China. He is planning to launch 
a US$100 million closed-end fund that will 
be directed to China situations. This will 
invest not only in B shares issued to for- 
eigners on the embryonic Shanghai and 
Shenzhen exchanges, but also in the stocks 
of Hongkong, Singapore and other Asia- 
based companies whose business is heav- 
ily oriented towards China. 

His enthusiasm may be justified, 
though there is concern about political sta- 
bility in China. For that reason, India may 
be the better bet after Indonesia — stock- 
market scandals notwithstanding. But, to 
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keep things in perspective: the 43 largest 
emerging markets had an aggregate capi- 
talisation of only 5.6% of the world total in 
1991, according to the IFC. This was consid- 
erably lower than their share of world GNP. 
Meanwhile, their share of world market 
turnover slipped to 11% from 14%, partly 
reflecting a drop in Taiwan's traditionally 
phenomenal volume. 

Nonetheless, more companies are com- 
ing to market both in Latin America and 
Asia, and this will help boost the overall 
capitalisation of emerging markets as well 
as give them greater depth. New bourses 
are continually joining the ranks of emerg- 
ing markets, too. 

The Mongolian capital, Ulan Bator, 
opened a market in February, with a mod- 
est three stocks trading. St Petersburg in 
Russia now boasts an exchange listing 30 
stocks with a total capitalisation of around 
US$115 million. And China's stockmarket 
experiment may widen soon to include 
Shenyang. Czechoslovakia and Poland 
have meanwhile ratified capital-market 
laws and Cyprus is expected to open a 
trading floor shortly. 

The more markets that emerge, the bet- 
ter balanced investors' portfolios should 
become so as to reduce the risks of over- 
enthusiasm in seeking exposure to the 
growth areas of the future. - 


AVIATION 


Stormelouds 
gather 


By Michael Westlake in Hongkong 


THE GLAMOUR HAS ALL but disappeared 
from aviation. Airlines all over the world 
have been announcing thumping losses 
for 1991, and prospects for this year are 
looking far from rosy. Is this near-total 
downswing a buying opportunity? 

Perhaps the question is when rather 
than if. Recovery in the travel market will 
have to wait for an even longer-awaited 
recovery from general economic reces- 
sion. And there are fears that a fare war 
developing in the US and Europe may 
spill over into Asia. Most analysts believe 
a recovery will not be evident until 1993. 

Cancellations and postponements of 
orders for new aircraft are meanwhile 
cutting into production backlogs at 
manufacturers. This is resulting in 
slowdowns on production lines and rais- 
ing the spectre of "white tails" — new, 
unsold aircraft gathering dust outside fac- 
tories. 

Among the world's top 10 airlines in 


HOTEL EQUITIES 


Rooms for growth 


By N. Balakrishnan 

INGAPORE'S TOURISM INDUSTRY is start- 

S ing to recover from the slump of last 

year, when tourism worldwide was 

hit by the effects of the Gulf War. This 
makes hotel shares attractive again. 

Crosby Securities estimates that the 


break-even point for most hotels in Singa- 


pore is an occupancy rate of about 60%. 


The rate was 77% in 1991 and is expected 


to increase to about 83% this year. 
Because most of the hotels’ costs are 

fixed, profits rise much faster than occu- 

pancy once the break-even line is crossed. 


The prospects for profits are therefore 


bright, because if the forecast occupancy 
levels materialise, revenues should rise by 


about 35% even without any increase in 


room rates. 

Rates are, however, likely to rise to re- 
flect tightening supply. The number of 
hotel rooms in the republic is expected to 
increase by just 1.7% this year, to 24,800. 


Over the next three years, supply is not 
expected to grow faster than 3%. 


"^" CATHAY PACIFIC 


Asian carriers fear fares war. 


1991, only sixth-placed British Airways 
(BA) made a profit. Its net profit, exclud- 
ing an extraordinary gain from the sale of 
its engine-overhaul business, was US$455 
million, up 168% from the previous year. 
But, analysts warn, it has yet to undergo 
an expensive replacement cycle to rid its 
fleet of older, inefficient aircraft. 

BA and the Netherlands’ KLM have said 
they may match competitors’ fare cuts on 
their Atlantic routes to counter a market- 
ing drive launched by Delta Airlines of 
the US. Swissair and Germany’s Lufthansa 
have already announced fare cuts. 
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An annual occupancy rate of 80% or 
above means that on many nights, parti- 
cularly during busy seasons such as De- 
cember, the hotels are full and may even 
be turning guests away (a nightmare for 
travellers, but an hotelier's dream). 

Crosby forecasts that hotels will be able 
to increase room rates by about 10% this 
year, which should translate into an in- 
crease in revenues of about 20% in 1993. 
Combined with higher revenues from a 
greater number of tourists, this could see 
profits jumping up to 50% in some cases. 

In 1991, visitor arrivals reached 5.4 mil- 
lion, a climb of just 1.7% over 1990. This 
year, a 6% increase is expected as more 
tourists take holidays, reflecting economic 
upturns in their home countries. 

Singapore's most important source of 
visitors, however, is Asean, which ac- 
counted for 319» of all arrivals in 1991. 
Travel from this region is expected to re- 
main strong. Arrivals from Japan, on the 
other hand, are likely to fall to about 10% 


Another fare war is in progress 
within the US, where airlines' survival is 
likely to entail desperate measures. Bat- 
tling it out are American Airlines, United 
Air Lines, Delta and Northwest, while 
Continental Airlines and America West 
(both trading while under Chapter 11 
bankruptcy protection) are threatening to 
sue American for alleged predatory pric- 
ing. 

The worry for Asian carriers is that the 
battles will spread into a region relatively 
undamaged by recession. Even the ailing 
Japanese travel market, hit by Japan's eco- 
nomic problems, is expected to pick up 
again later this year. 

Not that Asia is without its problems. 
Hongkong's Cathay Pacific Airways did 
better than expected in 1991, with only a 
2% drop in net profit to US$378 million. 
But much of its apparently strong per- 
formance came from cost control rather 
than increased revenue. Analysts at S. G. 
Warburg are predicting a modest 14.4% 
increase in net profit for 1992. 

Singapore Airlines also surprised fore- 
casters by recording a 1.7% gain in net 
profit, earning US$571 million for the year 
to 31 March. 

Schroders Securities, however, warns 
that Singapore Airlines is due to expand 
its fleet significantly during the current 
year — a fact that is bound to have some 
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. (from 16% in 1991). Two reasons are evi- 

dent: the Japanese economy is slowing, and 

the reduction of sales taxes in Japan on 

luxury goods has undercut Singapore's at- 
traction as a shopping paradise. 

. A Revenue from room sales generally ac- 
counts for only half of a hotel's revenues; 
the rest comes mainly from food and be- 
. verages. But these contribute dispropor- 
+ tionately to profits — accounting for more 
. than 75% — and are affected more by 
<- domestic factors than visitor-arrivals lev- 
els. As business functions and domestic 
. spending are forecast to remain healthy 
. this year and next, food and beverage op- 
. erations can be expected to grow by about 

.. 12-15%. 


Hotel pick 


impact on its bottom line. Longer term, 
the strategy may put the airline in a 
strong position to benefit from a change 
in economic fortunes. Much of the extra 
capacity is aimed at serving the currently 
-weak US, European and Japanese mar- 
kets, where the airline has been offering 
Steep discounts on first and business-class 
fares to win market share. 

Malaysian Airline System (MAS) suf- 
fered a 43% drop for the year to 31 
March, with net profit falling to US$45 
million, partly as a result of aircraft ac- 
quisitions. Revenues, though, were up 
- 2396. MAS is hoping to raise about US$715 
million with a rights issue in Decem- 
ber. It is continuing with an extensive 
fleet renewal and expansion programme, 
but faces intense competition interna- 
tionally and low fares on its domestic 
routes. 

Thai Airways International had ex- 
pected a profit this year, but following 
domestic political turbulence which cut 
heavily into Thai tourism, it is now fac- 
ing a possible loss. The airline is half way 
through a share flotation. Subscription 
took place in March, and the stock is due 
to start trading by mid-July. 

. All Nippon Airways (ANA), also with 
a | costly expansion programme under 
way, suffered from the collapse of a tra- 
ditional cushion in its huge domestic 











The hotel industry, however, is not 
without its share of problems, the main 
one being the increasing cost of labour in 
Singapore. Labour costs account for about 
one-third of a hotel’s expenses and the 
perennial shortage of staff that afflicts 
most of Singapore’s industries also affects 
the hotels. Nevertheless, labour costs are 
expected to increase by only about 10- 
15% annually in the next few years, and so 
are not seen as a major threat to profits. 

Hotel Properties, with two hotels oper- 
ating and two more being developed along 
the Orchard Road tourist belt, represents 
the best exposure to the expected tourism 
recovery. The company is also expected 
to make capital gains from its shares in 
Malayan Credit, as it was a partner in 
the company’s takeover by Cycle & Car- 
riage. 

Another bet, the Shangri-la, has a pres- 
tige name that is popular with business 
travellers. It is renovating its facilities as 
well as building a block of service apart- 
ments next door — both factors which 
should help maintain its attraction as a pre- 
mium hotel. 

Overseas Union Enterprise, meanwhile, 
provides a play on regional tourism. The 
bulk of its growth is in revenue from hotel- 
management contracts in Malaysia and 
China. " 


market. With the economic downturn in 
Japan came a cutback in domestic busi- 
ness travel. ANA posted a pre-tax profit of 
US$176 million for the year to 31 March, 


down 11.6% from the previous year. 


Japan Air Lines recorded a pre-tax loss 
of US$48 million in this same period, its 
first pre-tax loss in seven years. With its 
heavy exposure on trans-Pacific routes, 
the airline would be particularly vulner- 
able to a US-led fare war. However, it has 
announced a series of major structural 
reforms to cut costs and increase revenues 
and the weakness of its share price (re- 
flecting the Tokyo market's 25% fall this 
year, as well as its own problems) seems 
to make it a good recovery punt. 

Fare wars are obviously immedi- 
ately bad for airline results, and in the 
longer term for manufacturers. But air- 
ports can benefit. When the trans-Atlan- 
tic battle began looming on 10 June, the 
prospect of more people seeking cheaper 
seats pushed up the share price of the 
British Airports Authority (BAA) by nearly 
3%. 





Air fares have no effect on what air- 
lines have to pay for landing charges and 
other ground services. So if there is in- 
deed a flood of visitors to Britain during 
the summer, BAA stands to gain increased 
revenue from its franchised airport com- 
mercial outlets. " 


FAR FASTERN- ECONOMIC. REVIEW 


US EQUITIES 


In forward 
gear again 


By Jonathan Burton in New York 


HARLES WILSON, A FORMER president t. 

of General Motors Corp, once sa 

“What's good for General: 
good for the country." US aut 
have never been much for modesty, w 
perhaps is one reason for their financ 
troubles. E 
after combined losses of US$6: 
the two preceding years. Analysts a 
ing for a profit from the company thi 
of about US$1.25 a share. Their profi 
look for the company's 1993 income ran 
at US$2-7 a share. | 

A shot in the arm for GM and for rival 
Ford Motor Co. and Chrysler Corp. is co 
ing in the form of a slowly improving | 
economy. As a result, car sales are up 
they should continue to grow. To: 
demand, the Big Three plan to b 
20% more cars and trucks in the th 
ter of 1992 than they did a year. 
Moreover, buyers are generally be; 
to believe that the automakers are fina 
committed to quality. 

Increased consumer confidence is « 
pected to return Ford to profitability t| 
year, following a 1991 loss of US$2.3 bil 
lion. Profit is likely to elude Chrysler, 
though, which last year had a loss o 
USS$800 million. 

Share prices of the Big Three, r 
while, rose more than 60% between fe 
ary and the first week of June. Some 
lysts say the shares have more open 
way ahead. 

"Perceptions still haven't caught 1 
with reality,” insists Wendy Need! 
Smith Barney. "There are a lot of 
things going on in the auto indu: 
it’s still hard for investors to belie 

At recent levels, auto stocks à 
pensive relative to earnings, 1993 and 
prospective earnings, that is. Giv 
expectations, they are overheated. 

C onsequently, the yellow cà 
is being waved by many analysts, 
larly as the stocks have been jacked 
historically high multiplies. Investors m 
do well to let the stocks idle throug! 
the summer, buying on pullbacks an 
ing prepared to hold the shares long- 

These analysts say better values.c 
found among ancillary companie 
supply Detroit with parts and equi 
Robert Stovall, chairman of 5 
Twenty-First Advisers, a money- 
ment company, has dumped } 
of the Big Three. But he likes their. 
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ers. “Their earnings are of a better quality,” 
he explains. “The market really hasn't ex- 
ploited them.” 

Frequently mentioned among this 
group of analysts is Arvin Industries Inc., a 
maker of exhaust systems and catalytic 
converters. The company’s earnings in the 
first quarter of this year reached 12 US 
cents a share, compared with a year-earlier 
loss. Arvin may earn US$1.50 a share this 
year and US$2.50 in 1993, as the Big Three 
work to develop pollution-control techno- 
logy needed to meet strict clean-air stand- 
ards before the decade's end. 

Another favourite is Eaton Corp., which 
manufactures electronic systems and 
equipment. A University of Michigan sur- 
vey forecasts that electronic components, 
which account for about 10% of a car's con- 
tent, will contribute nearly 20% of the total 
value in the next eight years. If this trend 
- continues, analysts say, Eaton's 1993 earn- 
ings could reach US$8 a share, twice the 
current year's estimate. 

Superior Industries International Inc. is 
not as widely followed, but does a nice 
business supplying Ford, GM and some 
Japanese automakers with cast-aluminium 
wheels. About one out of every three cars 
made in the US has aluminium wheels, up 
from one in four in 1988. 

A wild card is Reynolds Metals Co. The 
giant manufacturer of aluminium products 
announced in April that it would target the 
automotive business. Chairman Richard 
Holder even predicted that annual sales in 
_ Reynolds's transportation division would 
total US$2.5 billion by 1997, up from 
US$500 million currently. 

Reynolds is betting that US regulations 
concerning fuel economy will force 
changes in automobile designs in which 
aluminium has a key role. According to 
the University of Michigan study, US- 
made cars will have to get at least 36 miles 
per gallon by the year 2005, compared with 
27.5 today. The study speculates that to 
meet that standard, manufacturers will 
produce lighter cars by using more plas- 
tics, magnesium, powdered metals and 
aluminium. 

Another way to hitch a ride on the auto 
industry's fortunes is through US-based 
equity-mutual funds. Leading portfolios 
retain at least some auto-related holdings. 

Fidelity Investments is unique in offer- 
ing a specialised Select Automotive Fund 
that invests as its name implies. The fund, 
begun six years ago, was the top-perform- 
ing US mutual fund in the first quarter of 
this year with a return of 24.59%. [n the 12- 
month period ended on 31 May, the fund 
was up 33%, excluding its 3% load. 

The stocks that helped create this formi- 
dable vehicle are the Big Three, Goodyear 
Tire & Rubber Co., Johnson Controls Inc., 
Allied-Signal Inc. and a major nationwide 
discount retail-and-service chain, The Pep 
Boys-Manny, Moe & Jack. x 
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THAI EQUITIES 


Playing safe 


By David Jolly 


NVESTORS WHO STUCK to 
| their Thai shares over the 

past few weeks have en- 
dured a roller-coaster ride as the 
Bangkok bourse swooped and 
soared in tune with fast-chang- 
ing political events. 

While the bold may have at- 
tempted to profit from the 
swings, most investors will have 
been wondering how best to in- 
sulate themselves from the worst 
gyrations of the market. Short of 
seeking a safer haven elsewhere, 
it might pay to look more closely 
at what Bangkok can offer in the 
form of defensive plays. 

In the immediate term, the 
market may stabilise somewhat in the 
wake of King Bhumibol Adulyadej's ap- 
pointment of Anand Panyarachun as in- 
terim prime minister. 

The market greeted with enthusiasm 
Anand's return to the post he only recently 
vacated. On June 11, following news of the 
king's action, the Stock Exchange of Thai- 
land (SET) index jumped by more than 7% 
to finish at 73723. Turnover was nearly 
five times the previous day's volume, at 
Baht 11.6 billion (US$457 million). 

"A large amount of the political risk in 
the market has been eliminated," said 
James Russell-Stracey, of Barclays de Zoete 
Wedd's Bangkok office. Russell-Stracey 
says the appointment of the much-re- 
spected Anand (albeit only for a four- 
month interregnum) was the best news 
anyone could have hoped for. In the short 
term, he adds, the market could climb back 
above the 800-level. 

One of the factors which heightened the 
market's vulnerability to the shocks of the 
military crackdown was the narrowness of 
its rally early in the year. Property and fi- 
nance stocks — especially Bangkok Land, 
which alone accounts for 11% of the SET 
index — drove the market during the climb 
to its early April peak of 832.24. The same 
companies have led the market down, re- 
flecting the speculative excess in their share 
prices as well as the companies' sensitivity 
to interest-rate rises. 

Nevertheless, stock analysts say there is 
value available in companies less subject to 
political uncertainty. David Robinson of 
Baring Securities Bangkok office notes 
there are "defensive stocks, mainly in in- 
frastructural companies and basic con- 
sumer goods." 

Siam Cement, Thailand's largest indus- 
trial conglomerate, is a good bet, according 
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SET traders look to 'defensive' stocks. 


to Barings, because its diversification gives 
it broad. exposure to infrastructure spend- 
ing. Barings also recommends Tipco As- 
phalt because it specialises in road-build- 
ing. Analysts favour stocks such as these 
on the grounds that Thailand's infrastruc- 
tural problems are so serious that they will 
have to be dealt with no matter who is 
running the show. Indeed, some observers 
believe that Anand's administration, staff- 
ed with technocrats, will be able to forge 
ahead with important projects unencum- 
bered by political vested interests. 
Barings' Robinson also advises looking 


TAIWAN STOCKS 


Quick-setting 
profits 


FOR INVESTORS SEEKING rock-solid per- 
formance in Taiwan's stagnant equities 
market, there is possibly no safer sector 
than the island's glamourless cement in- 
dustry. 

An island-wide construction boom, 
recently spurred by the government's 
six-year national construction plan, 
locks in a strong demand for cement 
and other construction materials that 
will continue through the mid-1990s. 
While the industry is now under pres- 
sure from tariff-free imports as well as a 
government requirement that all quarry 
operations relocate to Taiwan's east 
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at telecommunications firms, as do other 
: analysts. "Telecommunications is not be- 
ing affected at all,” says one analyst. “Peo- 
. ple realised during the violence how much 
. they needed their cellular phones and satel- 
- lite TV's." , 
In fact, during the midst of the violence 
. on 18 May, the government awarded a pri- 
_ vate company the right to bid on the instal- 
-lation of up to two million telephones. 
"Projects in telecommunications may be 
delayed," the analyst said, "but they're go- 
“Ing to happen.” 
Cellular-phone leader Advanced Info 
“Services (AIS) is likely to benefit from in- 
creased demand for mobile telephones. 
However, analysts caution that its parent, 
the Shinawatra Group, may look to it for 
cash if Shinawatra finds itself in a pinch 
later on. Indeed, one analyst sees AIS as 
Shinawatra’s biggest revenue earner for the 
foreseeable future. Shinawatra’s stable of 
businesses includes computer, telecommu- 
nications and engineering companies. 

Despite the present uncertainties, there 
is a fair amount of optimism about the 
Bangkok market’s long-term prospects. 
“No one should doubt that the market is 
undervalued for the long term,” says 
Masaaki Yamaguchi, a Thailand analyst 
with Nomura Research Institute in Hong- 
kong. 

Yamaguchi says the prospects for Thai- 
land’s exporters are quite good, as they 
should see sales grow in concert with the 
expected recovery of the US economy. He 
likes Hua Thai Manufacturing, a garment 
manufacturer, and GSS Electronics, with its 
strong US sales network. Yamaguchi says 
Padaeng Industries, one of the world’s 







4997, industry sources forecast 
that demand will grow at 5% annually 
for the next several years. 

Any doubts about the industry’s finan. 
cial health were dispelled by a recent sur- 
vey: it showed that cement companies 
scored the highest pre-tax profit rates of 
any industry group during each of the 
past five years. The report, by Excellence 
magazine, a Chinese monthly, showed 
that industry profits averaged 24% in 
1991, more than double the nearest com- 
peting sector, non-ferrous metal indus- 
tries. 

Seven out of the eight listed cement 
companies ranked in the top 30 perform- 
ing companies in the survey, with profit 
margins for the industry ranging from 
21% to 40%. The top performer was 
newly listed Hsin Ta Cement with NT$1 
billion (US$40 million) in profits on an- 
‘nual sales of NT$2.6 billion. Price-earn- 
ings ratios for the sector are in the 10-20 
range, low by Taiwanese standards. 

Industry: Sources say the business is no 
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lowest-cost zinc c producers, should profit 
from the recent rise in the world price for 
that metal, making it a shorter-term play. 

Banks, which looked strong before 
the army crackdown, have suffered from 
their ties to the military. Some exceptions 
are Thai Farmers’ Bank; Bangkok Bank 
(Thailand’s biggest) and its subsidiary 
Bangkok Insurance, all of which have kept 
themselves relatively free of military influ- 
ence. 

Property and tourism stocks are more 
risky. Property firms were in trouble even 
before the military crackdown, as Bangkok 
has seen significant overbuilding. The sec- 
tor had been slowing significantly, but 
since the crackdown some stock prices 
have declined 30-40%. Hotels — top per- 
formers for many years — are now strug- 


 gling with their lowest-ever occupancy 


rates as a result of the damage done to 
Thailand's image overseas. It is too soon to 
predict a recovery in either sector. 

Investment in consumer-products com- 
panies, however, would be a sound long- 
term strategy. Even under conditions of 
reduced economic growth, Thais' dispos- 
able incomes are likely to continue to rise. 
In this light, International Cosmetics Co., a 
distributor for Thailand's biggest con- 
sumer-products producer, is a stock to 
watch. . 

Consumers, however, are likely to hold 
back their spending habits for a while yet. 
"Even if the political situation is cleared up 
soon, it's going to set things back at least 
three to six months," says Barclays' 
Russell-Stracey. "It takes a good while for 
consumer confidence to return after some- 
thing like this." a 


longer the di it once was. Some 13 


companies compete among them- 


overseas, with a US 


selves as well as with imported supplies 
from: Japan, China and Mexico. Imports 
this year are forecast to jump to 6 million 
tonnes from 800,000 tonnes last year (lo- 
cal production in 1991 amounted to 19 
million tonnes). The price of one type of 
cement reached a record NT$155 fo 
kg last year, though the price has now 
fallen to the NT$140-145 range. 

Asia Cement — the second-largest 














cement company, after Taiwan Cement — 


has been a favourite with foreign institu- 
tional investors, who have been quick to 
capitalise on short-term movements in its 
share price. Generally, however, cement 
shares have been relatively stable. 

Asia Cement is meanwhile raising 
US$75 million from share issues in Lon- 
don and Luxembourg. The funds will be 
used by its parent, Far Eastern Textiles. 
Chia Hsin Cement. is also fund-raising 
5$4 0-50. million offer- 








ins on. secondary markets. " 
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COMMODITIES 


Not to be 
sneezed at 














Massen i pepper | are. dius by analy £ 
to rebound this year from their lows of the : 
past two years. EN 
This is good news for Malaysia, w 
is the fourth-largest producer of 
spice. Prices, which picked up. 
now averaging M$3,200-3,700 (U 
1,470) a tonne for premium Mz 
white pepper and M$2,000-3 00 a. 
for cheaper black pepper. Even so, 
are still at around 25% of the record 
they reached in 1987. | 
On the negative side, pepper is. 
fast-fluctuating commodity whic! 
especially vulnerable to crop and ` 
factors. Much of this exposure is 
the near-primitive conditions urk 
the pepper vine is grown. Mk 
32,000 tonnes of pepper which M 





















Malays 
grew in 1991 was produced by aborigir 
families in remote parts of Sarawak. 
Indonesia remains one of Malays 
biggest rivals, exporting 35,000 tonne 
pepper annually. Competition from 1 
producers such as Thailand, Costa Ri 
and Madagascar is also eroding Malaysia 
current, 17% share of world output. 
Malaysia has taken steps to boo 
pepper exports to major markets like 
US and Japan. These have included: 
pletion of an advanced pepper proc 
ing facility in Sibu, Sarawak, which : 
strict US quality standards. As a r 
Malaysian pepper exports to the US 
bled to roughly 8,000 tonnes là 
Malaysia has meanwhile lau 
marketing campaign in Eastern 
where ground pepper is part o 
tional cuisine. Similar moves are afoot | 
Malaysia itself. ne 
Aside from trading pepper c contracts, : 
one way to invest in pepper would be to _ 
take a direct stake in the industry. Malay- 
sia offers tax incentives for tie-ups with © 
pepper growers and distributors. More - 
over, the industry's small size makes bou: 
tique-like joint ventures possible, 













WHERE TO PUT YOLIR MONEY, the 
Review's regular supplement on 
personal finance, will appear ina 
format on a quarterly basis, startin 
September. 
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and the next decade will see the region spending more on : 


investment than ever before. 
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Thai investors pour into Cambodia 


: | By Murray ETER ^ om Penh DITS 


ambodia, hermetically sealed i in 
* the late 1970s while the Khmer 

-. , Rouge conducted their savage 
. A Maoist experiment, has turned into 
El Dorado for adventurous foreign in- 
s — and carpetbaggers. Thai busi- 
en with close military connections 
“at the forefront of this economic "inva- 
2 

The collapse of the Soviet Union — once 
principal backer of the Phnom Penh 
zime — and the withdrawal of Vietnam- 
» troops has seriously weakened the Hun 
government. By virtually declaring 
-as the terminal year for the govern- 
t, the Cambodian peace accord (signed 
iris in October last year) has even fur- 
! tated the regime. Into the 
d by political uncertainty 
crisis have walked Thai 
ors, speculators and crooks. 

is never succeeded in occupy- 
imbodia in a military way, but now 
an colonise the country with money,” 

Western diplomat. The key role the 
rmy has played in backing the four 
ibodian resistance factions has left the 
; mand associated businessmen with 
ipper hand in this economic exploita- 



























Thai businessmen began dribbling back 
o the country in the late 1980s as Bang- 
k softened its hostility towards the Viet- 
mese-installed Phnom Penh regime. This 
rickle turned into a flood following the 
« signing of the peace accord. 
| «Eight months later, Thai companies 
> dominate Cambodia's real estate, logging, 
gem-mining, banking, aviation and hotel 
| sectors. By April, 43 Thai companies had 
een granted licences for 79 projects, ac- 
rding to Phnom Penh's National Invest- 
ment Committee. These figures do not in- 
lude those signed with provincial officials 
the resistance factions. 
oast half a dozen Thai banks have 

ted licences to operate in Cam- 
Siam Commercial Bank and the Na- 
-Bank of Cambodia last year 
joint venture, the Cambodia 
Bank, which is preparing to 
branches in the western provinces of 
-Reap and Battambang to facilitate 
de between the two countries. 















Bangkok Bank, Thai Farmers Bank and 
Krung Thai Bank will open joint-venture 
banks or branches in Phnom Penh within 
the next few months. The Thai Military 
Bank has been given permission to set up 
in Koh Kong, and the Cambodia Farmers 
Bank has already opened in the capital and 
is preparing to set up a branch in Siem 
Reap. 

Thai companies are looking to expand 
their trade with Cambodia. Thai troops are 
clearing mines and rebuilding roads in the 
western part of the country to repatriate 
some 360,000 refugees from Thailand. 
These upgraded communication links will 
make it easier for Thai companies to com- 
pete with Singapore, which has emerged 
as Cambodia's top trading partner since 
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the disintegration of the Soviet empire. 

Four Thai companies, all with close 
links to the Thai army, are the most active 
in aviation projects. The number of weekly 
flights between Bangkok and Phnom Penh 
has risen to 31, up from only five a year 
ago. In late November, Somporn Sahawat 
of the Vanachai Group, which is also log- 
ging in the southwest, established SK Air 
to compete with Bangkok Airways’ 14 
weekly flights. The new joint venture 
makes daily flights to Bangkok, using an 
ageing Soviet-built TU-134 leased from 
Cambodia Airlines. 

In May, Fuldaa Corp., a Thai trading 
company which has leased two textile mills 
and runs a small shipping service between 
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Bangkok and Phnom Penh, invested US$6 
million to establish Cambodia International 
Airlines, a 70:30 joint venture with Cambo- 
dia’s Civil Aviation Department. Fuldaa 
received at least some of its funding for the 
new airline from several well-connected 
Thai politicians and businessmen loyal to 
the Chart Thai party. 

The airline was granted control of Cam- 
bodia Airlines’ international routes, in ex- 
change for which Fuldaa has promised to 
come up with US$20 million to upgrade 
Phnom Penh's airport, says managing di- 
rector Udom Tantiprasongchai. The new 
airline, using a leased Boeing 737-200, 
initiated a weekly service of 10 flights to 
Bangkok in mid-May, and Udom hopes it 
will expand to take in Singapore and Ho 
Chi Minh City. 

Other Thai companies are building or 
refurbishing hotels. Olarn Asawarithikul of 
Orlan Travel Co., a partner in SK Air, in 
May opened the 130-room Phnom Penh 
Floating Hotel, Cambodia's second luxury 
hotel, on the banks of the Tonle Sap River. 
Company officials say they will be operat- 
ing the biggest floating hotel in the world 
after a second 750-room boat arrives at the 
end of the year. 

The Vanachai Group recently won a 
US$5 million contract to rebuild and oper- 
ate the 60-room Grand Hotel in Siem Reap, 
near the fabled Angkor Wat temple com- 
plex, in a joint venture with the province's 
Tourism Department. 

Thai companies leased eight small fac- 
tories after the Phnom Penh government 
decided to privatise most of its struggling 
state-owned industries. But only one of 
these factories, a distillery, is currently op- 
erating, says Deputy Industry Minister Ith 
Praing. The frequent delays by Thai com- 
panies in implementing their investment 
projects prompted the Phnom Penh gov- 
ernment to establish a special committee to 
monitor the implementation of contracts 
held by foreign companies. 

Thai businessmen, however, say the 
Phnom Penh government must shoulder 
some of the blame for the delays. Udom of 
Fuldaa says he has already spent more 
than US$100,000 in upgrading his two tex- 
tile mills, but is still waiting for the govern- 
ment to move out its broken-down equip- 
ment so that he can import new machines. 

Some Cambodian SH. are alarmed 
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by Thailand's renewed interest in its 
smaller neighbour. “I know well the his- 
tory of my country, which is caught be- 
tween two big neighbours interested in our 
natural resources,” says a senior Phnom 
Penh government official, alluding to cen- 
turies of rivalry between Thailand and 
Vietnam over Cambodia. “I would like to 
see other countries come and invest. I 
would like to see some of our leaders not 
being so receptive to proposals made by 
Thai businessmen.” 

Government officials are concerned 
about Thai speculators out to make a quick 
profit at Cambodia’s expense. “A lot of 
Thais think the Cambodians are foolish 
and take advantage of the government,” 
admits a Thai businessman working in 
Phnom Penh. “The fact that Phnom Penh 
has no commercial code makes it easy for 
venture capitalists to engage in hanky- 
panky,” he says. 

“Among 100 Thai businessmen, 80 are 
cheats,” another Cambodian official says. 
“They buy factories waiting to make 
money from re-selling their licences. They 
don't produce anything, but ask to bring in 
goods duty-free to sell on the market." 

Foreign companies complain that the 
willingness of Thai businessmen to bribe 
officials at all levels makes it hard for them 
to compete. "The Thais are everywhere 
and they're corrupting the leadership, too," 
says a Western diplomat. "In the last six 
months, Phnom Penh's leaders have gotten 
tens of millions of dollars to issue licences 
to Thai companies." 

Cambodian and foreign observers say 
many Thai businessmen capitalised on the 
confusion that followed the peace agree- 
ment and the desperation of the leaders of 
the resistance factions, who faced the 
abrupt loss of aid from their former pa- 
trons. Many believe Thai companies will 
provide large sums of money to each of 
the factions, which lack funds to finance 
their campaigns in the upcoming UN-or- 
ganised elections, scheduled for next May. 

Late last year, speculators from Thai- 
land, anticipating that Cambodia would 
soon be playing host to 20,000 UN 
peacekeepers and foreign-aid workers in 
need of housing, snapped up large num- 
bers of French-style villas and other prime 
real estate in the capital. Prices more than 
doubled within a few months, with even 
small plots of land selling for more than 
US$150,000 in a country which did not al- 
low private property until three years ago. 

Thais are also reported to have bought 
up large chunks of prime coastal land 
around the port city of Kompong Som (re- 
named Sihanoukville in May) and in the 
southwestern province of Koh Kong, con- 
vinced that international hotel groups will 
buy this property to build seaside resorts 
after peace is restored. No one knows how 
much property changed hands, but one 
UN official estimated that more than 
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US$500 million worth was sold in the first 
few months after the peace accord was 
signed. 

In theory, foreigners are not allowed to 
own land unless they form joint ventures 
with Cambodian companies. Thai busi- 
nessmen have skirted round this problem, 
at least in Phnom Penh-controlled areas, 
by using Sino-Khmer middlemen who 
dominate the country's economy to obtain 
land titles on their behalf. 

Foreign diplomats say many officials, 
fearing they could lose their jobs after the 
elections, have been willing to help specu- 
lators in exchange for "a contribution to 
their retirement funds." 

Fire-sale tactics have also been applied 
in the logging and gem-mining industries, 
posing serious threats to Cambodia's envi- 
ronment. Six foreign firms, including two 
from Thailand, have signed contracts with 
the Phnom Penh government to cut and 
export 205,000 cubic metres of timber this 
year, says Uk Sokhonn, deputy director of 
the Forestry Department. 

But this is only the tip of the iceberg. 
Timber cutting has also escalated in border 
areas controlled by resistance factions. The 
UN Development Programme says timber 
exports by rival factions could reach nearly 
1.2 million cubic metres this year. 





de l 
"4 "T nt 
— leat h 


w- 4 - 
5 





Thai army engineer rebuilds a 


Most of the Thai companies involved in 
logging in Cambodia have close links to 
the army. Apparently fearing that the re- 
sistance groups could lose control of their 
border enclaves following next year’s elec- 
tions, Thai army officers have reportedly 
begun lobbying Cambodian head of state 
Prince Norodom Sihanouk for future log- 
ging concessions. 

According to sources, Sihanouk has al- 
ready given the nod for the Thai army to 
build a road from Thailand's Surin and 
Buriram provinces into northwestern 
Cambodia to facilitate logging operations. 
One problem on the Thai side is that the 
new road would run through the heart of 
a Thai national forest reserve. 

Other Thai companies, some of which 
also have close ties to Thai generals, are 
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highway near Phnom Penh. 


involved in ruby mining around Pailin, a 
Khmer Rouge stronghold near the border 
with Thailand. A UN official said that at 
least 20 Thai companies, some paying up 
to US$40,000 a day, are using sluice-min- 
ing techniques, which are causing heavy 
siltation of Tonle Sap Lake. 

Some Thai companies, apparently fear- 
ing that the UN Transitional Authority in 
Cambodia (Untac) may soon try to halt the 
illegal flow of logs and gems, are reported 
to have begun hauling lorries full of 
unscreened Pailin soil across the border 
into Thailand, where the soil is then 
searched for gems at leisure 

In April, Bangkok delayed for nearly a 
month its discussions with Untac about es- 
tablishing checkpoints along the Thai bor- 
der to verify that all foreign troops had left 
Cambodia and that no arms were still be- 
ing sent to the warring factions. The delay 
prompted widespread speculation among 
diplomats that Thailand was trying to hide 
its illegal logging and gem-mining activi- 
ties. 

Thai diplomats deny the charge. “Thai- 
land has no policy to support logging in 
Cambodia. We only allow the import of 
logs which have recently been felled,” says 
one Thai official. 

And while Cambodian banking repre- 





sentatives say they desperately need help 
in overhauling the country’s still commu- 
nist-style banking system, a few officials 
privately express fear the that the country’s 
largely unregulated financial system will 
soon be controlled by the Thais. 
Cambodians are also irritated by the 
way they have been treated by Thailand's 
political leaders. Shortly before he began 
his short-lived stint as prime minister in 
April, Gen. Suchinda Kraprayoon, of- 
fended Sihanouk by keeping him waiting 
for more than one hour at a refugee repa- 
triation ceremony in western Cambodia. 
A few days later, Thai crown prince 
Maha Vajiralongkorn arrived in Cambodia 
unannounced to visit Thai troops involved 
in mine sweeping and road-building ac- 
tivities, 4 
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Two Japanese firms suffer from financial games 


_ By Louise do Rosario in Tokyo 
anwa Corp. a steel-trading com- 
pany, and Sanrio, a gift-item 
ue manufacturer, were superstars in 
Japan's once high-flying world of zaiteku, a 
Japanese term for quick financial gains to 
bolster corporate income. Today, they are 
tuck with stacks of nearly worthless stocks 
nd a mountain of debt from their often 
isky speculation in the late 1980s. 
The stories of Hanwa and Sanrio illus- 
te how many of Japan's non-financial 
mpanies got carried away with specula- 
jn in the share and property markets in 
Leffort to weather the impact of a much 
nger yen. Hanwa, guilty of neglecting 
its main business of trading steel for too 
g, can only hope for mercy from bank- 
and quick recoveries of share and real- 
ate prices. Sanrio's outlook is not so 
grim, but a complete recovery is ex- 
acted to be bumpy. 
eku has long been popular in 
nd for companies that have 
his money game cautiously, 
d ve been good. Accord- 
to the most recent survey of 
36 companies in the country by 
iko Research Institute, Toyota 
stor Corp. topped the list for non- 
erating income — the main indi- 
ator of zaiteku earnings — with 
¥138 billion (US$1.1 billion) in the 
six-month period ended on 30 5ep- 
tember 1991. It was followed by 
Aatsushita Electric Industrial with 
¥43.2 billion and Sony Corp. with 
Y26.6 billion. 
J. Hanwa and Sanrio committed excep- 
ionally large sums of money to zaiteku. 
‘Take the example of the popular zaiteku 
'ehicle of tokkin funds, specified money 
trusts that allow companies for tax pur- 
poses to segregate their long-term 
“shareholdings from their short-term trad- 
ing accounts. While Toyota's and 
Matsushita's tokkin funds amounted to 
mly 3% and 1.4% of their revenues in the 
scal year ended on 31 March 1991, those 
Janwa and Sanrio accounted for more 
— Another mistake of Hanwa and Sanrio 
is that they relied excessively on zaiteku to 
bolster their earnings. In the three-year pe- 
od ended on 31 March 1990, the com- 
sanies’ recurring profits were up to four 
imes the level of their operating gains, 
among the highest in Japan. Most of these 
rnings went used to fund further specu- 



























































lation. 

When the going was good, Hanwa and 
Sanrio generated huge levels of financial 
income, placing them in the company of 
such corporate giants as Toyota and Mitsui 
& Co. But when the share and property 
markets began their plunge two years ago, 
their bubble burst, as sharply lower share 
prices wiped out asset values. The value of 
shares listed on the Tokyo Stock Exchange 
are down more than 50% from a peak in 
January 1990, while property prices in ma- 
jor urban areas have fallen about 30%. 

Hanwa's zaiteku activities rose sharply 
in 1983, when founder Jiro Kita passed on 
the presidency to his younger brother 
Shigeru Kita, who had also been working 
at the company since its start-up in 1947. 
In this period, Hanwa, as the largest trader 
of certain steel products in Japan, was a 
trading house on the rise. The company 


From boom to gioom 
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had a strong balance sheet, a lean manage- 
ment structure and a growing market share 
in Japan. It also operated a profitable ce- 
ment-importing business in South Korea. 
But in the late 1980s, Hanwa's earnings 
became erratic, and Kita became even more 
involved in zaiteku. To improve cash flow, 
the company issued short-term commer- 
cial paper on a huge scale. By December 
1989, Hanwa accounted for 25% of the 
Y11.9 trillion of commercial paper issued in 
Japan, a prodigious amount for a company 
ranked outside Japan's top 100 enterprises. 
Hanwa also issued numerous overseas 
bonds. In 1989 alone, the company issued 


. two lots of warrant bonds totalling US$1.5 


billion. When the proceeds of these offer- 
ings were swapped into yen, the cost of 
this financing was virtually nothing. 

The company placed the money raised 
through warrants, commercial paper and 
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further specul 


ation. Its bank unt 
jumped to a high of ¥4.5 trillion on 31 
March 1990 from Y659 billion two years 
earlier. 

Hanwa was even a big player in the 
foreign-exchange market, with monthly 
transactions peaking at about US$5 billion, 
almost as much as its total revenue from 
steel trading in the fiscal year ended on 31 
March 1991. Much of the proceeds from 
this trading went directly towards buying 
stocks. On 30 September 1991, Hanwa's 
tokkin funds and other trusts totalled Y607 
billion, nearly five times the level five years 
earlier and the third-largest in Japan after 
Sumitomo Trading and Mitsubishi Trad- 
ing. 
‘In this period, Hanwa was hailed as the 
genius of zaiteku. The company's recurring, 
profit in the fiscal year ended on 31 March 
1990 more than doubled to ¥38.4 billion 
from ¥17.6 billion four years earlier. Oper- 
ating profit, however, grew more slowly, 
to Y11.3 billion from Y6. billion. 

When the stockmarket started to col- 
lapse in 1990, Hanwa's recurring profit fell 
accordingly. Lower share prices made the 
re-financing of commercial paper and 
bonds difficult, depriving Hanwa of its 
main source of cheap capital. 

In the fiscal year ended on 31 
March, Hanwa's recurring profit 
plunged 51% from a year earlier to 
¥18.1 billion. Operating profit fell 
15.4% to ¥13.9 billion as revenue de- 
clined 8.2% to Y709 billion. Its assets 
totalled ¥2.5 trillion, down 45% from 
a year earlier. 

Analysts believe the worst has 
yet to come. Hanwa has a huge 
amount of much-devalued stocks 
and debt from bank borrowings. 
Tokkin funds aside, the company 
has a securities portfolio of ¥517 bil- 
lion, about 25% of its total assets. 

Hanwa has also extended hun- 
dreds of billions of yen loans via its 
financial subsidiary, Japan Pearl, to cash- 
hungry real-estate companies no longer 
able to borrow directly from banks. With 
property-related bankruptcies growing, 
Hanwa, as the financial middleman, may 
be left with a large amount of bad loans 
incurred by real-estate borrowers. Payment 
of interest and discount fees alone in the 
most recent fiscal year amounted to Y155.4 
billion, far more than its operating profit. 

Hanwa’s liabilities are formidable: in 
the fiscal year ended on 31 March, the com- 
pany had ¥565.9 billion of loans and 
¥153.98 billion of bonds and warrants 
scheduled for refinancing by the end of the 
current year. 

If Japan’s stock and property markets 
do not pick up soon, analysts believe 
Hanwa will face a serious liquidity crunch. 
A Hanwa spokesman, however, says the 
company is not in a crisis. "We are still one 
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of the best [trading companies 
in Japan]," he says. 

Hanwa's major creditors, 
meanwhile, have been patient 
with Hanwa, largely because of 
their shareholdings in the com- 
pany. Sumitomo Bank and 
Kyowa Saitama Bank, the two 
largest shareholders, each own 
4.9% of Hanwa. Another six 
banks own a total of 16.4%. 
Conversely, Hanwa, which 
does not disclose details about 
its stock portfolio, is believed to 
own a substantial amount ot 
the banks' shares. 

Without a sharp improve- 
ment in the share and property 
markets, Hanwa will have to 
sell investments at losses to end 
its financial troubles. The com- 
pany has already reduced its 
tokkin and trust funds. In the 
fiscal vear ended on 31 March, Hanwa un- 
loaded about 50% of its portfolio, currently 
valued at X252 billion. The action resulted 
in a loss on the funds of Y20.2 billion. 

The company will also need to concen- 
trate on its core business, but after nearly a 
decade of neglect and under-investment, 
this task will not be easy. Investment in 
plant and other tangible assets has in- 
creased 14%-16% annually in recent years, 
which is low by Japanese standards. 

If Hanwa's prospects appear to be 
gloomy, Sanrio still has a glimmer of hope, 
thanks to its expanding manufacturing 
business. The company also has its "Hello 
Kitty" toy kitten, which has become as 
popular as Mickey Mouse in Japan as à 
merchandising symbol. Hello Kitty alone 
is responsible for billions of yen in income 
annually. 

Sanrio's zaiteku activities increased 
sharply in the mid-1980s, when its revenue 
was hard hit by the stronger yen. Attracted 
by soaring stock prices, the company in- 
creased its holdings of tokkin and trust 
funds to Y97 billion in the fiscal year ended 
on 31 March 1991 from Y29 billion five 
years earlier, the 11th-largest level for these 
trusts in Japan. Sanrio also doubled its 
marketable securities in this period to Y77.2 
billion. 

Sanrio was playing the same high-stake 
financial game as Hanwa, issuing cheap 
bonds and warrants and then diverting the 
money to stocks. In the fiscal year ended 
on 31 July 1989, for example, about half its 
US$200 million income from Euro-dollar 
warrant bonds was invested in tokkin and 
trust funds. (Sanrio changed its accounting 
year to begin on 1 April in 1990.) 

When the Tokyo stockmarket was 
booming in the late 1980s, Sanrio was a 
financial winner, setting income records 
annually. In the fiscal year ended on 31 
July 1989, the company's recurring profit 
totalled Y11.3 billion, double the level tour 
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Sanrio’s Harmonyland: fantasy world results. 


years earlier. 

The person responsible for Sanrio's 
zaiteku strategy was president Shintaro 
Tsuji, a former prefectural government of- 
ficial who left his job in Yamanashi, west 
of Tokyo, three decades ago in search of 
what he once described as “a more reward- 
ing business.” He founded Sanrio in 1960. 

Today, Sanrio is paying dearly for 
Tsuji’s flirtation with zaiteku. In the fiscal 
year ended on 31 March, the company took 
its first recurring loss, ¥26.5 billion, after 
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making provisions for the ap- 
praisal loss of ¥21 billion on its 
stock holdings, the highest in 
Japan. The company had a debt 
burden of ¥168 billion at year- 
end. 

In more bad news for share- 
holders, Sanrio did not a pay a 
dividend in the year, the first 
time since its listing on the To- 
kyo Stock Exchange in 1984. 
“Our books may not look im- 
pressive this year,” says 
Michito Yamaguchi, general 
manager of the corporate plan- 
ning department, “but if the 
stockmarket picks up soon, we 
may be able to generate good 
profit next year.” 

Few analysts would argue 
with this, as Sanrio’s results are 
expected to improve in the 
current fiscal year. In the 
year ended on 31 March, Sanrio's operat- 
ing profit fell 10% from a year earlier to 
Y8.8 billion. Revenue rose 1.6% to Y118.8 
billion. 

Analysts also point out that not all of 
Sanrio's surplus cash was lost in specula- 
tion. A significant amount of earnings was 
spent on expanding the company's over- 
seas retail network as well as towards fi- 
nancing its diversification out of toys and 
into the manufacture and distribution ol 
promotional items such as corporate gifts 
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million from bilateral aid donors at a 
meeting in Paris later this month. The 
money is needed to top up its external 
financing requirements for the fiscal 
year that began in April. While New 
Delhi is almost certain to get the money 
in the form of fast-disbursing loans, it 
may face pressure for speedier eco- 
nomic reforms as well as face criticism 
of its human rights record and the level 
of military spending. 

The meeting on 24 June will hear 
that India's foreign reserves have 
climbed to US$5.5 billion from US$1.2 
billion early last year. While it has 
stepped back from the brink of default 
on US$73 billion in foreign debt, re- 
serves still cover only three months of 
imports. 

The World Bank warns that India is 
still highly vulnerable to drought and 
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external shocks. The overseas picture i: 
especially difficult, with US$11 billion o 
the foreign debt made up of volatile de 
posits by non-resident Indians and an 
other US$4 billion made up of short-tern 
loans. 

The World Bank is also concerne 
about a blow-out in imports, which wen 
severely restricted during the crisis las 
year. New Delhi sees only a modes 
growth in imports as controls are ease 
as part of its economic liberalisation, bu 
the bank warns that this is difficult t 
predict. 

The profile of India's debt also puts ; 
heavy demand on foreign earnings. Th 
average maturity of debt was reduce 
sharply from 44 years to 20 years durin; 
the 1980s, and about US$26 billion is du 
for repayment within the next five year: 
The ratio of debt to export earnings i 
higher than that of several countries the 
have had problems with their externe 


payments. 
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Analysts expect these moves eventually to 
bolster earnings. 

In 1990, the company also opened its 
first entertainment park, Sanrio Puroland, 
in suburban Tokyo at a cost of ¥65 billion. 
This theme park, however, requires billions 
more yen to build new attractions to keep 
customers coming. 

It may be a while, though, before Sanrio 
Puroland receives any substantial funding, 
as Sanrio is undergoing a belt-tightening 
until its turnaround is complete. Officials 
say the company, which in March closed 
its fund-management department as part 
'of a rationalisation effort, aims to reduce 
its stock portfolio by about 30% in the cur- 
rent fiscal year. The company's asset base 
shrank 25% in the past fiscal year after the 
selling of various holdings, such as Y34.8 
billion of stocks. 

Sanrio could get even smaller if share 
prices continue to fall on the Tokyo Stock 
Exchange. The company's shareholdings of 
¥89.9 billion in tokkin and trust funds and 
48.1 billion in other securities account for 
about one-third of its assets. 

Sanrio appears to have learned a valu- 
able lesson from its financial risk-taking. 
"We will continue to invest in stocks in a 
constructive way, but not to rely exces- 
sively on it as we once did," the corporate 
planning department's Yamaguchi says. 
This should be the motto for all Japanese 
companies feeling the sharp pain of too 
much zaiteku. ^ 


To cover the current-account deficit 

and debt repayments, India will need 
US$9.8 billion in gross capital inflows 
in the current fiscal year, and between 
US$10-12 billion in each of the four fol- 
lowing years. 
. The World Bank thinks that India 
zan raise its foreign direct investment to 
US$1-1.5 billion a year (from the cur- 
rent US$200 million) by the mid-1990s, 
out suggests the figure for this fiscal 
year will be an encouraging US$500 
million. 

It expects grants of US$400 million, 
lisbursements from existing aid pro- 
zrammes of about US$3. billion, about 
JS$1.6 billion in export credits and 
'ommercial borrowings, US$1 billion in 
'einvestment of interest on deposits 
eld by non-resident Indians, and about 
JS$100 million in private flows. 

. This US$6.8 billion leaves about 
JS$3 billion in exceptional financing 
reeds, of which about US$2.4 billion 
will be covered by the IMF, World Bank 
ind the Asian Development Bank. Bi- 
ateral donors will be asked at the Paris 
neeting to provide the remaining 

500 million in fast-disbursing 
oans. » 
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Flight to a 


merger 


Australia s main airlines 
to form mega-carrier 


By Alan Deans in Sydney 


anberra's surprise decision to merge 
C its two state-owned airlines, Qantas 

and Australian Airlines, represents a 
political about-face as well as the pressures 
of a dramatically worsening budget deficit. 
But the policy shift promises considerable 
benefits for aviation. 

The merger will create a mega-carrier, 
similar in size to Japan Airlines. Qantas’ 
A$400 million (US$306 million) purchase 
of Australia Airlines, its domestic counter- 
part, will be consummated in coming 
months, and will be followed early in 1993 
by the estimated A$2.5 billion public float 
of the merged carrier. 

The benefits will be several-fold: Treas- 
ury coffers will swell by a total of more 
than A$1.5 billion, the new airline will re- 
ceive a much-needed capital injection, and 
Australian skies will be thrown open to 
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further competition in an effort to keep the 
lid on domestic fares. 

The governing Labor Party’s previous 
aviation policy had called for the 100% sale 
of Australian Airlines and a 49% flotation 
of Qantas. Prime Minister Paul Keating an- 
nounced the turnaround on a Sunday T\ 
current-affairs programme, catching much 
of his own party off-guard. He also swept 
aside the government's broadcasting policy 
by announcing the issue of new pay-televi- 
sion licences and the initial exclusion of 
Australia's current commercial television 
operators. 

The moves came as the government 
tried to dig itself out of a political mess 
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that resulted in the resignation of its trans- 
port and communications minister, 
Graham Richardson over his alleged role 
in an immigration scandal. They also fol- 
lowed confirmation that the 1991-92 
budget deficit would soar to A$10.5 billion, 
compared with forecasts of A$4.7 billion. 

The undoubted winner from the avia- 
tion changes will be Oantas. It had been 
crying out for a capital injection to allow it 
to compete more strongly with other re- 
gional carriers. The privatisation involves 
a trade sale this year of a 35% stake to for- 
eign carriers — Singapore Airlines, British 
Airways, Japan Airlines and Air New Zea- 
land have all expressed interest — and 
then the float of the remaining 65% by next 
April. The deal will allow Qantas to retain 
up to half of the proceeds. 

The carrier will then boast a fleet of 
about 80 aircraft, staff of 30,000 and assets 
of A$8 billion. Pre-tax earnings, already 
forecast to turn round from a loss of A$158 
million in 1990-91 to a profit of around 
A$100 million this fiscal year, should ben- 
efit by an extra AS200 million in interest 
savings. 

The loser will be privately owned 
Ansett, the second major domestic airline. 
Ansett, which has received permission 
now to fly internationally, wants to pick 
up lucrative trans-Tasman and Asian 


routes. The government, however, has de- 


layed the granting of rights to fly profit- 
able routes such as Sydney-Auckland for 
several years to protect Qantas. Ansett will 
also lose revenues of about A$150 million 


. annually because of the scrapping of an 


agreement allowing it to carry Qantas pas- 
sengers within Australia. 

Shares in Ansett’s half-owner, TNT, have 
tumbled from A$1.93 each before the 
policy change to A$1.65 recently, and 
executives have warned staff that the air- 
line is facing a critical period. Ansett's lat- 
est financial results, for the year ending 


. June 1991, showed a loss of A$231 million 


and it needs fresh capital to re-equip its 
fleet. 

While Qantas spends the next year fo- 
cusing on its merger and privatisation and 
Ansett grapples with problems of how best 
to internationalise, the domestic scene will 
be opened to fresh competition. 

The prospectus for the A$50 million flo- 
tation of Southern Cross Airlines closed on 
12 June. This new carrier plans to take over 
the livery of the failed Compass Airlines, 
which went into liquidation last December 
after a brief but bitter discount war with 
Ansett and Australian. 

Southern Cross recently issued a re- 
vised prospectus which said that profits 
would be higher than initially forecast, 
partly because of a surge in air travel. 
Lower air fares have caused domestic pas- 
senger traffic to rise by 22% over the past 
year, whereas Southern Cross had planned 
for market growth of just 4.7%. * 


ECONOMIC MONITOR: TAIWAN 


Inflation rekindled 


nflation fears have been rekindled in 

Taiwan. Consumer prices were 6% 

higher in April and May than in the 

same months a year ago — a level of 
inflation not seen for nearly two years. But 
the picture is confused by the nature of the 
rises and the fact that wholesale prices 
have been dropping. 

The recent consumer-price increases 
have been pinned on the food sector, espe- 
cially vegetables. As food accounts for 33% 
of the consumer-price index, this was 
bound to have a big impact on "headline" 
inflation. But for the same reason, some 
economic planners argue that the appear- 
ance of resurgent inflation will only be tem- 
porary. 

Economists also note the apparent con- 
tradiction that while the consumer-price 
index has been rising since January, whole- 
sale prices have been falling for most of the 
past year. This was one more indication, 
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they say, of the domination of Taiwan's 
domestic markets by a few large com- 
panies and trade associations, which keep 
retail prices high. 

Other analysts argue, however, that the 
recent bout of inflation is symptomatic of 
something more fundamental. With a 
heavy public spending programme and 
full employment, the economy faces strong 
inflationary pressures that will remain a 
problem for the next few years, they say. 

Upward pressure on the value of the 
New Taiwan dollar also shows that the is- 
land’s hot-house economy cannot be iso- 
lated from international pressures, which 
are affecting consumers as well as export- 
ers. 
Several leading economists say the main 
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villain in inflation is the government's con- 
troversial six-year national development 
plan. Spending to fund the first year of the 
plan, as well as to cover shortfalls in the 
government's operating budget, will be 
less than NTS200 billion (US$8 billion) for 
the year ending on 30 June. That amount is 
expected to double in the next fiscal year 
(even then, however, it will be well below 
original projections for development 
spending of NT$600 billion annually). 

The unemployment rate has meanwhile 
fallen to 1.3%. And in another reflection of 
a tight labour market, wages have been ris- 
ing at an annual rate of 12%. The legal im- 
portation of 3,500 foreign labourers is only 
just beginning to relieve the labour short- 
age in the construction industry. 

It is Taiwan's trade performance that 
continues to drive economic growth. Two- 
way trade for the first five months of the 
calendar year rose 12.4% to US$61.7 bil- 
lion, compared with the same period last 
year. The trade surplus amounted to 
US$4.9 billion, up 36% from a year earlier. 
Trade in the comparative period was con- 
siderably affected by the Gulf War, with 
exports falling by almost 25%. 

This year's trade boom has been pro- 
pelled by the lop-sided commerce with 
China via Hongkong. Exports to Hong- 
kong rose to US$4.7 billion during the first 
quarter of the year, a rise of 45% over the 
same period last year. Imports from Hong- 
kong climbed at a slower pace of 34% and 
amounted only to US$638 million. 

The unusually robust trade picture has 
convinced economists that Taiwan is fac- 
ing a higher level of economic activity than 
indicated by the GNP growth rate of 7.2% 
projected by the government's Council for 
Economic Planning and Development. In 
fact, some economists are now forecasting 
Taiwan could achieve 8-8.5% growth this 


ear. 

Besides the boost from large infusions 
of public spending and the escalation of 
the China trade, the economy is expected 
to benefit from the projected recovery of 
Taiwan's major trading partners. The Tai- 
wan Institute for Economic Research esti- 
mates that for every 1% increase in Ameri- 
can GNP, Taiwan's exports rise by 4%. 

Furthermore, Taiwan is rapidly inte- 
grating itself into the regional economy of 
southern China, where provincial growth 
rates have been in the double digits. That 
means the island should have little diffi- 
culty meeting a government forecast that 
per-capita GNP will exceed US$10,000 by 
the end of this year. m Julian Baum 


25 JUNE 1992 


126 YEARS’ EXPERIENCE HAS GIVEN Us 
SPECIAL SKILLS IN ASIA. 





Mastering the intricacies of Asian 


finance takes time and experience. At 
HongkongBank, we’ ve been sharpening 
our specialized skills since we opened our 
first office in 1865. 

Today, we are known worldwide for 


our expertise in the region. 


As the principal member of the 
HSBC Group, we enjoy the support of 
experienced staff in the Group’s 1,400 
offices worldwide, including over 600 in 
Asia. Staff with many years of experience 
in their home markets. 

In this way, we have developed 


insights which will help you transact 


business effectively anywhere in the world. 


The HSBC Group’s member companies 


offer a comprehensive range of financial 


services: trade finance, treasury, securities, 


merchant banking, private banking, 


CONSOLIDATED HSBC GROUP ASSETS AT 31 DECEMBER 1991 EXCEED US$160 BILLION 





insurance, and Hexagon, our global 

electronic financial services svstem 
Contact your nearest HongkongBanl 

office, and learn how we can help yor 


make your mark in Asia 


HongkongBank 


The Hongkong and Shanghai Banking Corporation limited 


Fast decisions. Worldwide. 


d 


J 





B meas 

















and jrowing 
companies, Digital presents the 
applicationDEC  farnily 

An outstanding range of multi tasking 
computer systems. All based on ar 
open technology platform that runs 


over 40,000 business application 


ay 


All able to Operate simuitane 





INTRODUCING THE COMPUTER 


timesharing computers 


(O 
(o 
() 
; 


UNIX. All able to ‘seamlessly integrate 
existing PCs. Expandable and upgradable 


to protect your investment lesigned 





to afford you and your people the 
best results. Very affordably 

(Dur single processor applicationDEC 
400xP is the most competitively priced 
on the market.) 

For full details, return th: oupon 


post haste. And prepare to ex: 





DIGITAL TH E D E N | N A 6G I 

r _-— -á á- á- « =- — = - 
Please se 
E, 







Compa Ss —— —— — * 
I 
j Address — — — 
I 
COigta| Equipment Corparebon. 1992 Digtal. apphcationDEC and the DIGITAL ! Te cee E — — 
logo ere tredernarks of Digital Equipment Corporeocon SCO ue reg atered ' Return to Asi Marketing Serves t» P r lator 
trademark of The Sente Cruz Operation. inc. UNIX is a registered tenerse at i 





The Individual 





One of the greatest pleasures in life is simply to be treated as 


an individual. To speak and be heard. To ask and be helped. 


That’s why we created Sheraton Towers. To offer you what 


you want, when you want it. 


Like much of life, it’s just that simple and just that difficult. 


But we like the challenge. Because meeting it makes life that 


much more satisfying for all of us. 





—~ 


Shir OWS 


WHERE SERVICE IS ANYTHING 
YOU WANT IT TO BE 


AUCKLAND * BANGKOK * BRISBANE * HONG KONG * MELBOURNE * NEW DELHI + SEOUL + SINGAPORE 
ITT Sheraton 





INVESTMENT 


Lost incentive 


Japanese investors turn away from Uncle Sam 


By Susumu Awanohara in Washington - 








sue during the 1988 presidential cam- 

paign, has receded from view this time 
around. The reason: foreign investment in 
the US plummeted last year, especially 
from Japan. 

Coming at a time when the US Con- 
gress as well as the public are pondering 
whether and to what extent they want to 
see the Japanese buy a bigger piece of the 
US, the deflated investment figures may 
soften US attitudes towards Japanese ac- 
tivities here. 

The latest statistics confirm that new 
foreign investment in US companies and 
real estate fell by 66% in 1991, with outlays 
by the Japanese — the biggest foreign in- 
vestors since 1990 — dropping by an even 
more dramatic 75%. 

The US Commerce Department said 
that businesses acquired or established by 
foreigners and real estate purchased by 
them totalled US$22.6 billion in 1991, com- 
pared with US$65.9 billion in 1990. Direct 
investment from Japan last year amounted 
to just US$5 billion, down sharply from 
US$19.9 billion a year earlier. 

According to the Commerce Depart- 
ment, the weak US economy and reduced 
availability of bank capital for mergers and 
acquisitions are contributing to the invest- 
ment slump. On the Japanese side, inves- 
tors have obviously been constrained by 
reduced profits, weak stock and property 
prices and the higher cost of capital in Ja- 
pan. Japanese investment may also have 
been lured away by attractive investment 
climates in Europe, East Asia and possibly 
Latin America. 

Furthermore, the backlash in the US 
against the flood of Japanese investment 
may be marginally contributing to this di- 
version of capital, say Japanese experts. 
Some Japanese investors complain they are 
being harassed, pointing to allegations that 
they are cheating on US taxes (by moving 
profits offshore, notably to Asia, through 
the use of transfer pricing), circumventing 
local-content regulations under the US- 
Canada free-trade agreement or trying to 
buy up the remaining gems among US 
high-technology companies. 

But the main reason Japanese invest- 
ment in the US has slowed is that Japanese 
companies here are not profitable. Accord- 
ing to the latest figures from Japan's Minis- 
try of International Trade and Industry 
(Miti), operating-profit margins of Japan- 
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ese-owned ventures grew from 2% in fiscal 
1989 to 3% in fiscal 1990 in Asia and from 
0.8% to 1% in Europe, but fell from 0.5% to 
minus 0.1% in North America. More strik- 
ingly, while profit margins of Japanese 
manufacturing ventures were growing 
from 3.8% to 5% in Asia, and from 2.3% to 
3.2% in Europe, they were falling from 
0.2% to minus 0.9% in North America, Miti 
says. 

With the US recovery weak, Japanese 
investment in the US is likely to remain 
sluggish, as the latest Japanese Ministry of 
Finance figures suggest. These approval- 
basis figures show that in the year ending 
March 1992, overall Japanese direct invest- 
ment approvals dropped 27% to US$41.6 
billion, while approvals for investment in 
the US fell by 31% to US$18 billion. In con- 
trast, the ministry indicates that foreign in- 
vestment into Japan jumped 56% to US$4 
billion, with the US doubling its investment 
into Japan to US$1.2 billion. 

On 9 June, sponsors of a wide-ranging 
anti-Japan trade bill in Congress withdrew 
a key provision restricting sales of Japan- 
ese-brand cars in the US, including those 
manufactured by Japanese transplants in 
the US. The sponsors conceded that rejec- 
tion of national treatment for the Japanese 
transplants could hurt the American work- 
ers employed by them. 

On 11 June, major league baseball own- 
ers approved the controversial sale of the 
Seattle Mariners baseball team (at about 
US$100 million) to a Japanese-led invest- 
ment group led by Nintendo. One condi- 
tion was that Nintendo should limit its 
stake and that actual control of the team 
remain in American hands. k 
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Telecoms tug 0° war 


By Doug Tsuruoka in Kuala Lumpur 
he stakes are rising in a three-way 
contest for a Malaysian manufac- 
turer of telephone cables. The win- 

ner is likely to control a sizeable share of 

the country’s fast-expanding cable market, 
which could be worth at least M$6 billion 

(US$2.4 billion) in sales over the next five 

years. 

Sapura Holdings, the country’s top 
maker of telephone-terminal equipment 
and one of three companies vying to take 
over Federal Cables, Wires & Metal Manu- 
facturing, announced on 12 June that it had 
raised its offer for Federal to M$1.60 a share 
from M$1.45 a share. 

The move will intensify the struggle for 
Federal between Sapura and two other 
contenders. One is Ekran Bhd, a private 
company controlled by Sarawakian timber 
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tycoon Ting Pek Khiing, and the other is 
Leader Universal Holdings, the country’s 
biggest cable manufacturer. 

Sapura's revised offer follows Leader's 
bid of one of its shares for every six of Fed- 
eral, plus a cash payment of M$1.20 a 
share, effectively valuing Federal's shares 
at M$1.60 each. Ekran has also revised its 
bid to the tune of one new Ekran share 
with a cash payment of 50 M cents for 
every two Federal shares. Based on the 
price for Ekran’s forthcoming public issue 
of shares at M$2.80 each, this values Fed- 
eral at roughly M$1.65 a share. 

The tussle began in March, when a sup- 
posedly friendly bid to acquire all the 
shares of Federal by Leader fell apart, 
bringing Ekran and Sapura into the pic- 
ture. Federal was delisted from the Kuala 
Lumpur Stock Exchange six years ago, af- 
ter an unspecified number of shares in the 
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company went missing. There are also 
charges that some of the company’s stock 
certificates were faked. Federal is believed 
to have issued capital of at least 77.1 mil- 
lion shares, of which 8.9 million shares are 
thought to be “irregular.” 

Few other details on the bids from 
Sapura, Ekran and Leader have been made 
available, but analysts say the offers cover 
share certificates that may have disap- 


peared. 
Stockbrokers believe that at least two 
bidders for Federal are tied to top 


political figures. Ekran's Ting is being por- 
trayed as an indirect associate of former 
Finance Minister Tun Daim Zainuddin 
through several hotel ventures on 
Langkawi Island. 

Daim, treasurer of the main ruling 
party, the United Malays National Organi- 
sation (Umno), is also head of the govern 
ment's Langkawi development commis- 
sion, which is promoting the establishment 
of hotels at the tourist destination. Sapura 
Holdings Executive Chairman Tan Sri 
Shamsuddin bin Abdul Kadir is known to 
be a close friend of Prime Minister Datuk 
Seri Mahathir Mohamad. 

Sources close to the takeover battle say 
that both Leader and Sapura are being 
pressed by outside parties to drop their 
bids for Federal in favour of Ekran. Others 
contend that all three are being pushed into 
fashioning some sort of compromise. 

The reason for the high degree of atten- 





Telekom has its cheque book out. 


tion focused on the takeover fight is that 
the stakes are mounting in the telecommu- 
nications business. This was underlined 
when Telekom Malaysia announced in 
March that it had tapped five foreign-led 
contractors in a tender to provide M$2 bil- 
lion worth of new digital telephone lines. 
The tender is the largest for telecommuni- 
cations equipment ever made by the Ma- 
laysian Government. 

Telekom Malaysia has also announced 
that it would undertake M$12 billion in 
new equipment procurements over the 
next five years. A large part of these pur- 


: Black mark for Islamabad 


By Salamat Ali in Islamabad 


The IMF has delayed consideration of a 
US$1 billion loan to Pakistan following 

. an inspection team's visit to Islamabad 
in the first week of June. At the end 
. of its visit, the team questioned the 

d of key economic data, particu- 
- larly the government's estimates of its 

budget deficit. Without assurances from 

Islamabad that it can meet economic tar- 

ce the IMF is not expected to release 

. the loan 
E. Team leader Shakoor Shalan said the 
. Officials would return to reassess the situ- 
. ation in three months' time. He also 
. asked the government to resubmit 
macro-economic data for the year end- 
e (satan 

ures for the coming fiscal year. 

The team's is thought to 
reflect IMF concern that Islamabad's han- 
dling of its finances is veering seriously 
. off-track. Pakistan pledged to the IMF last 
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year that it would keep its budget deficit 
at 4.8% of GDP. But in April, Finance Min- 
ister Sartaj Aziz told aid donors that the 
shortfall would be about 6.1% of GDP by 
the end of June. In May, he told Parlia- 
ment it could hit 6.5% (Pakistan has re- 
jected a World Bank assessment that it 
would go as high as 9%). 

Spending plans for 1992-93, an- 
nounced on 14 May, envisage outlays of 
Rs 285 billion (US$11.4 billion), sup- 
ported by Rs 140 billion in domestic bor- 
rowings and Rs 50 billion in foreign lend- 
ing. These debt levels could prove dou- 
bly onerous because of high interest 
rates. Last year, the government con- 
sumed Rs 120 billion in loans raised 
through treasury bonds and federal in- 
vestment bonds, both paying 15% inter- 
est. The fear is that debt servicing costs 
in 1993-94 could rise as high as Rs 125 
billion. 

The Asian Development Bank (ADB), 
too, has expressed concern at Islama- 
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chases include new cable equipment. The 
step is sure to swell the profits of telecom- 
munications-related companies such as 
Federal. There also has been talk that a 
group of companies linked to Umno plans 
to set up a rival telecommunications con- 
sortium that would compete directly with 
privatised Telekom Malaysia. 

Sapura especially would stand to gain 
from any takeover of Federal. It supplies 
almost all the plastic telephones purchased 
by Telekom Malaysia through its sub- 
sidiary Uniphone, and maintains a pres- 
ence in overseas markets such as Vietnam, 
where it already has an assembly plant. 
The company is also searching for a niche 
in more advanced markets like Japan and 
the US. 

Given Sapura's track record in commu- 
nications-related hardware, many analysts 
are intrigued by the interest shown in Fed- 
eral by a timber concern such as Ekran. Its 
tilt at the cable company has been reported 
upon at every step by some Malaysian 
newspapers, leading some to conclude that 
the Federal takeover was part of a well- 
organised plan by the Sarawak tycoon to 
diversify his business activities and boost 


his public image. 

Ting's interest in Federal is understand- 
able. In the financial year ended 30 June 
1991, its pre-tax profit rose by over 300% to 
M$10.6 million. The up-and-coming cable 
maker controls nearly 33% of the domestic 
cable market. a 


bad’s high government spending. The 
Manila-based bank has pointed out that 
Pakistan is spending 7% of GDP on de- 
fence alone — a figure the ADB says is 
the highest among its members. 

Meanwhile, the IMF is also unhappy 
at Aziz’ decision to roll back some taxes 
he had proposed in his budget statement 
for the coming year. The changes were 
forced on Aziz in order to get the budget 
through Parliament, but could cost Rs 1.5 
billion a year in lost revenue. 

Independent economists believe it 
will be hard for Islamabad to meet the 
conditions that the IMF is likely to lay 
down as the cost of granting the US$1 
billion loan. The most important of these 
is the budget deficit-to-GDP ratio. Given 
the fiscal indiscipline that pervades Paki- 
stani ministries, there is little hope that 
the political tendency to commit large 
funds to off-budget projects can be 
curbed quickly. 

The government is still pinning its 
hopes on winning agreement from the 
World Bank to meet a substantial part of 
its foreign-exchange requirements for 
1992-93. But if the World Bank does not 
oblige, Pakistan would need the IMF loan 
quickly to pay off its short-term debts. = 
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Capitals of capital 


Few people took much notice when Hongkong’s secretary for monetary affairs 
hosted a meeting of senior financial officials from Tokyo, Singapore and Sydney in 
early May. Hongkong happened to be hosting the annual meeting of the Asian 
Development Bank at the time. Yet history might view the little gathering brought 
together by David Nendick as being more in the nature of a Boston Tea Party than 
a polite cocktail party. It may have prepared the ground for Japanese “hegemony” 
in Asian regional capital markets. (That unusually candid description belongs to a 
former Japanese financial official.) 

Whether you view Japan's strategy in arranging this meeting as hegemonistic 
or simply realistic depends partly upon the standpoint adopted. London is the 
leader among regional capital markets and New York is the financial pole of the 
Americas. So why should not Tokyo, a world-size financial market, be primus inter 
pares in Asia? 

Tokyo tried in a rather half-hearted way to become a true regional financial 
centre during the 1980s by establishing an offshore banking market and flirting 
with deregulation of its capital markets. But compared with Hongkong — or even 
Singapore and Sydney — Tokyo is still a closed (and expensive) shop. 

It now seems less concerned with deregulation, more with talking these other 
financial centres into accepting what might be politely termed a more "specialised" 
role. The less polite might say that Hongkong, Singapore and Sydney are being 
invited to put on straitjackets. 

Yuichi Ezawa, director-general of the international finance bureau at Japan's 
Ministry of Finance, was at Nendick's little party. His vision of the respective 
future roles of the other participants is revealing. Hongkong, according to the 
Finance Ministry's scheme of things, 
might do well to concentrate on meeting 
China's financing needs; Singapore 
should stick to playing the role of finan- 
cial nexus for Asean; and Sydney should 
look after the needs of Oceania. Tokyo 
will content itself with being one of the 
triumvirate of world-class centres, along 
with London and New York. 

It is important for the capital markets 
of Asia and Oceania to "grow together" 
rather than for one market to take away 
business from another, say people such as 
Ezawa. Sensible though this may sound, 
it assumes a fundamental change in finan- 
cial cultures. 

Hongkong emerged as a thrusting financial centre because of its freedom from 
regulation, which in turn bred competition, efficiency and relatively low costs. 
Singapore followed suit, to some extent. Even Sydney has managed to clear out 
some of the protectionist practices. 

These centres would be asked, in effect, to jettison such healthy competition for 
a tidy little scheme attractive to bureaucrats but not to businessmen. Of course, the 
guests at Nendick's party did not discuss any such radical scenarios. Nevertheless, 
such a meeting promises to beget a regular forum, in which Japan's Finance Min- 
istry can make its views known and its influence felt among other Asian markets. 
The Bank of Japan established regular liaison with other central banks in Asia in 
just this way. Such an initiative is not unique to the Japanese. At least, not on face 
value. From time to time, Australia's central bank and the Federal Reserve in San 
Francisco have tried to build regional cooperation among Asia-Pacific financial 
centres. 

There is nothing wrong with a spirit of competition that motivates one financial 
centre to try and find out what the others are up too. Tokyo's scheme, on the other 
hand, appears designed to achieve through restriction what it has not attained by 
competition. m Anthony Rowley 
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The other Cojuangco 





‘Tony’ emerges as new force in Philippines 


By Jonathan Friedland in Manila 





ne of the biggest winners in the 

Philippine general elections on 11 

May is a Cojuangco who did not 
run for office. He is Antonio "Tony-Boy" 
Cojuangco, president of the country's near- 
monopoly telecoms company and the new 
chairman of the country's main airline. 

The nephew of both the outgoing 
president, Corazon Aquino, and of the 
apparent runner-up in the polls, Eduardo 
“Danding” Cojuangco, Antonio has shown 
a knack for turning the clan's political clout 
to his business advantage. 

Three months before the elections, the 
younger Cojuangco headed a consortium 
that paid P9.6 billion (US$370 million) for a 
67% shareholding in Philippine Airlines at 
a huge financial risk to himself. In order to 
Obtain bank lending to cover most of the 
price of his family's stake in the consor- 
tium, the 40-year-old Cojuangco pledged 
the family's shares in Philippine Long- 
Distance Telephone Co. (PLDT) as collat- 


. eral. He was betting on the expectation that 


the next president could win back business 
confidence dented by Aquino's term of 
office. 

The gamble appears to be paying off. 
With Fidel Ramos nearly certain to assume 
the presidency, foreign airlines have begun 
negotiations to acquire a 30% stake in Phi- 
lippine Airlines and to play an important 
role in returning it to profitability. The 
airline had a loss of P2.3 billion on revenue 
of P18 billion in 1991. 

The prospect of Ramos taking up resi- 
dence in Malacanang Palace is also likely 
to buoy PLDT's plans to set up a joint ven- 
ture with a major foreign investor aimed at 
giving it cheaper access to technology and 
cash in exchange for a big slug of equity. 
Industry executives say the company has 
held discussions with AT&T Co. of the US, 
Siemens of Germany, and Hutchison 
Telecom of Hongkong, among others. 

The general elections have nicely posi- 
tioned Cojuangco in another way as well. 
He has taken great care to steer the middle 
road between Ramos — to whose cam- 
paign he allegedly provided financial sup- 
port — and his uncle Eduardo Cojuangco, 
whose Nationalista Party controls 40 seats 
out of 200 in Congress. Having links to 
both men will prove useful because of the 
dependence of PLDT and Philippine Air- 
lines on the cooperation of the president 
and Congress in setting rates and fares. 

Friends say a judicious handling of 


competing politicians comes naturally to 
Cojuangco because of the experience he has 
gained from the many vitriolic clashes 
among various branches of his family. 
^When Marcos was in power, he reached 
out to" Aquino and her late husband, op- 
position politician Benigno, says an ac- 
quaintance. And after the 1986 people's 
revolution that forced Ferdinand Marcos 
into exile, Antonio made an effort to help 
Danding's children, the source adds. 
Eduardo Cojuangco fled to Hawaii with 
his patron, Marcos, and did not return un- 
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Cojuangco's privileged position with 
Ramos, Aquino’s hand-picked successor, 
should continue to enable him to thwart 
competitors. Companies trying to enter the 
airline and telecommunications industries 
need congressionally mandated franchises. 
Cojuangco has proved adept at using his 
political and financial clout to constrain 
would-be telephone rivals. 

His acumen in this regard is similar to 
that of Eduardo Cojuangco, who used his 
monopolistic control of the copra industry 
to amass a corporate fortune 
under Marcos. Antonio has 
used the power of PLDT, which 
he has managed since the 
death in 1982 of his father, 
Ramon, to expand into real es- 
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tate, media, financial services and now 
aviation. 

“Tony Cojuangco is on top of a pair of 
geese that lay golden eggs,” says Homer 
Perez, director of research at Asia Equity 
in Manila. “For such a young guy, he occu- 
pies a pretty lofty position in both politics 
and the economy.” 

This position is likely to be strengthened 
further now that the general elections are 
over. As political uncertainty disappears, 
new opportunities are likely to open up for 
PLDT and Philippine Airlines. 

The two companies, with combined as- 
sets of nearly P50 billion, have suffered 
from a long period during which their 
thirst for financing has been suppressed. 
Both desperately need to modernise. 

At the very least, Cojuangco is likely to 
ensure that PLDT maintains its monopoly 
position. Cojuangco has burnished the 
company’s reputation among foreign 
shareholders, who control more than 50% 
of common stock, compared with his 
family’s estimated 11% shareholding. He 
has also withstood efforts by the Aquino 
administration to loosen the company’s 
grip on the nation’s domestic telephone 
service. 

PLDT controls 87.5% of all telephones 
in the country, down from 94% four years 
ago, and the lion’s share of the long-dis- 
tance business. In 1992, the company is 
expected to post a net profit of P5.3 billion 
on revenue of P20 billion, according to 
Barings Securities. 

For a man who controls two of the 
three largest privately owned companies 
in a country that thrives on gossip, sur- 
prisingly little is known about Cojuangco. 
He has a strong aversion to publicity and 
to talking with strangers. He turned down 
repeated requests to be interviewed for this 
article. 

“He hasn't decided to have an image as 
Howard Hughes," says Antonio Samson, 
PLDT's first vice-president. “He is just very 
cerebral." 

Brought up in the lap of luxury, 
Cojuangco spent his childhood in relative 
isolation “during the years when kidnap- 
ping was common," a family friend says. 
“He always had goons and drivers with 
back-up cars around him. It was home tc 
school and back every day." 

Cojuangco, who graduated summa cum 
laude from Manila's blue-blood Atanec 
University, earned a master's degree ir 
business administration from Stanford 
University in California. He returned tc 
Manila in 1975 and took up a position as ë 
deputy to Roberto Anonas, the then chie 
executive of Philippine Commercial Inter 
national Bank. 

He spent seven years at tht 
bank, first working in th« 
treasury department and ther 
with its international opera 
tions, spearheading the open 
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ing of offices in New York, Los Angeles 
and Hongkong. “Tony was very good in 
treasury,” says Anonas, who is now presi- 
dent of the Cojuangco-controlled Bank of 
Commerce. “He is a very intelligent guy 
who understood risk well.” 

Cojuangco's early connections continue 
to pay off. Ramon del Rosario, who is 
widely expected to be appointed as Ramos’ 
finance secretary, acted as Cojuangco's in- 
vestment banker on the Philippine Airlines 
deal. Anonas, who became chairman of the 
Development Bank of the Philippines after 
he left pct Bank, prodded Cojuangco to 
make a bid for the airline. Development 
Bank had been the carrier's largest credi- 
tor, so Anonas had a good understanding 
of the airline's value. 

Cojuangco's father, a back-slapping 
politician, took control of PLDT in 1975 
with Marcos' help. When he died sud- 
denly in 1982, his son stepped in to take 
the reins of the company. What he found 
was a cash cow with serious management 
problems. Although the company made a 
huge profit from the toll it levied on all 
long-distance telephone calls in and out 
of the Philippines, it had gained a reputa- 
tion during the Marcos era for being 
among the most corrupt companies in the 
country. 

Cojuangco slowly replaced his father's 
cronies at PLDT with a team of professional 
managers headed by chief operating officer 
Enrique Perez. The new managers tight- 
ened expense controls and expanded the 
company's hegemony without loosening 
the Cojuangco family's hold on the com- 
pany. Despite debts that have frequently 
come near to breaching debt-equity ratio 
covenants in borrowing agreements, the 
company has not issued any new common 
stock since 1987. Its debt:equity ratio cur- 
rently stands at a rocky 1.6:1. 

Ironically, the aspect of PLDT that en- 
dears it to foreign shareholders — its re- 
luctance to issue equity that would dimin- 
ish Cojuangco's hold on the 
company and dilute its 
earnings — has beggared 
its expansion. The Philip- 
pines has fewer telephones 
per head than any other 
country in Southeast Asia, 
and an estimated 500,000 
potential subscribers are 
awaiting lines in Manila 
alone. 

It is difficult to say 
how much Cojuangco is 
worth. His family's share- 
holding in PLDT is said to 
total US$170 million. (The 
Cojuangcos have a voting 
share in the telephone 
company equivalent to 339; 
because of the authority 
granted to the company 
by Marcos in 1973 to re- 
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Cojuangco: empire-builder. 


Man of many 
interests 


Over the past six years, Antonio 
Coj 's empire has from 
Philippine Long-Distance Telephone 

his em- 
pire, Cojuangco has forged alliances 
with an impressive array of local ty- 
coons and financial institutions. 

Apart from the hone company, 
Cojuangco's snum and part- 
ners include: 
> Philippines Airlines — together with 
the Zobel family, which controls Ayala 
Corp., the Soriano family, which runs 
San Miguel Corp., George Go, owner of 
Equitable Banking 


together 
George Go, Roberto Anonas, former 


quire new telephone subscribers to re- 
quire non-voting preference shares.) 

It is impossible to confirm the size of 
the Cojuangco family's stake in PLDT be- 
cause the company purposely has not up- 
dated its public shareholders' registry since 
1989. Bankers say Cojuangco pledged a 
substantial portion of his family's PLDT 
stake as collateral for most of the US$212 
million in financing needed by family- 
owned Aeropartners to purchase a 55% 
stake in PR Holdings, which won the con- 
test to take over Philippine Airlines. 

Cojuangco's unwillingness to increase 
PLDT's equity and the difficulty the com- 
pany faced in borrowing overseas has 
meant that financing for each stage of ex- 
pansion has been cobbled 

f: together from bank loans 
. 2 and suppliers’ credits. Con- 
* sequently, the company has 

often fallen behind sched- 
ule in meeting expansion 
goals. The company cur- 
rently hopes to double the 
number of installed tel- 
ephone lines to 2 million by 

1996, 

The company’s funding 
shortage is about P2 billion 
annually at present, ac- 
cording to PLDT's Samson. 
The current expansion pro- 
gramme is being paid for 
out of retained earnings, a 
P4 billion commercial- 
paper programme and a 
US$125 million World 
Bank loan. “We will have 
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chairman of the Development Bank of 
the Philippines, and the 
family, which runs one of the country's. 


> Manila Chronicle Corp. — a news- 
paper publishing firm, together with 
media magnate Eugenio Lopez and 
stockmarket tycoon Robert Coyiuto Jr. 
P First Pacific Land and Steniel 
Manufacturing . — a real-estate 
firm and a d. ax manufac- 
turer, together with F ised 
First Pacific Co., a firm majority-owned - = 
by Indonesian magnate Liem Sioe 
Lio 


ng. 
> Landmark Corp. — owner of a 
Makati department store, together with 
family controls the Ansons appliance 
store chain. | 


to approach our funding shortfall by issu- 
ing equity," Samson says. "We are looking 
for an international telecommunications 
company with whom to do a share place- 
ment." He adds that a new joint venture 
will probably be set up to absorb the for- 
eign investment. 

PLDT has been more adept at stifling 
competition than in meeting demand for 
more telephones. Aquino's first secretary 
of transport and communications, 
Reynaldo Reyes, slashed the company's 
long-distance charges and raised its tax 
rates. In addition, he offered to auction li- 
cences to provide long-distance telephone 
services and to build competing inter-city 
telephone trunklines. 

Reyes was booted out of his post in 1990 
and replaced by Pete Prado, who attended 
Ataneo with Cojuangco and who has taken 
a far less aggressive stance towards PLDT. 
Improved relations with the government 
allowed Cojuangco in mid-1991 to win a 
new 25-year national telecommunications 
franchise for the company, despite the fact 
that its current franchise was not due to 
expire for 14 years. 

Although the Aquino administration 
broke PLDT's monopoly on the handling of 
international calls in 1990, the company 
has dogged competitors trying to enter 
the market at every step. Eastern Tele- 
communications Philippines received a 
licence to compete with PLDT, while its 
sister company Digital Telecommu- 
nications Co., or Digitel, successfully out- 
bid PLDT in an auction to decide which 
company would operate two regional tele- 
phone systems. 









~~ But both Eastern Telecommunications 
^ and Digitel, which are 40%-owned by 
.. Cable & Wireless, have been challenged 


.. regularly in the courts. “Eastern Tele- 


communications and Digitel have the 


© technology and financial backing to be a 


threat to PLDT," says Marjorie Balbuena, an 


:* analyst at Peregrine Securities in Manila. 


"So PLDT has done what's necessary to 
stop them." 

PLDT has refused to allow Eastern Tele- 
communications to feed off its circuits. As 
a result, Eastern Telecommunications has 


managed to win only a tiny proportion of 
the country's long-distance business. For its 
part, Digitel recently lost à court case in 
which it attempted to overturn a contro- 
versial decision by the Department of Jus- 
tice. The department had thrown out 
Digitel's bid for regional telephone systems 
because it had not been granted a franchise 
to operate them by Congress. 

"In terms of competition, PLDT plays 
very hard," says Jorge Bernardo, deputy 
commissioner of the National Telecom- 
munications Commission. "Over the past 


Cae. end finas associated with figuel l E. th 
obel family, which runs Ayala Corp. war 


The consortium paid one fifth more than. 


ernment, which retains a 33% stake 


two years, we have dismantled the mo- 
nopoly, but they control the backbone [of 
the country's telephone system]. They allo- 
cate the circuits, and no other company to 
date has been able to build its own back- 
bone.” 

Samson says PLDT has played fair in 
dealing with its competitors. “Our attitude 
has changed,” he says. “We were more 
ageressive against the competition two 
years ago, but now we are concentrating 
on how to meet them, rather than stop 
them.” D. 


its conclusion i in 1 early 1992. The 


| : airline's s executives say that the. pros- 
e hurdle price set by the government, pects of | 
with Cojuangco borrowing most of the — 
e money he needed by pledging his: 
© shares in rod pine Long Distance Tele- 
- phone. gem oe 
_. AS part. of the deal, the Philippine B 


fa sale have. now improved a aS 


a airline, 4 assumed the a s. | 


pursue | a. din d dollar valence 
orogramme which began last year by 
ak ing up; an option to purchase as many 


Asa first step | towards reviving. the s rove 


airline, Cojuangco last month brough 
j ane World a former senior exec 


r jor ai odi 1 no tran 
th ght to be the lead 
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Maria Alba doesn’t always \ 
choose the safest slopes... ~ 
But she chose the safest bank. 





Republic's number one priority is protecting | bank that is dedicated to your protection 








our clients’ funds. That's why we rank number for our latest Quarterly Report to: Informatio 

one, among large U.S. banks, in total risk- Center, Republic National Bank of New York 

weighted capital ratio. Fifth Avenue at 40th Street, New York, N` 
Safety breeds strength. And in today’s | 10018. Or call (212) 221-6056. Outside New 

uncertain times, Maria Alba knows you need a York City: (800) 522-5214. 

bank that offers the best combination of safety, 

strength and service. Bear Stearns recently wrote REPUBLIC 


about Republic: “Its operating philosophy based on NATIONAL BANK 
depositor safety and high productivity has resulted in OF NEW YORK 


record earnings during a period when most banks are 








struggling.” 


If you would like more information about a 


NEW YORK * GENEVA * TOKYO : LONDON : ZURICH : LUGANO : LUXEMBOURG * PARIS - MONTE CARLO \ 
MILAN * GUERNSEY - BEIRUT - MIAMI - LOS ANGELES - BEVERLY HILLS + NASSAU * CAYMAN ISLANDS * MONTRE/ [NK 
HONG KONG * TAIPEI - JAKARTA : MONTEVIDEO: PUNTA DEL ESTE - BUENOS AIRES - SANTIAGO * MEXICO CITY * CARA« R 
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“ Dow Jones spoken here. 


Hier wird Dow Jones gesprochen." 


Dow Jones Nets Services 



















Tbe Wall M reet Journal 


Telerate Dow lones/Telerate 


Dow Jones Broadcast Services 


Barron's 


Ottaway Newspapers Ini 


Dow Jones News/ Retrieval 


Dow Vision 


"DOW JONES." 

Not even a handful of words in the language, yet it's spoken, 
viewed and read fluently wherever and however business is con- 
ducted in the world. 

IT'S A WRITTEN LANGUAGE, as exemplified by the many editions of 
The Wall Street Journal and publications like Barron's and Fai 
Eastern Economic Review. 

IT'S AN ORAL LANGUAGE, With “The Wall Street Journal Report” 


on television. 





Business has a universal language. rhe Dow 


It consists of two words. 


Jones Report” 





over the radio 















and customized news services delivered over the telephone 


el 


IT'S AN ELECTRONIC LANGUAGE, With instantaneous delivery of 
the exclusive financial information of Dow Jones/Telerate. And 
up-to-the-second news from Dow Jones wire services 

IT'S AN INTERACTIVE LANGUAGE, With breaking news and histori- 
cal data sped to desktops via Dow Jones News/Retrieval 

And it’s a language spoken and understood the world over 
because of its honesty, accuracy and independence. One that 
spans time zones and borders to encourage the freedom of 
expression and enterprise everywhere. 

For more than a century, Dow Jones has been the world's 
most authoritative, respected source of business news and in 
formation. Our mission for the second century is to serve even 
Dow Jones." , 
more customers in even more ways and places 

In other words, a universal language. With the accent on 


business. 


WEG. 


When the city of New York 
makes a request you don't take 


it lightly. They had an infrastructure problem. 


How to dispose of 15 million cubic meters of sludge annually. 
In 1992, new environmental laws will make it tougher for the city to dis- 
pose of waste. Thirty-eight international firms, all experts 





in environmental technology, 
submitted their bids for removal 
and treatment of the sewage. 
New York decided on a bid 
from Cologne in Germany's 
largest federal state, Nordrhein- 
Westfalen or NRW. In the heart 
of NRW is a machine and facility 
construction company that boasts 
some of the best environmental technology in the world. KHD- 
Humbold-Wedag AG is now supplying 53 "Centripress" waste water treatment machines to 
New York, and they have more bids in the works for neighboring communities and states. 


NRW is host to scores of technology centers like KHD. NRW also has some of the strictest 


NW. - 


Our climate is right 
for development 


environmental protection laws in the world. So it's only natural NRW 










should id the world's finest environmental protection technology. 
T. Vy’ NRW would like to bring that technology to 
Asia. To find out how NRW, Germany and 
you, can help keep Southeast Asia blossom- 
ing and growing, call the Gesellschaft Fuer 
Wirtschaftsfoerderung (GFW) Singapore 
Office (0065)36 60 008, FAX (0065) 33 69 938, or NRW 
"^ Japan K.K. 81 (3) 5210 2300, FAX 81 (3) 5210 2800. 
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Janeiro in Brazil from 3-14 June laid 
pare the acute and still unresolved differ- 
ences between rich and poor countries on 
the environment. To most Asian countries, 
e summit was a reprise of a stale debate 
ther than an analysis of the causes of glo- 
degradation. 
Malaysia's ambassador to the UN, Tan 
ri Razali Esmail, says the summit degener- 
ed into "a continuation of the North- 
uth dialogues rather than an attempt to 
prove the human condition." Indonesia's 
esident Suharto told the largest-ever gath- 
ring of state leaders: "It is high time that 
e abandon the colonial heritage whereby 
eveloping countries are relegated to the 
nction of mere plantation economies." 
Asian countries emerged as the main 
voices of the developing world during the 
ummit. Pakistan represented — — 
? 


Tae 





ases with vigour. African and 
Matin American countries as- 
‘sumed less conspicuous roles. 
. Malaysia’s staunch refusal 
Ko bow to US pressure for a 
stronger statement on defor- 
station prompted one US 
delegate to describe the coun- 
ry as the "bad boy" of the 
conference. "So be it,” Razali 
says. "Someone has to carry 
khe can. We don't want to be 
pushed aside and be bullied like we have 
de for the past 45 years." 
. Japan took a surprisingly low profile. 
This was attributed to a pressing domestic 
problem and to a reluctance to embarrass 
further an already-isolated President 
George Bush. "The Japanese stayed in the 
shadow of the Americans," says Emil 
Salim, Indonesia’s Minister for the Envi- 
ronment and Population. "They missed a 
good opportunity." 

The purpose of the UN Conference on 
Environment and Development (Unced), 
as it was known, was laid out by its secre- 
tary-general, Maurice Strong. "The cancer 
of environmental destruction is on the road - 
:0 being terminal,” he said. "What we need 
s a new global compact in which the in- 
lustrialised nations understand that they 
'annot secure their future without a part- 
vership with developing nations.” 
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lobal summit fails to live up to ambitions 


Although reality fell short of Strong’s 
vision, only the most pessimistic observer 
dismissed the summit as a waste of time. 
The vast majority of the world’s leaders 
who addressed the delegates praised the 
Unced process for heightening awareness 
of the world’s environmental problems. 
But they acknowledged that ingrained atti- 
tudes could not be changed overnight. 

For Asia’s poorer nations, the Earth 
Summit provided strong evidence that the 
US, Japan and other industrialised coun- 
tries are far more preoccupied with spe- 
cific environmental issues than with reliev- 
ing poverty. Developing countries argued 
that poverty is the fundamental cause of 
environmental degradation. 

If Unced did not deliver the concrete 
reforms many Asian leaders were seeking, 
the conference was not without its accom- 
plishments. Many industrialised countries 
became aware of what the South feels is 
necessary to marry protection of the planet 





to economic progress. 

Two major accords were announced. A 
treaty on climate change dealt with gases 
that are causing a warming of the earth's 
atmosphere. A second accord, on bio-di- 
versity, spelled out measures to protect 
flora and fauna. 

The Rio Declaration amounted to little 
more than a vague commitment to pro- 
environment Progress, while a set of non- 
binding principles on forestry management 
was also issued. A blueprint, known as 
Agenda 21, suggested how the world 
might enrich itself in the next century with- 
out impoverishing the environment. 

No issue raised at Unced could match 
the amount of discussion, most of it criti- 
cal, on the role played by Washington. - 
President George Bush agreed to go to Rio 
only after the agreement on climate change 
had been watered down. The US was the 


uc A oho re phe BR ux Du 









only major industrialised country not 
sign the convention on bio-diversity. 
One of the most contentious issues was ^ 
the proposed financing of Agenda 21, 
which Unced said would require some | 
US$125 billion a year. The South wanted 
Agenda 21 to commit developed countries 
to spend 0.7% of their GNP on foreign-aid 
programmes by the year 2000. In the end, 
developed countries, led by the US, suc.” 
ceeded in having a target date dropped | 
from the text. Japan signed both conven 
tions and pledged to increase fo ; 
geared to the environment by US$7 
in the next five years. HESS 
Poor countries scored:a victory of sorts 
by securing an agreement from developed: 
countries to channel ne | 
oriented aid through a 
tions. Some developed: 
lier insisted that new aid o 
through the Global Environmen 
of the World Bank. t 
The US criticised developing cát 
for demanding new infusions of. 
out promising specific plans of : 
environmental protection. Some - 
delegates shared this view. “We e 
veloping countries to reform their eco. 
nomic policies and not just blame othe 
for the shortcomings and failures of t 
own policies and management,” says Kaz 
wee, ‘ato, director of Japan's Offic 
of Overseas Environmental. 
Cooperation. 
Asia's developing cou 
were disappointed w 
amounts of new aid plec 
at Rio for environmental 
programmes. But, for many, 
still more disappointing w 
how much time was take 
by the difficult negotiat 
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New 
are at best a temporary t 
efit, developing countri 
The only way to slo 
felling of trees and 
lution, according to this argume 
eradicate distortions in the inter 
trading system that work agains 
countries, m 

Many of the items on the South's wish- 
list — such as less protectionism, anend to 
tariff discrimination on manufactured. — 
goods and more transfer of technology 
would have been more at home in the Gatt 
trade talks than at Unced. “Gatt is crucial 
to saving the environment," says Dawood 
Ghaznavi, who heads the Worldwide Fund 
for Nature in Pakistan. “The fact that trade 
was largely left out of the financing dis 
sions is the most regrettable thing that h 
pened at Unced.” 

Developing countries also complair 
ed that the focus at Unced was o 
environmental problems of most conc 
to rich countries. Far more serious, as i 
World Bank's recent World Development 
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Report points out, are the problems of 
inadequate sanitation, unsafe water, soil 
depletion and indoor smoke from cook- 
ing fires. These are “different from and 
more immediately life-threatening than 
{environmental problems] associated with 
the affluence of rich countries,” the report 
said. 

Tense negotiations on a set of forestry 
principles offered the clearest example of 
differences in perspective by the North and 
South. Unced planners originally envis- 
aged that a forestry convention would take 
place along with those on climate change 
and bio-diversity. 

Faced with opposition from Malaysia, 
Indonesia, India and others, the idea of a 
convention was replaced with the state- 
ment of non-binding principles on forest 
use. Northern countries, led by the US, 
pushed hard for explicit recognition of the 
role that forests play in reducing global 
warming by absorbing carbon from the at- 
mosphere. They sought an agreement from 
all parties that negotiations on a forestry 
convention would begin shortly after 
Unced. The South resisted both these 
points. 

“In no way do we want to see the 

obalisation of our forest resources," says 
Kamal Nath, India’s minister for environ- 
ment and forests. Some Southern delegates 
say that if forests are to be treated as global 
commodities, so should oil, a suggestion 
received coolly by members of Opec. 

Heavily forested countries, such as Ma- 
laysia and Indonesia, were fearful that the 
onus for reducing global warming would 
be placed on them. They emphasised the 
carbon-absorbing properties of forests. The 
final language on the possibility of a forest 
convention was so vague that each side can 
interpret it in any way it sees fit. 

Some Asian delegates were incensed 
that the US should push so hard for a 
strong statement on forests when it refused 
to agree to a timetable for reducing its own 
carbon emissions. Malaysian Prime Min- 
ister Datuk Seri Mahathir Mohamad says 
it would be fair to have a convention on 
forests only after a “worthwhile” conven- 
tion on industrial emission had been 
reached. 

Malaysia's minister for primary indus- 
tries, Datuk Seri Lim Keng Yaik, says: “The 
US is saying: you lock up your carbon sink, 
and I am going to do nothing. [It] wants 

r countries to sacrifice [revenues from 
selling wood] in order to maintain the con- 
suming lifestyle of the rich.” 

The work started in Rio is expected to 
be carried on by the newly created UN 
Commission on Sustainable Development. 
It is through this commission, says Indone- 
sian minister Salim, that the South hopes 
to influence the Gatt trade talks. “Before 
[the South] had no leverage in Gatt,” he 
says. “With the environment as an issue, at 
least we have some.” w 
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Shanghai metals exchange opens for business 


By Lincoln Kaye in Shanghai 

hina has seen the future — and it 
C almost works. In the first fortnight 

of its operation, the Shanghai Metals 
Exchange was out of action a third of the 
time through computer glitches. So far, it 
has dealt exclusively in spot rather than 
futures contracts. 

Yet the new exchange, which opened 
on 28 May and is jointly sponsored by the 
Shanghai city government and the central 
Ministry of Materials, paves the way for 
price-risk hedging. And that, in turn, 
could transform China’s budding market 
economy and further integrate the country 
into world commodity and financial mar- 
kets, according to the exchange’s deputy 
director, Hu Yuezheng. 

The first futures contracts will begin 
trading in July. By year-end, Hu predicts, 
all seven of the industrial metals on the 
exchange's trading roster will be available 
on a futures basis. Even now, spot trading 





INDONESIA: 


follows what Hu calls "futures mark 
norms." Trading is restricted to membe 
on a margin basis, and clearing and sett] 
ments are computerised. 

Commodity brokers account for 19 : 
the exchange’s 43 seats. Metal mining ar 
refining companies and metal consumit 
industries from throughout the count 
hold another 16, and the remaining eig 
seats belong to Chinese international tra 
ing companies and financial institutions. 

Membership can be expanded to | 
seats before the exchange outgrows its ne 
hexagonal trading floor. In its next pha: 
Hu predicts, the membership will | 
thrown open to foreign firms, and ele 
tronic link-ups will be established wi 
metals markets in the rest of the world. 

Such heady prospects are a far cry frc 
the torpor observed one Monday afterno 
during the market's first month of oper 
tion. Barely a dozen red-jacketed trade 
idly scanned prices on their individu 
full-colour, desk-top monitors. They we 
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Father knows best 


By Suhaini Aznam in Jakarta 


Steps to rescue Bank Summa have staved 


off a likely disastrous run on one of Indo- 
nesia's 10-largest banks. Business mag- 


nate William Soeryadjaya, chairman of 


Astra International, on 9 June said he will 
inject Rps 250 billion (US812.3 million) 


into the bank and take full responsibility 


for its liquidity problems. The bank's fi- 
nancial problems are mostly attributed to 
a rapid ion effort under the chair- 
manship of Soeryadjaya's eldest son 


—. Edward. 


jected Rps X f bank, 
flagship enterprised of the Soeryadjaya- 


controlled Summa Group. He also in- 
creased his family's estimated 80% stake 
in Bank Summa to full ownership and 
removed the bank's top executives. A 

nagement team from Pan Indonesia, 
which controls Panin Bank, is to take over 
Bank Summa’s operations 


Soeryadjaya's efforts will not result in 
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a merger between Summa and Par 
banks, according to Panin Bank offici: 
but they are expected to result in ma 
changes in the way Summa Bank op 
Group's debts to affect Astra Inter 
on the Jakarta Stock Exchange and 
which his family has a 76% shareholdi 
.— Saddled with giant property-rela 
debts, Summa Group is undergoinj 
large Indonesian conglomerates t 
grew quickly in the late 1980s and 
now struggling in an era of tight mon 
Troubles at Summa Group hi 
that the Soeryadjaya family may havt 
capital forthe group. Tuer 
widely diverse investments under ! 
holding companies: Summa Surya i 
largely involved in property devel 
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ar outnumbered by spectators made up 
mainly of delegations from government 
departments and state enterprises. 
.. Thetwo main contracts, copper and alu- 
-minium, are successively traded for 50 










minutes apiece in the morning on Mon- 
ays, Wednesdays and Fridays. Lead gets 
wa 30-minute run before lunchtime. That 
Jeaves the afternoons for zinc, tin, nickel 
and pig iron, at half-an-hour of trading 
piece for three days a week. 

Contracts are allocated on a price-cum- 
timing basis, Hu explains; similarly priced 
bids and offers are matched on a first- 





i'icome-first-served basis. However once the 
market is in full swing, prices will be al- 
"owed to fluctuate freely within a daily 
mit (currently set at one percentage 
point. During its first fortnight of opera- 
tions, the exchange traded 2,200 tonnes of 
metals, worth nearly Rmb 240 billion 
IUS$44 billion). 
.. Other commodities eligible for futures 
Mtrrading in China could include grains, ed- 
gible oils and rubber, Hu suggests. Origi- 
snally, the sponsoring agencies conceived 
the market as a more broadly based mate- 
$rials exchange, before narrowing it down 
to metals. 

Once the seven initial contracts are well 
sunder way, Hu says, the exchange will be 
in a position to consider opening contracts 
dn such "financial" (as opposed to indus- 
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trial) metals as silver and gold. Such an 
expansion, though, is hardly a decision for 
market officials to make on their own. 

From there it would be a relatively short 
step to offering the gamut of financial fu- 
tures contracts, covering such instruments 
as bonds, currencies and even stockmarket 
indices. Already, the Shanghai currency 
swap market has dabbled in forward trad- 
ing in U5 dollars, but on an experimental 
rather than a continuing basis. 

Eventually, all exchange members will 
represent clients on a commission basis, 
which will enable individual investors to 
play more of a role. Once these traders are 
up to speed, the speculative enthusiasm of 
individual traders could provide the ne- 
cessary liquidity for hedgers to offset risk. 
The market's standard contract size of five 
tonnes was specially set to fall within the 
financial capabilities of Chinese individual 
investors, Hu says. 

Not that local punters need worry about 
having five tonnes of pig iron find its way 
to their tiny Shanghai flats. The Shanghai 
contracts are true "futures," not "forward" 
instruments. They should never, in the nor- 
mal course of things, go through to physi- 
cal delivery of the underlying commodity. 
"Our aim," Hu says, "is price disclosure 
and risk transfer," not just smoothing out 
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Port in a storm 


Hongkong cargo plan sparks four-way fight 





By Michael Westlake in Hongkong 

battle is brewing over development 
A of a new terminal at Hongkong’s 

Kwai Chung container port. On one 
side are the three operators of existing port 
facilities; on the other a proposed new- 
comer; and in the middle, the Hongkong 
Government, which must decide how to 
award the terminal concession. 

The government's decision on the Ter- 
minal 9 concession, expected in August, 
will indicate whether it wants real com- 
petition between port operators or is con- 
tent to let one company dominate. Ship- 
ping lines, who often accuse the existing 
operators of being too expensive, are 
watching the tussle closely. 

Moreover, for the smallest of the exist- 
ing operators, US-based Sea-Land, the re- 
sult may determine its future commitment 
to the British colony. If it loses in the strug- 
gle, it is likely to concentrate its future 
cargo-handling expansion in Taiwan rather 
than Hongkong. Sea-Land is currently 
Hongkong’s biggest US investor. 

Kwai Chung is at the heart of Hong- 
kong's booming cargo operations, much of 
which service trade to and from China. The 
port handled more than 4.5 million con- 
tainers last year (expressed as twenty-foot 
equivalent units, or TEU), compared with a 
notional capacity of about 6 million TEU. 
But capacity utilisation varies markedly 
between the three operators, which is one 
of the reasons for the current battle. 

Sea-Land and the second-largest han- 
dler, Modern Terminals, have little or no 
room to spare. By contrast, the dominant 
operator, Hongkong International Termi- 
nals (HIT), is working below capacity. De- 
spite that, it is viewed as having a strong 
chance of winning the Terminal 9 conces- 
sion — an outcome that would further 
strengthen its grip on the port. 

Kwai Chung currently has 15 working 
berths in seven terminals, and will get four 
more when Terminal 8 is fully operational 
in 1995. Terminal 9 — due for completion 
in 1997 on present plans — will add a fur- 
ther four, bringing the port's total capacity 
to 9.2 million TEU. 

Sea-Land, which has one berth and 
part-leases another, is under the greatest 
pressure. It accounted for about 14% of 
Kwai Chung's operations last year, achiev- 
ing a per-berth throughput of 481,000 TEU. 
Modern Terminals, with 35% of total trade, 
has four berths and will get two more in 
Terminal 8. Its throughput is also high — 
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about 392,000 TEU per berth last year. 

But HIT, part of Li Ka-shing’s Hutchison 
Whampoa group, is operating at only 
about 247,000 TEU per berth (this figure in- 
cludes Sea-Land’s partial use of one of its 
berths). The company already has 10 
berths, due to rise to 12, but is just as keen 
as its rivals to grab Terminal 9. As the op- 
erator with spare capacity, it can most eas- 
ily pull in new business and take the lead 
in pricing. 

Behind these arguments, however, is a 
political one about whether the Terminal 9 
concession should be let by open tender or 
a so-called private treaty grant. Under the 
latter course, the government could divide 
the concession between operators. 

Both methods have been used previ- 
ously. When an open tender for Terminal 7 
was won by HIT in 1988, however, there 


Hongkong cargo handlers 
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was an outcry about the size of its bid — at 
HK$4.4 billion (US$564 million), about 50% 
higher than its nearest rival. Shipping lines 
have since claimed that HIT has been re- 
couping the cost of its investment through 
high prices. 

Apart from the price complaints, there 
is a feeling in the industry that the Termi- 
nal 7 outcome scared away possible out- 
side investors. This may yet lead to prob- 
lems when investment is sought for future 
expansions of the port. 

Indeed, the five “expressions of inter- 
est” submitted prior to the Terminal 9 bid- 
ding have included only one new player: 
Evergreen, the giant Taiwanese shipping 
group. It leads United Terminal Consor- 
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tium, which includes US-based Genstar 
Container Corp., China's Guangdong 
Enterprise (Holdings), Hongkong's Hen- 
derson Land Development and Japan's 
Marubeni Corp., C. Itoh and Nissho Iwai. 

The four other proposals are all from 
groupings of the existing operators, with 
Modern Terminals and HIT having submit- 
ted one each, as well as a joint proposal. 
The fifth proposal is from Tsing Yi Con- 
tainer Terminal Consortium, led by Jardine 
Pacific and including Hongkong Land, Sea- 
Land Orient Terminals, Hongkong's Sun 
Hung Kai Properties and New World De- 
velopment, China’s Sinotrans and South 
Korea’s Hanjin shipping line. 

Even if a private treaty grant is used tc 
allocate Terminal 9's four berths, the poli- 
tics are formidable. If all are awarded tc 
one group, most of the others are likely tc 
suffer in the longer term. Even HIT wouk 
eventually run into capacity constraints 
This result is also seen as likely to be bac 
for Hongkong as a whole. Evergreen, a 
present an HIT customer, is likely to take it: 
investment elsewhere if it loses. Sea-Lanc 
would probably shift its future investmen 
to Kaohsiung in Taiwan and Modern Ter 
minals would soon find itself unable t 
expand. 

Similar, though less acute, risks are in 
herent in the joint proposal by HIT anc 
Modern Terminals, since it would lock ou 
further foreign investment while enshrin 
ing their duopoly. Both have powerfu 
shareholders, however. Besides Hutchisor 
HIT brings along Orient Overseas Holding: 
Hongkong & Shanghai Banking Corp., Pe 
king-backed China Resources, Dao Hen 
Bank and the Land Fund, a body set up t 
hold funds for the government that wi 
run Hongkong after its reversion to Ch 
nese rule in 1997. Modern Terminal: 
shareholders include the Wharf Grout 
P&O Shipping, Maersk Line, China Mei 
chants and the Swire Group. 

Giving one berth each to HIT, Moder 
Terminals, Sea-Land and Evergreen mig! 
seem the fairest answer. But it would caus 
apoplexy at HIT, which would then los 
Evergreen’s business. Industry sources 1 
any case regard the Evergreen proposal c 
problematic. None of its consortium men 
bers has any experience in Hongkong te 
minal building or operation; this may be 
critical factor, given that the timetable fc 
getting Terminal 9 up and running is a 
ready tight. 

Nevertheless, some form of distributic 
of the berths is coming to be seen as tl 
most likely outcome. Apart from satisfyir 
the needs of most or all bidders to at lea 
some extent, while not necessarily turnir 
away foreign investment, it would allo 
the winners to swap terminals for the 
mutual convenience and greater efficienc 
Events now await the return from holid: 
in July of Secretary for Economic Servic 
Anson Chan. 
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BRIEFING 


McDonnell Douglas delays 
launch of MD12 programme 


> US aircraft maker McDonnell Douglas 
postponed the launch of its MD12 
development programme, in which it has 
been seeking a substantial investment 
from Taiwan. The launch was due before 
the end of this year, but so far there have 
been no orders for the as-yet-unbuilt 


super-jumbo. 


Vietnam takes steps 

towards privatisation 

p> Vietnam's Council of Ministers named 
seven state-owned companies which will 
issue shares on a trial basis, as Hanoi 
takes its first halting steps towards 
privatisation. The companies include a 
soap factory, a match-making plant, an 
animal-feed processing unit, a wood- 
processing enterprise and the Legamex 
garment workshop. Officials say their 
experience with this first group will help 
them decide how to turn many of the 
thousands of other state firms into share- 
issuing companies, in which foreign 
investors will be allowed to buy stakes. 


Bangladesh invites offers 

for seven state firms 

> As part of its privatisation drive, the 
Bangladesh Government offered for sale 
seven industrial units belonging to state- 
owned corporations. The units are 
pharmaceutical concern Squib 
Bangladesh, a cement and clinker factory 
in Chittagong, vegetable oil mills in 
Dhaka, packaging and printing company 
Ragle Box, engineering firm Metalex, 
Zealbangla Sugar Mills and National 
Tubes. The sales were proposed as part of 
a plan to off-load 40 publicly owned 
manufacturing units by June 1993. An 
Industries Ministry source said enquiries 
had been received from three Southeast 
Asian countries. 


Seoul opens door wider 
for overseas investors 


p» South Korea on 12 June announced 
new measures to attract foreign portfolio 
investors to the battered Seoul bourse. 
Effective from 1 July, foreign brokerage 
branches may trade in local equities 
without limit, and foreign portfolio 
investors will be allowed to accumulate 
stakes of up to 25% in joint ventures and 
companies which have issued Euro- 
convertibles. The Ministry of Finance also 
said more South Korean companies will 
be allowed to issue American depositary 
receipts on US stockmarkets. The 
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measures are being taken to boost Seoul's 
stockmarket in an election year, though 
they also address complaints by foreign 
brokerages and local companies in need 
of equity financing. 


China Resources to buy 
5.6% stake in Lippo 


> Peking-controlled China Resources 
said it will take a 5.6% stake in Lippo, a 
Hongkong-based financial services 
holding company which owns Hongkong 
Chinese Bank. The stake is valued at 
HK$118.5 million (US$15.2 million) and 
was said by Lippo to be "a long-term 
strategic investment." China Resources 
said it will also subscribe to a HK$400 
million convertible note issued by Lippo. 
The holding company is controlled by 
Indonesia's Riady family, which also runs 
Jakarta-based Bank Central Asia and 
Lippo Bank. 





Tokyo calls for forum 

of North Pacific nations 

b» Japan proposed a North Pacific 
Economic Forum with the US, Canada 
and Mexico — the three nations planning 
to set up the North American free trade 
agreement (Nafta). Tokyo sees the forum 
as a way to protect itself against 
discriminatory trade practices by the bloc. 
It also proposed a "private-sector 
dialogue," the creation of a Pacific trade 
centre in Mexico City and Japanese 
financial and technical aid for Mexico's 
environmental problems. Mexico has 
indicated it favours the forum proposal. 
Tokyo said it will approach the US and 
Canada after Nafta's formation is agreed. 
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New Zealand imposes 

dumping duties on shoes 

> New Zealand imposed anti-dumping 
duties for 90 days on footwear from 
China, Indonesia, South Korea, Taiwan 
and Thailand pending completion of a 
trade investigation. The duties bring 
prices into line with production costs in 
the exporting countries, as assessed by 
New Zealand footwear producers, 
Importers’ Institute secretary Daniel Silva 
said duties will be as high as 70% on 
some footwear. 


Thai banks to implement 
new BIS ratio by 1994 


> Thailand's central bank gave 
commercial banks until the end of 1994 to 
meet the 8% capital-asset ratio set by the 
Bank for International Settlements (Bis). 
But they will have to meet a 7% ratio by 
next January. The Switzerland-based Bis 
has urged countries to adopt the 8% ratio 
next year. Thailand's delay is partly to 
enable its banks to convert to new 
valuation standards for real-estate assets. 


Fujian approves use of 
New Taiwan dollar 


> The provincial government in Fujian, 
China, hàs approved use of the New 
Taiwan dollar for commercial settlements 
with Taiwan, according to the Peking- 
funded China News Service in Hongkong. 
Some observers in Taipei suggested the 
move may encourage smuggling across 
the Taiwan Strait and put upward 
pressure on the Taiwan currency. But 
businessmen welcomed the news and 
Taiwan's central bank said it would not 
be a strain on exchange rates. 


EC demands larger share 
of Japan's chip market 


»> The EC demanded a 5% share of the 
Japanese semiconductor market following 
Tokyo's recent pledge to buy more 
microchips from the US. Under a 1991 
bilateral agreement, Japan agreed to boost 
the foreign share of its chip market to 20% 
by the end of 1992, EC officials 
complained in Tokyo on 10 June that 
Europe has only 1% of the Japanese 
market, compared to its 5% share 
worldwide. They also demanded to be 
included in Tokyo's quarterly talks with 
the US on chip supplies in Japan, and 
asked to be given Japanese production 
and export data that is supplied to US 
manufacturers. Tokyo rejected these 
demands, but assured the EC it would be 
treated fairly. 
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Last sale to 15 June Latest week ago ago 
Goid Londoni?) 3335 33860 34240 36730 Australia dollar 1.3296 1305 13238 14133 
WEN "New York 3) Bangladesh* taka 39.00 39.00 38.00 35.65 
Current delivery (July) 10340 10420 10115 9895 Britain pound 0.5388 05448 — 1 0580? 0.6144 
103.35 Brunei dollar 1.622 1.6267 1.669 1,789 
pews — aa "v Burma* kyat 6.265 6.265 6.265 6.35 
Current delivery (June) 1,271.00 1,303.00 1,293.00 1270.00 canen coe ise ME sd CD 
E CARN ADU T, s 444 rance — ‘anc pi i: XJ 299 
Tin " TT (1) 1609 15.91 1411 —— 1575 : = ai Yos 1S TNR 
Hongkong dolar 7.725 7.7357 7.7408 7.726 
Current delivery (July) EIE QUEE aan ai India rupee 258264 25.8264 258264 20.9908 
VET uua ee = Indonesia rupiah 2,030.00 2,029.00 201500 1,952.00 
Lumpur (8) Japan yen 126.83 127.13 133.75 14076 
Current delivery (July) 223 22100 21200 234.00 ecm odis 805 805 805 8.05 
3 : s | Malaysia dollar 2.5185 2.521 2.5765 2.7905 
Palm Lumpur (4) Zealand 844 1.8359 1.8308 1.7355 
Current delivery (June) 942.00 915.00 94200 744.00 Pakistan - rupee 251049 — — 2510 2485 24.09 
Aug. delivery — AR 12. i Papua N.G. kina 0.9488 0.9497 0.9592 0.9634 
New York (3) Philippines peso 2605 26.533 25771 27 588 
Current delivery (July) 10.27 10.23 831 9.24 Singapore dollar 1,622 1.6267 1.669 1.789 
Oct. delivery — — "ae PUER Li South Korea won 789.30 787.70 - 70700 . 72330 
Singapore (9) Sri Lanka rupee 42.38 4238 — 1 34198 — 1140043 
Sarawak Astablk100% = 162.50 162.50 20250 232.50 Switzerland franc 14145 1.4495 1.5065 1.5415 
Chicago (5) Taiwan NT dollar 24.737 24905 25.439 27195 
Current delivery (July) 36000 36640 393.00 29300 Thailand baht 25.39 25.40 25.65 2579 
very mem WEE 363.60 Communist China USS-Amb 5.4747 HKS-Rmb 07 Laos US$=Kip 710.00 
Maize Chicago countries: Vietnam US$=Dong 11,200.00 Cambodia US$=Rie! 850.00 
oet (July) NM CONDO RT UP Other: Commonwealth of Independent States (former Soviet Union) US$=Aouble n. a. 
ro a — a ^ E . SDR1-US$1.41446 ECU1=US$1.3045 S$1-M$1.5517 
5% white fob Bangkok 287.00 282.00 28200 30200 *Official rate tMiddie rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 
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Cocoa New York (7) 12 10 year govt 
Current delivery (July) 82800 — 85500 — 1,09000 — 91400 15 June month ^ months months months bonds yield 
Sept. delivery — — 877.00 
Coffee New York (3) US$ — 3875 3875 3.9375 44375 727 
Current delivery (July) 60.85 61.55 73.50 84.30 Sterling 9.9375 9.875 9.875 9.875 9.14 
Sept. delivery HF e 6275 Yen . 465605 453125 4.46875 4.4375 549 
Petroleum. Swiss Fr. 9.375 925 — 1 90605 8.8125 am 
Sumatran light Tokyo (10) 20.80 19.80 1695 1880 Dm 9.6875 9.6875 9.605 9.625 7.96 
Brent London (10) 21.30 21.17 1292 17.90 AS — 615 6.0625 6.00 6.125 8.94 
E ES ta phe 3 c$ 5.625 5.5625 5.5625 5.6875 8.16 
(1) M$ akg (2) US$ an oz (3) USc a lb (4) M$ a tonne (5) USe a 60 Ib bushel a Y 
i6) USe a 56 Ib bushel (7) US$ a tonne (8) PSSt, Me akg (9) S$ a 100 kg (10) US$ a barrel "9. . us Ur TBI Res = 
(11) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation Offered rate Source: Telerate, Salomon Brothers 
Economic indicators, selected Asian countries 
Economic Growth % (real) (1 
1991 2 45-7 3.9 3.5-4/4) 7 38 8.6 
NE. E - 158 IAL iub uc A S EE o ee iu 
International Reserves 5) 
Latest US$13.59b (Apr) US$44.38b (Feb) n.a. US$5.64b (Apr) US$10.09b (Apr) US$71.07b (Apr) US$11.32b (Feb) 
Year earlier - .  . US$15.62b US$32.35b na. : US$1.45b US$8.09b = US$7081b US$10.07b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.85b (Feb-Apr) +US$051b (Feb-Apr)  -US$1.85b (Feb-Apr)  -US$0.30b (Jan-Mar) +US$0.70b(8) (Jan-Mar) — «USS$28.38b (Feb-Apr) -US$0.74b (Dec-Feb) 
Previous 3 months +US$0.69b +US$1.90b -US$0.37b -US$0.53b «US$0.79b 4US$20.40b -US$0.19b 
Year earlier ~ .  «US$105b . «US$143b US$1.37b -US$1.20b +US$0.74b +US$20.12 — —  US$04b ——— 
Exports (5) 
Latest 3 months US$10.37b US$17.36b US$26.44b US$4.71b US$6.830(8) US$85.62b US$8.33b 
% change previous 3 months 40.5 13.8 «2.7 +13.9 9.2 +6.3 95 
% change year earlier Ree +18.1 +33.8 3.9 02 +8.8 3 
Imports (7) 
Latest 3 months US$9.52b US$16.85b US$28.28b US$5.02b US$6.13b/8) US$57 24b US$9.07b 
% change previous 3 months 1.0 77 +8.4 +75 -8.9 48 -3.4 
% change year earlier NEC UM -— «à —. ei bs. — 304 visi. ^ pt | £09 — 
Consumer Prices 
Base Jul 89-Jun 90-100 Apr 1991-100 Oct 89-Sept 90=100(2) 1982-100 Apr 88-Mar 89-100 1990-100 1990«100 
Latest 3 months index average 107.6 (Jan-Mar) 107.1/11) (Apr) 122.8 (Feb-Apr) 228.7 (Jan-Mar) 131.2 (Mar-May) 104.1 (Jan-Mar) 108.0 (Feb-Apr) 
% change previous 3 months unchanged na, +3.6 +1.9 +1.6 04 +15 
% change year earlier S ipud Bea a T ren 4711 . 49.6 . +13.1 i +95 419 +46 
Money Supply 2 

A$206.22b(3) (Mar) Rmb 1,859.89b (Oct-Dec) HK$650.47b (Apr) Rs 3.171/9j (Mar) Rps 102.36t (Apr) ¥505.80t (Mar) M$100.01b (Feb) 
% change previous month 0.5 +6.1(10) +1.9 +24 +1.6 +0.5 «1.5 
% change year earlier EN Z +26.7 +17.8 +18.3 +23.1 41.8 4123 


(11 Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) cit 
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uuu Tokyo declines on economic doubts a a a Jakarta moves sideways 


uuu Jlellington remains on downward trend wae Taipei picks up steam and 
Hongkong rebounds in thin trading in the week ended 16 June wan 
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US$1.50b -US$1.46b US$2.21 US$0.76b 




















US$0.81b - 1, + b + : 
USS1.02b USS225  -US$413b «USS262b -US$0.78b — M 
L M | UP e MT "5.25 475 4.625 4.5625 

JS$2.28b US$14.55b US$18.02b US$21.19b US$7.29b 
0.1 27 89 4157 13 Malaysia 8.90 8.15 8.16 8.17 
123 30.1 194 +16.9 +20.9 —— — —— 

n o TOET z PEANT 2 ARET EA ER i ee New Zealand 1150 675 672 675 
JS$3.23b US$16.35b US$20.28b US$17 58b US$9.49b ye j 
46 05 46 482 425 Puppies — 2000 — 130875 1349/5. 134978 
Io xc. APRS Lg ol Me ac S COMPRO. Aah ERI e Singapore 5.50 285 — 30 3.1875 
988-100 Sepi87-Aug88-100 1985-100 1986«100 1986-100 South Korea $116.50 _ - - 
62.3 (Mar-May) 111.4 (Jan-Mar) 150.0 (Feb-Apr) 118.6 (Feb-Apr) 128.2 (Dec-Feb) =- ———— ——- — 
21 405 421 +14 402 Taiwan 10.00 w a n 
83 22 2 «50 48 m "A ——À es 
ea ne e Wits on eh Thailand i200 1200 — 1200 - 
Le esca AHSEN eee ^Y doa tg. po Bu us , i: 39375 4m T 
197 417 B eS Lomas LLL BET TRIS "Long term "Shorter t Monetary Stabilisation Bond (1 year) 
'8) Including petroleum (9)M3 (10) % change over past 3 months (11) One month Source: Official statistics Offered rate Source: Telerate and Review Data 
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Listing badly 


hailand's privatisation pro- 
gramme has won praise from for- 
eign investors, but the sale of 
shares in flag carrier Thai Airways 
[International has been far from laudable. 
The way the poorly managed company has 
been dumped onto investors may well de- 
ter support for future listings of state firms. 

The fault lies with the Royal Thai Air 
Force, which treats the airline as its play- 
thing. But an equal measure of blame falls 
on the government technocrats and securi- 
ties-industry policemen who have conven- 
iently glossed over this fact in their drive 
to notch up another "privatisation." 

Thai's initial public offering of 100 mil- 
lion shares to raise Baht 5.8 billion (US$225 
million) took place with no obvious hitch 
at the end of March. The official word was 
that it was oversubscribed. 

But despite its superficial transparency, 
a large portion of the 100 million shares on 
offer seem to have been held by interested 
parties in order to tighten supply and push 
up the pre-listing price. In the grey market, 
shares were reportedly changing hands at 
around Baht 80 in April, against an offer 
price of Baht 60. The prime suspects in this 
litle endeavour are thought to be Thai 
chairman (and military supreme com- 
mander) Kaset Rojananin and his cronies, 
stockbrokers say. 

This unfortunate aspect could be ig- 
nored if Thai's financial performance in the 
six months to end-March 1992 had been 
up to what was promised in the prospec- 
tus. This is something the government's 
technocrats on the Thai board should have 
known about before the listing took place. 
Now, the airline has announced a dismal 
six-month operating performance, while 
the listing has reportedly been delayed 
until mid-July. 

Net profit totalled only Baht 1.3 billion 
for the period, which will make the full- 
year profit target of Baht 5.2 billion in the 
prospectus almost impossible to achieve. 
And on a prospective price-earnings ratio 
of 14, the offer was already over-priced. 

The first half of Thai's fiscal year is tra- 
ditionally a strong trading period, encom- 
passing Christmas and Chinese New Year. 
Indeed, turnover of Baht 29.4 billion was 
bang on target. But Thai has not explained 
the reason why profit margins fell so 
sharply. 

The second half of the airline's fiscal 
year could not have had a worse start. The 
news footage shown worldwide of may- 
hem on Bangkok's streets has had a pre- 
dictable effect on Thai tourism, with hotels 


empty and flights cancelled. 

All this follows Thai's worst financial 
year in its three-decade-long history. It was 
accounting gymnastics that created a Baht 
3.5 billion net profit in the 12 months to 
September 1991. The carrier would have 
made a net loss if two extraordinary items 
had been excluded. Thai counted the sale 
and leaseback of aircraft as Baht 2 billion in 
profit. And "benefits in kind from the pur- 
chase of equipment" provided another 
Baht 1.7 billion. 

Kaset has not been the perfect chairman 
— all sorts of questionable activities have 
been laid at his door. But as the public 
await the listing of their shares it is the 
technocrats and the officials at the Bang- 
kok stock exchange who should account 
for the fact that they have turned a blind 
eye to the goings-on. 


Thai International 


Stock exchange rules on the reporting 
of company information have largely been 
ignored by the airline’s executives (in one 
case Kaset stated at a gathering that some 
domestic routes would be given away to a 
rival carrier, but neglected to inform the 
stock exchange), but no action has yet been 
taken by the watchdogs. 

Thai's employees are currently con- 
ducting a whisper campaign to try to force 
Kaset out of the chairman's position. This 
may not be as hard as it looks. The chair- 
manship has traditionally been awarded to 
the head of the air force, and Kaset has 
since moved on to become supreme com- 
mander. But it would be good for Thai if 
he was to go quickly. Even if it means a 
brief period of turbulence at the airline, the 
sooner Kaset resigns, the better for share- 
holders. m Paul Handley 
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Shroff has a rule of thumb. When Ameri 
can investment banks muscle in to a nev 
market, paying stratospheric salaries t 
seasoned research and sales professional 
in a bid to compete, that market is on th 
verge of collapse. Call it the Biggs Effect 
after Morgan Stanley strategist Barto1 
Biggs, whose bullish buy calls on emerg 
ing markets usually presage a correction. 

The Biggs Effect is now in full swing ii 
Hongkong, where the Hang Seng Inde 
has climbed 36% since the beginning of th 
year, making the territory's bourse a work 
beater. Goldman Sachs, which has nev 
had much of a broking presence in 
colony, has just swiped two of Barings 
curities’ top researchers. One of them, 
talented Janice Wallace, is said to be 
ting an astronomical HK$6 mill 
(US$770,000) a year for her services. 

Then there is Morgan Stanley its 
which just paid a pretty penny to hire be 
senior property analyst Peter Churchot 
and his team from Salomon Brothe 
Churchouse & Co. had been at Morg“ 
Stanley back in early 1991 when the w:. 
men in its New York head office decide 
that the low volumes seen in Hongkong é 
the time were terminal and fired the entir 
research staff. This was a serious miscalct 
lation, both in terms of lost goodwill an 
forgone profits. By the second half of 199 
Hongkong was again roaring back. Nor 
Churchouse has returned, no doubt at 
premium for his suffering. 

In addition to the recently de-populate 
Salomon Brothers, Lehman Brothers an 
Merrill Lynch are also putting out feeler 
to Hongkong veterans. Can Prudenti: 
Bache, Smith Barney and other second-tie 
American firms be far behind? Shro: 
doubts it; American institutional fun 
managers are now comfortable with th 
idea of investing in Asia, so the presenc 
of their brokers will soon be mandaton 
The Hongkong market's 1992 rally he 
been driven by a flood of money from th 
US. 

The latest brokers' merry-go-roun 
comes at a time when the price-earning 
ratio of the Hang Seng Index is at 12 
times 1992 earnings. That's bumping bac 
up to the levels seen just prior to the 19€ 
crash. Brokers are being quoted in the cok 
ny's newspapers as predicting that the i1 
dex, currently around 5,850, will finish tF 
year at 10,000. And Chinese patriarch Den 
Xiaoping has just fired a couple of "leftis: 
hard-liners who have stood in the way « 
economic reform. The sky is the limi 
Shroff says beware. w Jonathan Friedlar 
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appointments 





The Food and Agriculture Organization of the United Nations 
invites applications for the post of 


at its Headquarters in Rome, Italy 





'ICER/ECONON 


— Responsibilities: To develop and implement sector modelling, statistical analysis and generation of projections. — 
_ for forestry, forest industry, forest products supply, demand and trade. 












Requirements: University degree in forestry or economics with specialization or post graduate training in the 
_ other. At least seven years’ responsible related professional experience, incl uding application of economic, 
econometric and analytical techniques to the forestry sector and in the use of computer techniques and 
equipment. Working knowledge of English, French or Spanish. 

Benefits: This P-4 level post carries a net salary per year (inclusive of a variable element for post adjustment? 
from US$ 60,942 to US$ 76,388 (without dependents) and US$ 65,556 to US$ 82,635 (with dependents). Other 
benefits of the International Civil Service. 





















Ve TIO V CO INS 


_ The classifications avail- 
able in this section are as 
. follows; when booking, 
. please state your require- 
: ments: 





- Appointments — 
~ Business Equipment 
Business Opportunities 


* Education 


` Hotels & Accommodation 
Investment Opportunities 
. Notices 

- Personal 

. Property 

- Positions Wanted 
Residential Schools 


Please send detailed curriculum vitae no later than 30 June 1992 (quoting VA 103 - FON) to: Personnel Officer, 
Forestry Department, FAO, Via delle Terme di Caracalla, 00153 Rome, Italy. 
Telex 610181 FAO 1 - Telefax 57975137. 


REVIEW CLASSIFIED 
ADVERTISEMENTS 
Standard Units: 
| U/Atv) page (230 x 4tmm) USS$L.610 
-]- MA (h) page (120 x 88 mm) USS1,680 
| 1/2(¥) page (230 x 88 mm) US33,220 | 
| 1/2 (h) page (120 x 183 mm) US$3,360 
| Full page (240 x 183 mm)USS620 — | 





To place your 
classified ad, 
fax: Hong Kong 
or call: | 


1 Review 
Classified Sections 





















| istration (MBA) entirely at home: 
|| the wort. Also Bachelors, M 
|. onomics, Education 
nal Law, Langue 
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Hong Kong — 832847 
Singapore 2203 720 
Tokyo — 32700251 
Bangkok 3913275 
Sydney 3639736 
Jakarta 5703123 
Taipei 7775723 
Manila 8273950 
Seoul 7856665 
London 3340008 
New York 8086618 
| Auckland 4192243 






Business Services 
Conferences & Exhibitions 
Courses & Seminars 





| "We placed a small ad in the 
| Classified Section and we 
tremely varied and interesti 
— and some good clients. 
| able price, Classified has : 
| quality readership and we - 
» again." 
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The intelligence test 


he crocodile tears were barely 
concealed. Japan's 10-year effort to 
build a new generation of com- 
puters has failed, Western obser- 


| vers declared in early June. Their initial re- 


| 
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actions to the Tokyo conference that de- 
tailed the project's results were echoed by 
the Washington Post; Japan's highly publi- 
cised effort "had not been able to displace 
US leadership in supercomputer techno- 
logy.” 

It was all a far cry from the consterna- 
tion of 11 years ago, when Japan's Ministry 
of International Trade and Industry (Miti) 
announced plans to build a “fifth genera- 
tion” of computers. 

The first four generations had taken 
computer technology from vacuum tubes 
to very-large-scale integrated circuits, by 
way of transistors and microchips. Miti said 
the fifth generation would make a different 
kind of leap — to processing knowledge 
rather than numbers, just like human 
brains. 

Western governments were terrified at 
the prospect of Japan carving out a lead in 
this area. In quick succession, 
the US, Britain and the EC all 
set up their own projects to pave 
the way towards artificial intel- 
ligence. 

A decade on, it is hard to see 
what the fuss was about. Com- 
puters that think as humans do 
remain far in the future. But was 
the fifth generation project re- 
ally a fiasco? 

Its director, Kazuhiro Fuchi, 
says no. In his opening address 
to the conference, he blamed 
perceptions of failure on an “ex- 
aggerated image” of the 
project's goals that has persisted 
since its announcement. Judged 
by its real aims, “more has been 
achieved than I expected,” Fuchi said. 

Nevertheless, the Institute of New Gen- 
eration Computer Technology, which car- 
ried out the research, failed to meet the 
most prominent of its deadlines. Fuchi and 
his team had repeatedly promised to un- 
veil a new type of computer called the par- 
allel inference machine. This would use 
1,000 processors that would divide difficult 
problems into separate tasks for simultane- 
ous processing. “Massively parallel archi- 
tecture,” as this design is known, poses 
immense difficultjes both in physically con- 
necting so many complex circuits and in 
writing programs to run them in tandem. 

Despite heroic efforts, the fifth genera- 


70 


tion project did not quite get there. Instead, 
the institute displayed a roomful of lesser 
machines, with between eight and 256 
processors running in parallel. Researchers 
said that a computer with 512 processors 
should be ready by August. 

But computer hardware was always 
only part of the project. One foreign expert 
attending the conference described the fail- 
ure to produce the 1,000-processor compu- 
ter as “a detail .. . what's important is that 
they have the machines to run their pro- 
grams on." 

Fuchi, too, says the programs were the 
projects greatest achievement. His team 
concentrated on a technique known as 
logic programming, which works by logi- 
cal reasoning rather than mathematical cal- 
culation. The institute's researchers wrote 
a new computer language, called KL1, on 
these principles. This in turn was used to 
produce an operating system (a program 
that gives a computer its "look and feel") 
for parallel computers. 

The team also began to write applica- 
tions (programs to do specific jobs), which 





Mixed reactions to the fifth generation. 


would work by making inferences from 
many different options, something conven- 
tional computers find very difficult to do. 
One is a program to play Go. Another can 
analyse legal statutes and judicial pre- 
cedents to formulate a legal argument. (In 
a demonstration, a computer wrestled with 
the legal definition of karoshi — death by 
overwork; the institute's hard-pressed 
team had not lost its sense of humour.) 

In the long term, the technical success 
or failure of the fifth generation will be 
judged by private industry's willingness to 
develop these embryonic programs. Minis- 
ter for International Trade and Industry 
Kozo Watanabe told the conference they 
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would be an "internationally shared asset, 

available free of charge to anyone whi 

wants to develop them. The offer include 
source codes, something program writer 
normally guard jealously. 

The main snag is that most of the prc 
grams run only on fifth generation harc 
ware, which computer companies hav 
shown no interest in marketing. Howeve: 
Fuchi said his team is rewriting program 
for conventional computers running th 
widely used Unix operating system. Som 
observers think this effort will continu 
even after Miti formally winds up th 
project next March. 

Private firms' lack of interest in the fift 
generation project is a widely quoted ree 
son for its supposed failure. Miti originalt 
persuaded eight companies — Fujitst 
Hitachi, Matsushita, Mitsubishi, NEC, Ok 
Sharp and Toshiba, as well as telephon 
monopoly NTT — to second researchers t 
the institute. But the companies neve 
matched Miti's contributions (the origine 
plan), leaving the government to foot th 
total bill of Y54 billion (US$425 million 

Ironically, this was less mone 
> than any of the competin 
* Western projects spent. 

2 However, it is far too earl 
to write off the fifth generatio 
project as a dead end. Whil 
even Fuchi says that direc 
commercial applications of it 
technology are at least fiv 
years away, Japanese corr 
panies may already be feelin 
indirect benefits. 

More than 180 Japanes 
scientists, all aged under 3' 
worked on the project, and wi 
take its culture back to the: 
companies. And despite sce 
ticism in foreign government 
the project built up links wit 

overseas institutions, particularly in Au: 

tralia, the US, Britain and Sweden. 

Undaunted, Miti is now trying to drur 
up support for its next venture into artif 
cial intelligence, a 10-year programme cal 
ed the Real World Computer project. Th 
ministry appears to have learned some le: 
sons from the fifth generation experieno 
Instead of sticking to one technologici 
pathway, researchers on the new pr 
gramme will have freedom to explore di 
ferent avenues. And researchers from un 
versities, both in Japan and abroad, as we 
as from private companies, will be ir 
volved from the outset rather than alon 
the way. m Michael Cros 
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wissair Customer Portrait 144: Beverly and Barry Crown, investors, Chicago, photographed by Greg Gor 
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Introducing the German bank that charts your way 
to successful international finance: WestLB. 
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* E Head Office: Düsseldorf 
| , Branches, subsidianes or 
EI representative offices in © 
i NIE 16 European countries 
Ñ 1 as well as in Beijing, 
Hong Kong, New York. 
Osaka, Rio de Janeiro, 
^3 Singapore, Sydney, Tokya 
C2 Toronto 


As an experienced whole- this sound foundation, WestLB Finance and Investment 

sale bank, WestLB is successfully combines Banking to Treasury. And with 

your reliable partner for classical products with inno- a global network stretching 

international finance. vative solutions, applying the from Düsseldorf to New York 
right mix of state-of-the-art dnd from Tokyo to London, 

20 years of experience in ~ technology and personal crea- WestLB is perfectly positioned 

Corporate Finance, the solidity tivity. That's why WestLB " to set your international 

of a state bank and the lead- rightfully belongs at the top of finance operations on the 





ing role played by WestLB. On. your shortlist- from Corporate right course. 


m WestLl 


The Westdeutsche Landesb: 


